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FOREWORD

This Annual Report describes the U.S. Government activities that supported reform in the twelve
Independent States of the former Soviet Union during Fiscal Year (FY) 1999. In FY 1999, the
U.S. Government continued the reorientation of its NIS assistance activities away from central
governments towards cooperative efforts emphasizing private sector development, regionally
focused programs, exchanges, people-to-people linkages and the development of civil society.

This report summarizes the U.S. Government’s contributions to economic and political reformin
each of the twelve NIS on a country-by-country basis. It describes the full range of assistance
activities through which the U.S. Government is staying engaged in this strategically important
region of the world.

Ambassador William B. Taylor, Jr.
Coordinator of U.S. Assistance to the NIS
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. INTRODUCTION

Fiscal Year (FY) 1999 was a year marked by uneven progress on reform across the New Independent States (NIS) of the
former Soviet Union. Developments during much of FY 1999 were affected by the Russian financial crisis of August 1998
and its reverberations throughout the region. While economic events stabilized toward the end of the fiscal year, it became
even clearer that transitions across the NIS are going to be long-term processes, and the U.S. Government adjusted its mix
of assistance programs accordingly. At the same time, the U.S. Government’s overall goals remained the same. Over the
last seven years, U.S. Government assistance to the NIS has supported major U.S. policy goals. promoting democratic and
market reform; developing constructive diplomatic and economic relationships with the region; and preventing the emer-
gence of new threatsto U.S. national security. It remains acentral reality that the future course of reform in the Eurasian
region will dramatically affect U.S. national security. Market reform, democratic reform, and the secure disposition, reduc-
tion, and non-proliferation of the former Soviet arsenal of weapons of mass destruction are obviously in the U.S. national
interest. If the NIS countries go down that road, our security will be enhanced. However, if these countries go down a dif-
ferent road, Americans will be less secure. Over the past seven years, the U.S. Government has devoted significant re-
sources to facilitating transition in the NIS—over $15.46 billion in grants and concessiona loans, and over $18.01 billion in
financing.

This report describes the progress made by U.S. Government-funded assistance programs during FY 1999. These programs
were focused on the following four areas: (1) promoting democratic institution-building, the rule of law and the establish-
ment of civil society; (2) helping promote market reform; (3) enhancing U.S. security through cooperative threat reduction
and nonproliferation efforts; and (4) addressing urgent humanitarian needs.

PROGRESSMADE IN FY 1999

During FY 1999, the Coordinator of U.S. Assistance to the NIS identified two principles to guide the U.S. Government’s
NIS assistance programs, based on areview of eventsin the region. First, the U.S. Government needs to strike a balance
between programs that promote lasting generational change and those that address immediate threats. Second, the U.S.
Government needs to engage selectively on assistance to central governments, based on their willingnessto reform. These
principles were reflected in practice in a number of ways.

Recognizing the long-term nature of transitionsin the NIS, the U.S. Government shifted more resources to grassroots pro-
grams such as exchanges, support for non-governmental organizations (NGOs), independent media, Internet access, and
small businessin FY 1999. As of the end of the fiscal year, the U.S. Government had brought approximately 70,000 NIS
citizens to the United States on training and exchange programs, which provided them with valuable skills and contacts with
U.S. counterparts. The U.S. Government, together with other donors, provided additional funding to Russian independent
media threatened by the August 1998 financial crisis. The U.S. Government supports small business acrossthe NIS, and is
taking a “bottom-up” approach to change. In so doing, U.S. Government-funded assistance is steadily promoting the expan-
sion of lasting constituencies for reform.

In FY 1999, the U.S. Government continued to move its assistance programs from capital cities to outlying regions, par-
ticularly in Russia. The Regional Initiative (RI) had previously established three centers of assistance activity in that coun-
try: Novgorod, Samara and Sakhalin. The U.S. Government recently chose Tomsk as afourth RI sitein Russia. In Ka-
zakhstan, U.S. Government assistance is focused on the Atyrau Region, and in Ukraine, on the Lviv and Kharkiv Regions.
The RI is another example of the U.S. Government’ s focus on promoting grassroots change.

In FY 1999, the U.S. Government also took a number of steps to address immediate threats. One important consequence of
the 1998 Russian financial crisiswas an increase in the risk of proliferation of weapons of mass destruction. Tens of thou-
sands of former Soviet weapons scientists, unpaid and under-employed, have become targets of opportunity for states of
proliferation concern or terrorists, and Russia still has thousands of nuclear weapons and tons of weapons materials that are
tempting illicit weapons traffickers. Russia’s serious ongoing economic problems, exacerbated by the financia crisis, re-
quired the U.S. Government to allocate increased resources to nonproliferation programsin FY 1999. These programs will
be greatly expanded in FY 2000 under the multi-agency Expanded Threat Reduction Initiative (ETRI).

The U.S. Government also responded to urgent needsin FY 1999 by implementing programs that had a tangible impact on
the lives of those most severely affected by economic hardship. The U.S. Government’s sizeable food aid program in Rus-
siais one example, and health programs, such asthe U.S. Government’ s anti-tuberculosis effort in Russia, support for or-
phans, and the delivery of hospital equipment across the NIS, are also key components of this effort.
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In FY 1999, the U.S. Government engaged selectively on assistance to central governments. In practice, this meant distin-
guishing between countries that had embraced reform and those that continued to resist it. The U.S. Government continued
to direct technical assistance towards governments and sectors that were most reform-oriented, and began to cut back more
severely in areas where reform was not progressing. For example, the U.S. Government increased funding for land privati-
zation in Moldova and financial-sector reform in Kyrgyzstan, in recognition of those countries’ willingness to make tough
decisions and implement positive change. On the other hand, the U.S. Government largely cut off its support for agricul-
tural and energy-sector reform in Russia, in recognition of the very limited prospects for these programs to have a signifi-
cant short- or medium-term impact on developmentsin those sectors. The U.S. Government also suspended its support to
the central election commissions in Kazakhstan and Uzbekistan, in recognition of those governments’ failure to commit to
holding free and fair elections. Similarly, the limited size of the U.S. assistance programs in Belarus and Turkmenistan re-
flected those governments' resistance to reform.

The following four sections provide brief assessments of U.S. Government-funded activities in the areas of democratic re-
form, economic reform, cooperative threat reduction and nonproliferation, and humanitarian assistancein FY 1999.

Democr atic Reform Programs

Thereview of U.S. Government-funded assistance programsin light of the August 1998 Russian financial crisis reinforced
the belief that true democratic reform in the NIS will be along-term, generational process. Over the past few years, the U.S.
Government has increased the amount of resources going to assistance programs that promote lasting change in mindsets,
attitudes and institutions in the NIS. The U.S. Government has increased funding for exchanges, partnerships, independent
media, Internet access, and support for NGOs, particularly in countries where reform is slow, governments continue to exer-
cise strong control and civil society isweakest. These programs engage the next generation of leaders in the NIS, particu-
larly in the regions, and help build an active civil society. Alumni of these programs—mostly young people—share their
knowledge and vision with their colleagues, friends and neighbors. Exchanges and partnerships between U.S. and NIS
communities, universities, businesses and NGOs have fostered a long-term dialogue between NIS participants and their
American counterparts and have opened channels of communication that cannot easily be closed. For example, the Russian
L eadership Program, a new exchange program that was initiated by the Librarian of Congress and brought nearly 2,000 re-
gional leadersto the United Statesin FY 1999, reflects the broad U.S. consensus that exchange programs are an important
tool for promoting democracy and changing mindsetsin the NIS.

FY 1999 brought notable examples of progress in demaocratic reform, as well as significant setbacks. In the wake of the
Russian financia crisis, there was concern that a sudden lack of advertising revenue would force Russia s independent me-
diaeither to fold completely or to fall increasingly under the influence of particular political groups. The U.S. Government
worked with private foundations and foreign donors to help sustain Russia' s independent media, chiefly in the regions. The
focus of this expanded media assistance subsequently shifted to training on how to continue operations in a depressed mar-
ket and other measures to ensure that strong media organizations will continue to operate in Russia. The impact of the Rus-
sian financial crisis on NGOs turned out to be smaller than had been feared. While many NGOs lost money in failed banks,
most were so accustomed to operating on shoestring budgets that they managed to overcome their cash-flow problems. In
some countries, NGOs faced additional hurdles such as new government-imposed registration procedures and harassment by
tax authorities. Nevertheless, the number of active NGOs continued to increase throughout the region in FY 1999. There
were more and more cases of NGOs organizing to present their views to the government in a unified manner. In some
countries, national or local governments even turned to NGOs for advice on particular issues or for assistance in providing
social services.

In FY 1999, elections were held in a number of countries, albeit with mixed success. Parliamentary electionsin Armenia
showed a marked improvement over previous years, but in Kazakhstan, President Nazarbayev moved the elections up by
several months and barred serious opposition candidates, effectively determining the outcome of the elections. On the other
hand, Georgia'slocal elections were generally perceived to be free and fair and introduced locally chosen representation to
theregions for the first time in Georgia's history.

Providing access to multiple sources of information continued to be atop priority of U.S. Government-funded democracy
programs, which provided support to print and broadcast media throughout the NIS. In particular, the U.S. Government
monitored the status of independent media in countries with electionsin FY 1999 and expressed its concerns to the Gov-
ernments of Ukraine, Kazakhstan and Azerbaijan about attempts to manipulate the press and inhibit balanced coverage of
candidates and the issues. The U.S. Government increased its support for the beleaguered independent mediain Belarus,



which has continued to struggle to inform the public of alternative views, despite increased harassment by the government.
The U.S. Government also expanded its Internet access and training programs, which have established public-access Inter-
net sites throughout the NIS, and kept a close watch on NIS governments' attempts to monitor and censor Internet communi-
cations.

Fighting crime and corruption, so asto restore public faith in NIS political systems and promote economic growth, was
also an integral component of U.S. Government-funded assistance effortsin FY 1999. The Federal Bureau of Investiga-
tion (FBI), Internal Revenue Service (IRS) and other participating U.S. law enforcement agencies reported that coopera-
tion under the auspices of assistance programs hel ped them to prosecute criminal cases in the United States and also en-
hanced criminal investigations in the NIS. The U.S. Government devel oped strategies to address corruption across the re-
gion, but found that it can only work with governments that have the will to tackle this problem, such asin Georgia, where
thisissue is one of the highest assistance priorities. In other NIS countries, the U.S. Government has approached the issue
by working to mobilize popular support for change, especially in reformist regions, and demonstrate that it is possible to
achieve results under the rule of law, pursuing cases through local institutions. Support to NGOs to enable them to pro-
vide legal counseling, disseminate information on how to use the legal system, and publicize successful efforts to combat
corruption was also a key component of the U.S. Government’s effortsin this area.

Economic Reform Programs

Thereview of U.S. Government assistance in the aftermath of Russia’s August 1998 financial crisis also yielded several
findings relevant to the future direction of the U.S. Government’s economic reform programsin the NIS. Firgt, assistanceto
central governments on structural reform had reached a dead end in several countries where political will waslacking. Sec-
ond, regiona initiatives begunin FY 1997-98 in Russia, Kazakhstan and Ukraine were beginning to demonstrate that assis-
tance at the local level can achieve tangible, positive results, and can do so in away that encourages replication by other
regions. Finally, the ebbs and flows of reform progressin the various NIS countries had made it clear that the transition to
market-based economies will be along-term process and may require generational change. The Coordinator’ s Office con-
cluded that it should therefore accel erate a shift already under way towards building constituencies for long-term change.
This requires directing assistance to genuine reformers, whether they be central government ministers, regional and munici-
pal officials, entrepreneurs, small business owners, or private farmers. It requires that our programs be flexible, able to
foster reform wherever it can be found.

In FY 1999, in those countries that demonstrated a commitment to implement policy reform, the U.S. Government contin-
ued to provide technical assistance at the national government level. For example, Moldovaisthe leading NIS country in
the area of agricultural reform and support for private farmers, while Georgia has al so made substantial progressin this area.
Both countries were therefore recipients of robust U.S. Government-funded assi stance programs in the agricultural sector in
FY 1999. Russia in contrast, has lagged badly in land reform, and the U.S. Government largely phased out its effortsin
that country’s agricultural sector. Meanwhile, Kazakhstan has shown a serious, long-term commitment to overhauling its
pension system, and with considerable USAID assistance, the restructuring process was completed, bringing new individual
pension accounts to 95 percent of the country’s working population. In neighboring Turkmenistan and Uzbekistan, on the
other hand, the U.S. Government has found few if any policy areas where similar results can be observed. Consequently,
economic policy assistance to these governments will be reduced dramatically after FY 1999.

As assistance at the central government level has become more targeted and has declined overall, work at the regional and
municipal levels hasintensified. FY 1999 saw the continued expansion of Regional Initiativesin three Russian oblasts or
regions (Novgorod, Samara and the Russian Far East, and soon to include Tomsk), two Ukrainian regions (Kharkiv and
Lviv), and one region in Kazakhstan (Atyrau). Theseinitiatives seek to develop collaborative relationships with local gov-
ernments, with the goa of jointly designing comprehensive programs aimed at building the infrastructure of a market-based
economy, attracting foreign and domestic investment, addressing the social costs of transition, and strengthening civil soci-

ety.

A key element in the Regional Initiatives—and a growing component of the overall economic assistance portfolio—is sup-
port for small business. This sector of the NIS economiesis underdevel oped, but has real potential to serve as an engine of
economic growth and creator of badly needed employment, especially asinefficient large enterprises close. Moreover,
small business owners are the foundation for an emerging middle classin the NIS. In FY 1999, the U.S. Government ex-
panded its support for entrepreneurs in practically every NIS country, through training programs, management consulting
provided by U.S. business volunteers, and technical aid to indigenous business support institutions. We also made credit
more accessible to NIS entrepreneurs in the form of small loans, provided through commercial banks under programs run by
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the European Bank for Reconstruction and Development (EBRD) and the three U.S. Government-backed Enterprise Funds;
and through micro-credits provided by locally registered NGOs.

In FY 1999, the U.S. Government continued, where possible, to promote U.S.-NIS trade and investment, and generally to
encourage the integration of NIS economies into the international economic system. While the Russian financia crisis and
its spillover effects in the other NIS countries clearly dampened investor enthusiasm, conditions gradually normalized dur-
ing the year. U.S. Commerce Department programs continued to provide commercial information and partnering assistance
to U.S. companiesinterested in exporting to or investing in the NIS, while U.S. Government trade finance agencies such as
the Overseas Private Investment Corporation (OPIC), the U.S. Export-Import Bank (Eximbank) and the U.S. Trade and
Development Agency (TDA) directly facilitated U.S.-NIS commercial transactions. In addition, technical assistance pro-
vided by USAID and the Commerce Department helped a number of the NIS countries move closer to accession to the
World Trade Organization (WTO), although Kyrgyzstan remained the only WTO member among the NIS countriesin FY
1999.

Security Programs

The danger posed by the potential proliferation of the former Soviet arsenal of weapons of mass destruction (WMD) re-
mained one of the highest priorities of U.S. Government-funded assistance to the NISin FY 1999. The U.S. Government’s
programs designed to address the potential spread of nuclear, chemical and biological weapons and associated delivery sys-
tems, materials and expertise were reassessed in light of the severe economic difficultiesin Russiain 1998-99 and the ad-
verse impact of the Russian financial crisis on economies throughout the NIS. Ongoing security programs were adjusted to
deal with the inability of Russia and the other NIS countries to bear the costs of continuing their efforts to fulfill arms con-
trol commitments, reduce WMD to desired levels, prevent WMD proliferation, and reform and downsize their military in-
dustrial complexes. Effortsto facilitate weapons destruction and dismantlement remained the highest priority of U.S. Gov-
ernment-funded security programsin FY 1999. However, an increased emphasis was placed on export control and border
security assistance to help prevent illicit weapons and materials trafficking, as well as on providing non-weapons-rel ated
employment opportunities for the tens of thousands of unpaid and under-employed former Soviet weapons scientists, par-
ticularly in the biotechnology area, who are being actively recruited by states of proliferation concern and terrorists.

Immediate concerns about the consequences of the Russian financia crisis were incorporated into a $1 billion FY 2000
budget request for the Departments of Defense, State and Energy under the multi-agency Expanded Threat Reduction Ini-
tiative (ETRI). International experts meetings were held in Brusselsin June 1999 and The Hague in November 1999 in-
volving representatives from some 30 countries and the European Union to improve the coordination of nonproliferation
and threat reduction assistance and generate increased assistance commitments from other countries.

In FY 1999, the U.S. Defense Department's (DoD) Cooperative Threat Reduction (CTR or "Nunn-Lugar") Program made
significant progressin the 10 NIS countries eligible to receive CTR assistance: Russia, Ukraine, Kazakhstan, Armenia, Az-
erbaijan, Georgia, Kyrgyzstan, Moldova, Turkmenistan and Uzbekistan. Despite U.S. and Russian disagreementsin other
areas, CTR assistance to Russia continued uninterrupted throughout FY 1999. The CTR Program facilitated strategic offen-
sive arms reductions in Russia pursuant to the START Treaties, continued construction of afacility at Mayak (in the South-
ern Ural Mountains) for the storage of fissile material derived from dismantled Russian weapons, and improved the security
of nuclear weapons during transportation and interim storage. DoD also initiated efforts to prevent the proliferation of bio-
logical weapons (BW) expertise and enhance the security of Russian biotechnical facilities. Inadequate Russian and inter-
national investment in industrial infrastructure at the chemical weapons (CW) destruction facility at Shchuchye, Russia, led
to program delays and Congressional opposition to continuing this CTR-funded effort beyond FY 1999. In FY 1999, the
CTR Program also continued to help Ukraine compl ete the deactivation of its SS-19 missiles and the dismantlement of its
SS-19silos, and initiate similar activities for its SS-24 systems. In Kazakhstan, the CTR Program supported the elimination
of SS-18 launchers and launch control silos and completed the closure of all but one of the nuclear weapons test tunnels at
the Degelen Mountain complex. Throughout the eligible NIS, over 300 CTR-funded defense and military contact activities
took placein FY 1999, including military exercises, ship visits and exchanges.

As areflection of the devastating impact of the Russian financia crisis on former Soviet weapons scientists, the number of
project proposals received by the State Department's Science Centers Program increased in FY 1999. The Science Centers
have funded over 830 projects in the past seven years, including about 130 during FY 1999, creating opportunities for more
than 26,000 former Soviet weapons scientists to pursue peaceful research. The U.S. Civilian Research and Devel opment
Foundation (CRDF) also expanded its effortsin FY 1999, conducting a new research grants competition, providing addi-
tional travel grants and offering commercialization opportunities for hundreds of former weapons scientistsin the NIS.
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In FY 1999, the U.S. Government intensified its focus on preventing the proliferation of biological weapons (BW) exper-
tise. The U.S. Department of Health and Human Services (HHS) initiated a Biotechnology Engagement Program in March
1999 and began developing collaborative projects with NIS ingtitutes to redirect former Soviet BW scientists to peaceful
research addressing public health concerns. Similarly, the U.S. Agriculture Department's (USDA) Collaborative Biotechni-
cal Research Program, initiated in late 1998, devel oped four new research projects with Russian institutes and one with a
Kazakhstani institutein FY 1999.

The U.S. Government expanded the scope and geographic coverage of its efforts to enhance NIS export control capabilities
in 1999, with the goal of helping the NIS countries prevent, deter and detect potential WMD proliferation. Under the Geor-
gia Border Security and Law Enforcement Assistance Program, the U.S. Customs Service provided equipment, training and
technical assistance to Georgia s Border Guards and Customs Department to help them establish control of the country’s
borders and facilitate the withdrawal of Russian border guards. In addition, the Department of State continued to support
the development of NIS Partnership for Peace (PFP) interoperability and civil-military relations through the Foreign Mili-
tary Financing (FMF) and International Military Education and Training (IMET) Programs.

The U.S. Energy Department’s (DOE) Materials Protection, Control and Accounting (MPC& A) Program continued to make
rapid improvements to the security of nuclear materials at NIS facilities, simultaneously undergoing a significant reorgani-
zation and reassessment in response to the impact of the Russian financia crisis. Under its Initiatives for Proliferation Pre-
vention (IPP) Program, DOE provided support for collaborative projects engaging an additional 1,100 former Soviet WMD
scientists, engineers and technicians in peaceful research, development and commercialization activities. These efforts
complemented assistance provided under DOE’ s Nuclear Cities Initiative to devel op alternative employment opportunities
for former Soviet nuclear scientistsin Russia's closed cities and to facilitate the downsizing of Russia s nuclear complex.
DOE pursued awide range of activities under its Fissile Materials Disposition Program to address the disposition of weap-
ons-grade plutonium that has been removed from nuclear weapons and designated as no longer required for defense pur-
poses. DOE also continued to fund its Nuclear Export Control and Second Line of Defense Programs for the NIS.

From FY 1992 to FY 1999, the U.S. Government budgeted over $3.4 billion for security programs to reduce the threat from
former Soviet weapons of mass destruction. These funds continue to be a sound investment in critical U.S. national security
interests, representing only afraction of the costs of defending the United States against these weapons.

Humanitarian Assistance Programs

Since 1992, U.S. Government-funded humanitarian assistance to the NIS has focused on those countries with the greatest
need for such assistance. Under Operation Provide Hope, the U.S. Department of State delivered approximately $280 mil-
lion in humanitarian assistance to the 12 NIS countriesin FY 1999. Approximately one third of this assistance consisted of
commaodities furnished through the U.S. Defense Department’ s Excess Property Program, and the remainder was in the form
of privately donated commaodities—maostly high-value pharmaceuticals—provided through U.S. private voluntary organiza-
tions (PVOs). Throughout FY 1999, the Humanitarian Division of the Office of the Coordinator of U.S. Assistance to the
NIS worked closely with various U.S. Government humanitarian entities (primarily USAID, USDA and the Department of
State), as well as with amyriad of international organizations, to respond to emergency and transitional humanitarian situa-
tions throughout the NIS. In FY 1999, USDA provided over $1.27 billion in humanitarian food aid and concessional loans
to the NIS countries, consisting of approximately $552 million in government-to-government food aid grants, $538 million
in concessional food aid loans, and over $183 million in targeted direct feeding and food aid monetization programs imple-
mented by U.S. PVOs. In the wake of the Russian financial crisis, the Coordinator’ s Office worked closely with USDA and
an interagency working group to implement a 3.7 million metric ton humanitarian food aid program in Russia through
USDA'sPL 480, Title I; Food for Progress; and Section 416(b) Programs, which together furnished approximately $1.05
billion in government-to-government humanitarian food assistance grants and loans, and supported over $113 millionin
targeted humanitarian feeding programs implemented by U.S. PVOsin Russia.

Financial Summary

Funding for U.S. Government assistance to the NIS under FREEDOM Support Act authorities reached its lowest level in
FY 1997, but increased in FY 1998 and FY 1999. From the FY 1994 peak of $2.5 hillion, NIS assistance funds dropped to
$850 million in FY 1995, $641 million in FY 1996 and $625 million in FY 1997. Funding increased to $770 million in FY
1998 and $847 million in FY 1999. For FY 2000, the U.S. Congress has appropriated $839 million for assistance to the
independent states of the former Soviet Union.



Asof the end of FY 1999, cumulative appropriations for FREEDOM Support Act, Cooperative Threat Reduction and other
major NIS assistance and cooperative programs totaled an estimated $15.58 billion, of which approximately $14.52 billion
had been obligated and $12.93 billion expended. In FY 1999, FREEDOM Support Act obligations and expenditures in-
creased by over $780 million and $790 million, respectively, while obligations and expenditures of other U.S. Government-
funded programs increased by over $1.80 billion and $1.86 hillion, respectively. (Please see Cumulative Funds Budgeted,
Obligated and Expended charts in the Appendix of this report.)

Structure of the FY 1999 Annual Report

Part Il of thisreport contains U.S. Embassy-submitted assessments of U.S. Government assi stance programs by country,
each of which begins with a brief overview of the palitical and economic developmentsin each country in FY 1999. Part I11
describes the magjor NIS-wide U.S. Government-funded assi stance programs, trade and investment programs, and coopera-
tive activities. Part IV presents an evaluation of the performance of each of the NIS countries according to the criteriain
Section 498A of the Foreign Assistance Act of 1961. Part V describes the use of the "notwithstanding” authority provided
to enable U.S. Government assistance programs to move forward without delay. Part VI provides a brief update on progress
made in resolving trade disputes and negotiating bilateral investment treaties with the countries of the Southern Caucasus
and Central Asia. The appendix of this report provides cumulative summary charts of assistance funds budgeted, obligated
and expended as of the end of FY 1999, as well as a summary of U.S. Government commercial financing and insurance.

Like our other annual reports, this report will be available through the State Department’ s homepage on the World Wide
Web at the following address. www.state.gov/www/regions/nis/nis_assist_index.html. This report was compiled and edited
by the staff of the Office of the Coordinator of U.S. Assistance to the NIS, with input from the U.S. embassiesin the NIS
and from Washington-based implementing agencies. Please direct any comments or questions to Ivars Kuskevics at (202)
647-0832 or by e-mail to the following address: i .kuskevics@state.gov



[1.  COUNTRY ASSESSMENTS

The following country assessments provide an overview of U.S. Government assistance programs and their effectivenessin
each of the twelve New Independent States (NIS) in FY 1999. These assessments, which also contain brief overviews of
political and economic developmentsin each of the twelve countries, are based on information provided by the U.S.
Embassies in the NIS countries.

ARMENIA
Political Overview

The Republic of Armeniareemerged eight years ago in the course of the collapse of the Soviet Union. A significant out-
migration followed, reducing Armenia’s population from about 3.8 million to perhaps less than 3.0 million today. The prin-
cipal causes for this have been reduced economic opportunity and dislocations resulting from the Nagorno-Karabakh con-
flict. Bilateral efforts are under way between the Armenian and Azerbaijani presidents, with OSCE support, to resolve this
conflict. Armenia has a defense agreement with Russia allowing the latter to station its troops and military equipment in
Armenia. Armenids foreign policy seeks regional integration, membership in European institutions, and cooperation with
Euro-Atlantic ingtitutions, including NATO. However, Armenia continues to face many challenges in fulfilling its commit-
ment to a compl ete democratic transformation. In the most serious act of political violence since Armeniaregained itsinde-
pendencein 1991, five apparent political dissidents burst into the National Assembly on October 27, 1999, and assassinated
the prime minister, the speaker of the parliament and his two deputies, and four other members of parliament. In general,
elected officialsin Armenia are believed to represent voter sentiment, despite significant flaws in the country’s election pro-
cedures. The current government, established in June 1999, has aworking majority in the unicameral legislature. The press
is generally free, although media organizations often practice self-censorship to avoid possible conflict with authorities over
subjects deemed essential to “national security.” Freedom of association, particularly for religious groups, is somewhat
hindered by burdensome registration requirements. Armenia’ s most pressing human-rights need is the development of a
fully independent judiciary capable of reliably protecting citizens from harassment and abuse by police and prosecutors.

Economic Overview

The government formed in June 1999 announced its commitment to continue moving the country towards a free-market
economy, and the current government has reiterated that commitment. Prior to his assassination, the former prime minister
had undertaken a number of initiatives in the area of structural and institutional reform and had announced a new anti-
corruption program. The successors to the slain prime minister and speaker have stated their determination to continue
these policies. The government’s revised program aimed to achieve real GDP growth of four percent and inflation of no
more than eight percent for 1999. The new government is attempting to ameliorate budget shortfalls through increased to-
bacco and gasoline excise duties that would be funneled to the repayment of energy-sector debts. This, along with a number
of other similar financial commitments, has led the International Monetary Fund (IMF) and the World Bank to release pre-
viously delayed structural adjustment credits. The new government's economic policy priorities include export promotion
and the reduction of Armenia's large trade deficit. The government has made moderate progress in drafting legislation for
Armenia's accession to the World Trade Organization (WTQ). The parliament will soon consider legislation required for
WTO accession, including a new WTO-compliant customs code, alaw on securities markets, and amendments to the law on
intellectual property rights.

Overview of U.S. Government Assistance

In FY 1999, the U.S. Government provided an estimated $111.95 million in assistance to Armenia, including $79.90 million
in FREEDOM Support Act funds, $12.90 million in other U.S. Government funds, and $19.15 million in privately donated
and U.S. Defense Department excess humanitarian commodities. U.S. assistance was focused in the areas of market reform,
energy-sector reform, democratic reform and good governance, private-sector development, social-sector reform, education
and training, and agriculture. Since 1995, working closely with the Government of Armenia, the U.S. Government has de-
creased the amount of humanitarian assistance provided to Armenia, replacing it with development assistance and private-
sector development programs. FY 1998 marked a turning point in this joint endeavor—for the first time since FY 1992, the
U.S. Government allocated more funding to devel opment programs than to humanitarian programs. In FY 1999, this trend
continued—the vast mgjority of U.S. Government-funded assistance to Armeniawas in the form of development assistance.



This shift in relative prioritiesis designed to help Armenia make an efficient transition to a free-market economy and create
real jobsin new enterprises. A breakdown of FY 1999 U.S. Government-funded assistance by category is provided below:

U.S.-based training, exchange, and educational reform programs ($17.8 million): This areareceived increased
emphasisin FY 1999, in the form of a congressionally mandated $9.58 million endowment to the American University
of Armenia (AUA). U.S. Government-funded efforts were focused on strengthening AUA’s master’ s degree programs
in business administration, political science, health and seismic engineering.

Comprehensive Market Reform Program ($16 million): Initiated in FY 1998, this program focuses on privatization,
tax and fiscal systems, land titling, capital-markets development and accounting practices.

Ener gy-sector reform programs ($10.2 million): Of thistotal amount, $5.7 million was allocated to promote a more
economically sustainable and environmentally sound energy sector and $4.5 million was allocated for U.S. Department
of Energy nuclear safety programs at the Metsamor nuclear power plant.

Social-sector programs ($7.4 million): These included a new program to promote social-sector reform and improved
delivery of services through medical partnerships with U.S. institutions and through reproductive health programs.
Democracy and good gover nance programs ($6.7 million): These programs are designed to increase citizen partici-
pation in decision-making processes and to promote an impartial, transparent and independent judicial system. In-
cluded in thisareais support for the strengthening of civil society, non-governmental organizations (NGOSs), the inde-
pendent media, local government systems and the judiciary.

Agricultural Marketing Assistance Program ($5.7 million): This U.S. Department of Agriculture (USDA) program
wasinitiated in 1996. In FY 1999, USDA expanded the program, adding a particular emphasis on assisting private-
sector growth in agriculture and agribusiness.

Private-sector development and support for micro- and small enterprises ($5.3 million): Thisamount includes a
$3 million program for the provision of loans and grants to small and medium-sized Armenian businesses through the
Eurasia Foundation.

Economic restructuring programs ($4.7 million): These programs place a strong emphasis on financial-sector re-
form, including banking supervision and operations.

Training, Exchange and Educational Reform Programs

Since FY 1993, U.S. Government-funded exchange programs have brought over 1,700 Armenian citizens to the United
States for short-term professional or long-term academic training, including some 400 in FY 1999 alone. These programs
give participants an opportunity to develop their skills and establish valuable contacts with U.S. counterparts.

USAID Training: InFY 1999, USAID provided short-term training to over 1,470 Armenian participants. Of thistotal,
110 participants attended U.S.-based training programs, over 40 attended third-country training programs, and over 1,300
attended in-country training programs. The U.S.-based training addressed issues such as NGO development, energy-sector
reform, legal education, marketing, business administration, and social-sector reform and service delivery. To complement
the U.S.-based training, USAID organized short-term training programsin Armenia and third-country locations in the areas
of journalism, economics education, accounting, fiscal decentralization, social policy, health-sector reform, capital market
reform, and anti-corruption. Of the over 1,400 participants, over 1,300 received training in the area of economic restruc-
turing, and over 120 in the area of democratic reform. In FY 1999, USAID also funded master's degree training programs
for five Armenian accountants at the University of Texas.

U.S. Information Agency (USIA) Exchanges: These programs, whose aim is to expose future Armenian leaders to West-
ern concepts of democracy and market economics, received a significant increase in emphasisin FY 1999. Over 170 Ar-
menians traveled to the United States on USIA academic exchange programs, including 58 individuals who enrolled in U.S.
master’ s degree programs under the FREEDOM Support Act Graduate Fellowship Program, 25 students under the Under-
graduate Exchange Program, and 50 high school students under the Future Leaders Exchange (FLEX) Program. Four Ar-
menian scholars participated in the Regional Scholars Exchange Program, five in the Contemporary Issues Fellowship Pro-
gram and four in the Fulbright Fellowship Program. In addition, over 110 Armenians participated in USIA professional
exchange programsin FY 1999. Some 30 Armenians received U.S.-based training through the International Visitors
(IV)/FREEDOM Support Grant Program in areas such as civic education, curriculum development, information technology,
conflict resolution, financial management, the role of official spokespersons, media ethics, and establishing professional
associations. A total of 60 Armenians were selected for the Community Connections Program, which placed groups of
participants in four- to five-week community-based internshipsin U.S. cities in the fields of tourism, dairy production, busi-
ness, job assessment and job marketing, and the environment.



USIA Secondary School Partnerships: In FY 1999, 20 Armenian students and four Armenian educators from Y erevan,
Vanadzor and Echmiadzin participated in a three-week exchange under USIA’s NIS Secondary School Partnership Pro-
gram. In addition, a USIA-sponsored Internet connectivity project facilitated an exchange of teachers between six U.S. and
six Armenian schools. The exchange took place in conjunction with the establishment of computer/Internet centersin the
six Armenian schools. One of the six U.S. schools involved in this program donated additional computers that were subse-
quently installed in three additional Armenian secondary schools.

USIA University Partnerships: A USIA-funded partnership between the American University of Armenia (AUA) and the
University of California— Berkeley’s Boalt Law School continued in FY 1999, with 19 Armenian students accepted into the
L.L.M. program's fourth cycle. There are currently four additional USIA-sponsored university partnerships under way in
Armenia Y erevan State University and Florida State University; Y erevan State University’ s Journalism Department and
Middlesex Community College; Northeastern University and the Cambridge-Y erevan Sister City Association; Y erevan State
University’ s Economics/Business Department and the University of California, Fresno; and the American University of Ar-
menia and the Miami University of Ohio. These partnership programs continue to support faculty and administrative staff
exchanges that involve a combination of teaching, lecturing, faculty and curriculum development, collaborative research,
and outreach.

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: In FY 1999, USDA’s Cochran Program
continued to support agricultural reform in Armenia, organizing FREEDOM Support Act-funded short-term exchange pro-
grams for atotal of six participants.

USDA Support for Agricultural Education Reform: USDA’s Marketing Assistance Program (MAP) is helping the Ar-
menian Agricultural Academy (AAA) revise its curriculum and integrate the Armenian Agricultural Extension Service and
several national research institutesinto the AAA. MAP isaso helping the AAA design an undergraduate degree program in
agribusiness management to be implemented in the 2000 fall semester, which will be taught entirely in English and will
feature guest speakers from several American universities. MAP is also providing limited opportunities for exceptional
AAA students to continue their studies and receive advanced degrees from prominent U.S. universities. All of these stu-
dents have contracts to return to Armenia to teach undergraduate courses. In addition, USDA facilitated the creation of the
Foundation for Applied Research and Agribusiness, whose membership consists of more than forty AAA professors and
students and whose goal is to use applied research to improve income at the farm level. One successful Foundation project
tested U.S. tomato varieties and found varieties that increased tomato production by 60 percent in comparison with Arme-
nian varieties.

U.S. Department of Commer ce — Special American Business Internship Training (SABIT) Program: In FY 1999, the
SABIT Program provided internships for two Armenian participants. (Please see the U.S. Commerce Department - SABIT
section in Part 111 of thisreport.)

Economic Restructuring Programs

USAID Economic Restructuring and Reform Programs: In FY 1999, USAID continued its broad program of support
for economic restructuring, which was initiated in FY 1998 and addresses a comprehensive set of market reforms. Despite
the Armenian Government's strong initial commitment to these efforts, several factors, including election-related politics
and changes in key Armenian Government leadership positions, led to a slowing of the pace of reform. While progress was
somewhat disappointing, assistance in this area continued to lay the groundwork for long-term economic development in
Armenia.

Tax and Fiscal Reform Programs; USAID supported the implementation of a comprehensive modernization plan for
district offices of the tax inspectorate. Transparent and efficient systems, including automated records, taxpayer serv-
ices and audit selection, have been established in two pilot offices. Rollout in the remaining 18 Y erevan-area officesis
scheduled to take placein early 2000. Based on this support, the Armenian Government is now developing modern
revenue and expenditure forecasting models, market-based valuations, and program-based budgeting techniques for the
FY 2000 budget cycle.

Accounting Reform Programs: All Armenian firms are scheduled to convert to international accounting standards
(IAS) by the end of 2001. USAID helped trandate and adapt IAS in Armenia, conducting training at several levels.
USAID aso provided direct assistance to approximately 600 enterprises that will be using IAS by the middle of 2000.



Privatization Support: After rapid progressin previous years, including several high-profile reforms, the pace of pri-
vatization in Armenia slowed considerably in FY 1999. USAID assistance has neverthel ess helped establish aframe-
work for future widespread privatization, pending increased political will on the part of Armenia s political leaders.
Approximately 3,000 enterprises have been identified for privatization, including nearly 700 medium-sized and large
businesses, and a series of companies have been dated for liquidation or tendering to foreign and local investors. The
key to successin this areawill be the Armenian Government's renewing of its commitment to divest state holdings.

Land Registration and Titling Programs: In FY 1999, USAID assistance continued to build on previous years' prog-
ressinthisarea. To date, more than 75 percent of agricultural land has been transferred to private ownership, and by
law the remaining 25 percent must also be transferred. In coordination with the World Bank and TACIS (the European
Union' s technical assistance program for the NIS), a streamlined methodology is being used to survey, register and title
urban and rural land throughout the country. Largely as aresult of these efforts, 100,000 land parcels have been sur-
veyed to date. USAID also provided assistance in drafting laws that will ensure the development of land marketsin
Armenia.

Capital-Market Development Programs. USAID is supporting efforts to develop a commercially viable capital mar-
ket in Armenia, so asto provide an impetus for private business development and facilitate investment by Armenian
citizensin their country’s economy. In FY 1999, USAID-funded advisors helped draft legislation that includes provi-
sions for an independent securities commission and provides a framework for securities-market development and regu-
lation. Progress was also made in the development of an independent registry and share-holding companies, and bro-
ker/dealer training was provided. Asin other areas, however, further progress and the continuation of assistance are
contingent on political will on the part of the Armenian Government to pass the draft securities law.

Other USAID Private-Sector Programs: Severa other USAID programs also supported Armenia’ s economic re-
structuring efforts, for example, by facilitating the ongoing devel opment of banking supervision standards and elec-
tronic banking systems. Having completed USAID-funded IAS training, more than fifty Armenian bank employees will
now be better equipped to convert their country’s banking sector to IAS. In addition, the Eurasia Foundation, Shore-
bank/Foundation for International Community Assistance (FINCA) and the International Executive Service Corps
(IESC) continued to provide credit and training to micro- and small enterprises. USAID also provided technical assis-
tance and policy support to help the Armenian Government move towards WTO accession and expand its export mar-
kets.

USDA Marketing Assistance Project (MAP): InFY 1999, MAP played a key role, both technically and financially, ina
highly successful collaborative effort involving the World Bank, the Lincy Foundation and the Andre Group of Switzerland.
Under this program, 7,000 metric tons of tomato paste were produced and exported, with an export value of $4.5 million.

In addition, $2.5 million worth of tomato paste was produced and packaged for domestic sale. In addition, MAP loans were
used to purchase agricultural production from 6,000 Armenian farmers and to provide aseptic production and packaging
equipment to four major canneries to meet world-quality standards. MAP a so provided a $550,000 credit for the purchase
of 2.3 million glass jars and the establishment of Armenia sfirst leasing company. More than 1,000 seasonal jobs were
created at the cannery level and an estimated 5,000 jobs were created at the farm level. Counting farmers, cannery workers,
harvest workers and their dependents, more than 50,000 people benefited from the tomato paste project. Also in coopera-
tion with the World Bank, MAP played a key role in the opening of Armenia s only domestic fruit juice processing plant, by
providing aloan for 63 percent of the required funding. The company, New Wave, Limited, began operations by selling
3,500 liters of juice per week in the Y erevan market and secured a contract for exporting their production. The plant, which
uses modern aseptic packaging, processes apricot, peach, apple, and rose hip juice, and has created 40 new jobs and 60 sea-
sonal jobs, and has purchased fruit from 20,000 farmers. In addition, MAP provided financial and technical assistanceto
Armenia’ s cheese industry and to packaging firms that support the industry. Armenia s production of European-style
cheeses was increased by 300 percent, resulting in substantial import substitution. In FY 1999, MAP also provided over
$1.52 million in loans to 215 agri-businesses and individual farmers, milk processors, and livestock producers to expand the
sale of cheese, dried fruit, milk products, meat, wine, tomato paste, and fresh and processed fruit.

U.S. Department of the Treasury — Technical Advisors: Throughout FY 1999, three U.S. Treasury Department advisors,
working in close cooperation with USAID, continued to support an essential element of Armenia’ s economic reform pro-
gram by providing practical advice to the Ministries of Finance and Economy in the fields of budget administration, tax ad-
ministration, government securities management, and enforcement. (Please see Treasury Department section in Part |11 of
this report.)
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Energy and Environmental Programs

USAID Energy-Sector Reform Programs: FY 1999 was a watershed year for USAID's energy-sector reform effortsin
Armenia. In February 1999, a memorandum of understanding was signed with the Armenian Government outlining planned
assistance and, most importantly, a series of Armenian Government commitments that are essential to the development of
sustainable energy systemsin Armenia. While major reforms still need to be taken over the next year, technical and com-
modity assistance islaying the groundwork for the wide-scale privatization of energy distribution in May 2000, and the sub-
sequent privatization of energy generation. Achievements made during the past year, in close coordination with the World
Bank, include the following:

Transmission- and distribution-metering capacities are being upgraded through USAID technical assistance and the
ongoing provision of $7 million worth of equipment. In two pilot areas, collections have increased by as much as 35
percent. Nationwide metering of the transmission system and major distribution substations, which will be completed
by mid-2000, is essential to the development of awholesale power market that is attractive to private-sector investors.

USAID-funded advisors have helped develop systems for the regular collection and analysis of financia data.

A least-cost generation development plan is nearing completion. This plan will provide aternativesto Armenia’s Met-
samor nuclear power plant and facilitate its future closure.

USAID-funded advisors helped develop a strategy for the self-financing of the Armenian energy regulatory commis-
sion.

USAID provided technical assistance to develop and implement the conversion of energy-sector agenciesto interna-
tional accounting standards (IAS).

USAID-funded advisors hel ped devel op market-based rules for energy sales, which were subsequently accepted in
principle by the Armenian Government. Final approval is pending.

Democracy Programs

Democracy Fund Small Grants Program: Under this USIA-administered program, the U.S. Embassy’ s Democracy
Commission disbursed five grants totaling approximately $50,000 to local Armenian organizationsin FY 1999, including
independent radio and television stations, consumer protection groups, environmental protection groups, human rights
groups, women'’ s rights groups, and other local non-governmental organizations (NGOs). By helping the recipient organi-
zations increase their ingtitutional capacity, these grants helped strengthen civil society in Armenia.

USAID Democracy Programs: In FY 1999, these programs focused on two main objectives: increased citizen participa-
tion in political and economic decision-making, and ensuring that laws are enforced and adjudicated impartially.

Election-Related Assistance: USAID provided technical assistance to the drafters of the new electoral code, which
was passed in February 1999. The new code provided a basis for more transparent el ections, allowing domestic ob-
servers to monitor all aspects of elections. During the May 1999 parliamentary elections, observers noted a marked de-
crease in the incidence of fraud, compared to previous elections, although significant administrative problems re-
mained.

Media Assistance: InFY 1999, USAID-funded technical assistance helped independent television stations continue to
improve the quality of their news programming and increase their advertising revenues. In FY 1999, USAID also be-
gan a program to improve the quality and viability of print mediain Armenia.

L ocal Government Programs: To facilitate citizen participation in Armenia, USAID began designing a comprehen-
sivelocal government program, which will strive to develop formal systems of communication between citizens and
government. This program will also focus on increasing the transparency and accountability of local government and
helping local government officials find ways to deliver municipal services more efficiently.

Rule-of-Law Programs: Recent structural and legislative changes have helped set the stage for the development of a
fair system of justicein Armenia. USAID's legal and judicia reform program is now focused extensively on providing
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support to the newly reformed judiciary. In January 1999, through a competitive testing and certification process, 123
new judges were appointed to the courts of first instance and courts of appeal. USAID-funded consultants have worked
closely with these judges and the Council of Court Chairmen on developing a comprehensive training program for all
judges, aswell as for court administration personnel. Also with USAID support, Armenian defense attorneys partici-
pated in U.S.-based training provided by the Bar Association of Armenia. USAID aso continued to help the Y erevan
State Law School improve its curriculum and enhance the knowledge and teaching capabilities of its faculty. A
USAID-funded technical assistance program initiated with the Ministry of Justice hel ped the Court Executors' Service
improve the enforcement of court judgments.

NGO Development Programs: With USAID assistance, Armenian NGOs progressed somewhat in their ability to
engage citizens and the government in FY 1999, although their financial viability and organizational capacity generally
remained weak.

Security Programs

The Armenian Government has demonstrated a willingness to cooperate with the United States in preventing weapons of
mass destruction (WMD) proliferation and in fighting transnational crime. Armeniais an active member of the State De-
partment-supported International Science and Technology Center (ISTC) in Moscow, which provides former Soviet weap-
ons scientists with opportunities to work on peaceful civilian research projects so that they would not be tempted to sell their
expertise to countries of proliferation concern. In FY 1999, the U.S. Government also promoted the participation of former
WMD scientists in peaceful research projects supported by the U.S. Civilian Research and Development Foundation
(CRDF). In addition, Armenia has taken several stepsto strengthen its export controls, and U.S. Government-funded export
control and border security programs provided training and equipment to the Armenian Customs Service and Border Guards
to improve their export control capabilities and prevent WMD proliferation.

Social-Sector and Humanitarian Programs

USAID Hospital Partnerships. Two USAID-funded U.S.-Armenian hospital partnerships have been active since 1993:
one between the Y erevan Emergency Scientific Medical Center, Boston University and the University of Massachusetts, and
one between the Erebuni Medical Center and the University of California, Los Angeles (UCLA) Medical Center. These
partnerships have resulted in the application of new conceptsin emergency medicine, aswell asin increased access for Ar-
menian citizens to emergency medical services. In FY 1999, partnership activities focused on pediatric emergency training,
disaster preparedness and nursing education training. The Erebuni-UCLA hospital partnership also developed a bachelor’s
degree program in nursing, established a neonatal resuscitation center and provided support to a Women's Wellness Center.
FY 1999 saw the graduation of the first class of nurses from the bachelor’ s degree program and training provided in Arme-
nia’s regions by the Women's Wellness Center in up-to-date approaches to women's health issues. In addition to the two
ongoing partnerships, four new three-year partnership agreements were awarded in FY 1999 focusing on increasing the
quality of primary health care at the community level. These new partnerships are between UCLA and Armenid sLori Re-
gion, Care New England Health System and the Gegarkunik Region, the University of Texas and the Armavir Region, and
the University of Alabama and the Armenian National Institute of Health.

USAID Social-Sector Reform Programs: Armenia has made significant efforts to address the needs created by the weak-
nesses of the country’s social protection systems, which have largely collapsed after the breakup of the Soviet Union. How-
ever, the current economic environment in Armeniais creating an increasingly large number of vulnerable individuals who
require assistance and for whom adeguate protection does not yet exist.

Reproductive Health Programs: In FY 1999, USAID began supporting the development of a nationwide informa-
tional and educational campaign on family health and family planning, which isto be launched in April 2000. The pro-
gram will also focus on strengthening the skills of gynecologists and pharmacists in customer service and health com-
munication.

Earthquake Zone Housing Strategy: In FY 1999, the Armenian Government expressed a renewed interest in solving
the housing problem created in northern Armenia by the December 1988 earthquake. At present, more than 26,000
shelters are required to house victims of the earthquake. USAID isfunding an activity that demonstrates new ap-
proaches to solving the region’s housing problem while minimizing more costly new construction. These new ap-
proaches include: (1) utilizing the existing supply of homes from the local real estate market; (2) supporting the rein-
forcement of uninhabited buildings; and (3) improving the targeting of benefits to individuals on waiting lists for new
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homes. This program hopes to demonstrate that these new approaches can re-house more families more quickly at a
fraction of the cost of new construction.

Community Development Program: Active throughout Armenia, USAID’s Community Development Program sup-
ports the identification of needs at the local level and the design and development of projects to meet those needs. In
FY 1999, the program increased its focus on incorporating women into community-level decision-making, resulting in a
greater number of health- and education-related projects. In FY 1999, approximately 90,000 additional people were
reached through micro-projects, bringing the estimated total number of beneficiaries since 1995 to 290,000. Commu-
nity contributions for implementing these programs continue to increase, exceeding program requirements, with an av-
erage of 45-percent cost-sharing.

U.S. Department of Agriculture (USDA) — Government-to-Gover nment Food Aid: In FY 1999, the Government of
Armenia decided not to accept a $10 million concessional loan for the procurement and delivery of U.S. wheat to Armenia
under USDA’sP.L. 480, Title | Program, basing its decision on the premise that accepting the loan would have exacerbated
the country’ s 1999 budget deficit and would therefore have serioudly jeopardized the planned release of segments of Arme-
nia’s IMF and World Bank loans. The Armenian Government subsequently requested a USDA Section 416(b) grant wheat
program for FY 2000, the provision of which will be dependent on commodity availability and funding authority.

USDA PVO Food Aid Programs: InFY 1999, USDA allocated $9.15 million for the provision of approximately 6,200
metric tons (MT) of food commodities to Armenia, drawing from USDA resources under the Food for Progress and Section
416(b) Programs. USDA’s Food for Progress Program donated 5,700 MT of commaodities through two U.S. private volun-
tary organizations (PVOs) working in Armenia: the Fund for Armenian Relief (FAR) and the United Methodist Committee
on Relief (UMCOR). UMCOR monetized 2,500 MT of these commodities and used the proceeds to carry out several pro-
grams to assist health care providers and to improve agricultural facilities. FAR used 1,900 MT of donated commaodities for
the direct feeding of 60,000 beneficiaries. In addition, FAR used the proceeds from the monetization of 1,300 MT of com-
modities to help revitalize the country’s dairy industry. In addition to the Food for Progress commodity donation, USDA
also donated 500 MT of dry milk to support United Nations World Food Program (WFP) initiativesin Armenia.

USAID Humanitarian Assistance: In FY 1999, only 18 percent of the FREEDOM Support Act assistance budget for Ar-
menia was allocated to humanitarian assistance. This decrease was the result of amutual U.S. and Armenian Government
desire to reduce humanitarian assistance in favor of development assistance and private-sector job creation. During FY
1999, the Government of Armenia demonstrated an improved ability to identify and target humanitarian assistance needs, in
large measure due to the USAID-funded PAROS system, a computerized database of 750,000 households that was initiated
in 1996 and is now used to manage the distribution of humanitarian assistance in Armenia. The PAROS database allows
USAID, other donor organizations, and the Armenian Government to identify the most needy members of the population
and to distribute humanitarian assistance accordingly. The Armenian Government is also better positioned fiscally to shoul-
der more of the responsibility for maintaining and strengthening the country’s social safety net, especially for the most vul-
nerable members of the population. For example, last winter, the Armenian Government allocated $3 million to pay awin-
ter supplement to approximately 200,000 needy families.

1998-99 Winter Warmth Program: For asixth and final year, this U.S. Government-funded program distributed 7,300
metric tons of kerosene to Armenian schools and to the vulnerable population living in temporary sheltersin northern Ar-
menia’s earthquake zone. Thisimportant, high-profile program was the only source of heat for alarge segment of the
population and for the vast majority of Armenia’s schools for the entire winter. Over the last six winters, the program has
been gradually reduced, both in the number of beneficiaries and in the amount of kerosene distributed, and it was closed out
after the 1998-99 season. This close-out was accomplished in coordination with the Armenian Government, as the focus of
U.S. Government-funded assistance programs continued to shift away from humanitarian assistance and as the Armenian
Government expanded its capability to provide for the needy and the country’s schools. The final 7,300 metric tons of
kerosene was distributed to almost 36,000 beneficiaries living in temporary shelters since the December 1988 earthquake,
1,303 schools throughout Armenia, and 81 other institutions.

Seed Delivery Program: In FY 1999, the State Department’ s Operation Provide Hope funded the cost (approximately
$107,000) of transporting 1,528 metric tons of spring barley seed purchased by the Armenian Government. This program
was undertaken to help Armenian farmers recover from the 1998-99 drought by providing them with an essential agricul-
tural input for the spring 1999 planting season.
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Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided almost $197 million in humanitarian assistance to Armenia. In FY 1999, the Office of the Coordinator of U.S.
Assistance to the NIS expended $1.66 million in transportation and grant funds to deliver $19.15 million in humanitarian
assistance to targeted groups in Armeniathrough Operation Provide Hope. In collaboration with the Ministry of Health,
this assistance was tailored to Armenia’ s needs, with high-value pharmaceuticals furnished by the U.S. PVO CitiHope being
delivered to government hospitals and to clinics by the United Methodist Committee on Relief (UMCOR) under a grant
from the Coordinator’ s Office.

Support for WFP Food-For-Work Program: Since 1996, the United Nations World Food Program (WFP) has been
transitioning from humanitarian distributions to development assistance through its food-for-work program in Armenia.
With funding from multiple donors, the program has employed more than 75,000 vulnerable Armenians, while at the same
time creating the infrastructure necessary for income generation. Through this program, WFP employs more people than
any other non-governmental employer in Armenia. In lieu of wages, workers receive food packages of vegetable ail, flour
and sugar. The U.S. Government has been enthusiastically supporting this program sinceitsinception. In FY 1999, two
U.S. Government agencies made significant contributions to the execution of this successful and necessary program. In
response to an appeal to donors, USAID contributed $571,000 to the program, and through its FY 1999 Section 416(b) Pro-
gram, USDA provided 500 metric tons of flour with atotal commodity and transportation value of over $240,000. Itis
likely that without U.S. Government support, this important WFP program could not have attained such a high degree of
SUCCESS.

Cross-Sectoral Programs

Peace Corps: During the seven years the Peace Corps has been operating in Armenia, over 200 Peace Corps volunteers
(PCVs) have served in its English-language education and small enterprise development (SED) programs. In FY 1999, over
50 PCVs served in 23 sites spread across seven of Armenia’ s ten regions. Under the SED program, PCV's provided techni-
cal assistance to local NGOs, small business centers, and private entrepreneurs in the form of training seminars, classroom
teaching, business-plan consulting, and on-the-job cooperation with Armenian counterparts. English-language education
PCVstaught in Armenian grade schools and ingtitutions of higher learning, simultaneoudly assisting with curriculum devel-
opment and the organization of community resource centers. For thefirst timein FY 1999, health education was also inte-
grated into nine of the PCVS' teaching assignments. USIA continued to support an annual traveling teachers’ show in which
PCVs and their Armenian colleagues demonstrated participatory and communicative methods to local teachersin a series of
workshops in several communities. This past summer, PCV's also collaborated with the NGO Save the Children to organize
a 225-kilometer hike to promote environmental awareness across Armenia. Along the route of the hike, PCVs and their
Armenian counterparts conducted environmental workshops and camps. Other community development activities included
working with orphanages, improving school facilities, collaborating with community members to organize a festival, setting
up computer training programs, and helping a wide range of local interest groups address organizational and resource-
related issues.

Eurasia Foundation: InFY 1999, the Eurasia Foundation awarded atotal of $1.14 million in grantsto Armenian NGOs
working to support civil society, democracy-building, public administration and small-business development. In October
1998, the Foundation initiated a South Caucasus Synergy Program designed to facilitate greater contact and cooperation
among leading NGOs in Armenia, Azerbaijan and Georgia through support for cross-border projectsin such areas as busi-
ness development, legal reform, civil society-building, and public administration. (Please see Eurasia Foundation section in
Part |11 of this report.)

Preview of FY 2000 Programs
In FY 2000, U.S. Government-funded assistance programs for Armeniawill focus on increasing the demonstrable and tan-
gible benefit of U.S. Government assistance to the average Armenian citizen and to his’her standard of living. The U.S.

Government will seek to accomplish this by designing assistance programs that will:

stimulate growth in the competitive private sector and increase investment by both the private and public sectors, with a
special focus on job creation and employment in a market economy, and on combating corruption;

enhance Armenia’s energy security by developing a safe and sustainable energy sector;

improve investor confidence and business development and promote democracy and the rule of law;
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strengthen Armenian public support for the continuation of economic reforms by strengthening the social safety net and
enhancing foreign investor confidence in regional security and stability;

stimulate regional integration and cooperation through regional initiatives in such areas as transportation infrastructure,
customs harmonization, energy sharing, water resource management and exchanges;

continue to engage the next generation of Armenian leaders through exchanges and training programs,

refocus and prioritize the ongoing U.S. Government support for Armenian policy reform, institutional restructuring, and
training and education; and

continue to decrease humanitarian assistance in favor of a more targeted development approach, with a particular em-
phasis on job creation, education and agriculture.

In FY 2000, USAID will also be designing a new social-sector reform program to help Armenia establish a framework for
appropriate macro-level socia insurance systems (e.g., health, pensions, disability, and unemployment), provide appropriate
socia services to the most vulnerable populations on a sustainable basis, and support key improvementsin the effectiveness
and efficiency of Armenia’s primary health-care delivery system.

Under the multi-agency Expanded Threat Reduction Initiative (ETRI) implemented by the Departments of Defense, Energy
and State, the U.S. Government will increase assistance to prevent the proliferation of weapons of mass destruction, weap-
ons technology and expertisein Armeniain FY 2000. Scientific collaboration programswill help prevent proliferation of
weapons expertise and redirect former Soviet weapons experts to peaceful pursuits. Support for enhanced export controls
and border security through the provision of equipment and training will also increasein FY 2000.

AZERBAIJAN
Political Overview

Democratic reform stagnated in Azerbaijan in FY 1999, duein large part to the palitical effects of the country's endemic
culture of corruption. The Azerbaijani Government's conduct of the October 1998 presidential elections and its prepara-
tions for the December 1999 municipal electionsfell far short of international democratic standards. What little progress
the government made, e.g., in improving the country’s electoral laws, was largely the result of substantial encouragement
from the international community, including the U.S. Embassy in Baku. Although there were improvements in the legisla-
tive basis for democracy in Azerbaijan, the government's observance of human rights and democratic norms consistently fell
short of international standardsin almost al areas, including freedom of speech, freedom of religion, and freedom of asso-
ciation. Of particular concern in a country where corruption is widespread and deep-rooted, the concept of the rule of law
remains poorly understood and completely unpracticed. The lack of legal reform, the absence of an independent judiciary,
and the dearth of qualified lawyers constitute a major impediment to Azerbaijan’s further democratization.

Economic Overview

In FY 1999, Azerbaijan’'s progress in the area of economic reform was spotty. Except for the drafting of a new tax code that
is expected to receive parliamentary approval by the end of January 2000, there were few legid ative developments that
moved the economic reform process forward. By the end of the third quarter of 1999, long-awaited legislation on the pri-
vatization of large state enterprises had not seen the light of day. Similarly, effortsto privatize state-owned banks fell be-
hind schedule. In addition, the Government of Azerbaijan has yet to follow up effectively on a World Bank public-sector
reform initiative. At the same time, however, the Azerbaijani Government made progress by subsuming oil bonus payments
into the state budget. In the agricultural sector, a significant tax cut mandated by presidential decree reduced the tax burden
on farmers and encouraged production. A $33 million World Bank agricultural program was approved in FY 1999, but
funds have not yet been disbursed. The program is designed to rationalize Azerbaijan’s critical, but problem-plagued agri-
cultural sector, which is now 98-percent privately owned.

Azerbaijani practicesin the areas of commercia law, accounting standards, tax administration and customs operations do
not meet international standards and thus constitute barriersto foreign investment and economic development. Licensing
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and regulatory practices are bureaucratic and non-transparent, and corruption iswidespread. However, in spite of the sub-
stantial disincentives to economic development that remain in place, Azerbaijan's macro-economic figures show an econ-
omy that is growing steadily, but which isincreasingly dependent on the il sector. A total of 19 production-sharing agree-
ments (PSAs) have been signed with foreign oil companies, resulting in over $2.5 billion in foreign investments in the Azer-
baijan’s hydrocarbon sector since 1994. Thisinflow has had a huge impact on Azerbaijan's $4 billion economy: in 1998,
GDP growth reached 10 percent. 1n 1999, GDP growth was projected to be in the five- to six-percent range. In an effort to
counter a growing current account deficit associated with the collapse of the Russian ruble, Azerbaijani authorities devalued
the national currency, the manat, by seven percent in July 1999.

Overview of U.S. Government Assistance

In FY 1999, the U.S. Government provided an estimated $ 59.69 million in assistance to Azerbaijan, including $35.04 mil-
lionin FREEDOM Support Act (FSA) funds, $9.42 million in other U.S. Government funds, and $15.23 millionin U.S.
Defense Department excess and privately donated humanitarian commodities. Approximately $30.0 millionin FSA funding
was used by USAID to implement activities permitted under Section 907 of the FSA (which prohibits certain types of as-
sistance to the Government of Azerbaijan until it lifts its economic blockades against Armenia), including $23.0 million for
humanitarian assistance, $3.0 million for democracy and governance programs, and $4.0 million for cross-sectoral activi-
ties.

In FY 1999, U.S. Government assistance effortsin Azerbaijan continued to focus on humanitarian assistance. By expanding
the range of activities permissible under Section 907 of the FSA, the U.S. Congress made possible much-needed assistance
in the area of democracy and governance. In particular, the relaxation of Section 907 allowed the U.S. Government to work
with Azerbaijani election officialsin an effort to increase the freeness and fairness of elections. However, progress contin-
ued to be extremely slow in many areas. U.S. Government efforts to promote reform were hampered by the scarcity of re-
sources available for assisting other vulnerabl e citizens besides internally displaced persons (IDPs) and refugees. The fact
that IDPs and refugees were being provided with health, nutrition and education benefits, while little such support was being
provided to other vulnerable populations, led to the growth of resentment towards | DPs and refugees among the majority of
the population. This perceived discrimination created considerable tension between the IDPs/refugees and other segments
of the population, causing concern that these growing tensions could lead to hostility and possible palitical instability in
Azerbaijan.

Social-Sector and Humanitarian Programs

U.S. Department of Agriculture (USDA) Food Assistance: In FY 1999, USDA allocated $8.33 million for the provision
of approximately 19,400 metric tons (MT) of food commaodities to Azerbaijan, mainly through agreements with the Ad-
ventist Development and Relief Agency (ADRA), U.S. private voluntary organization (PVO). ADRA received 12,580 MT
of wheat under USDA' s Section 416(b) Program, as well as 3,820 MT of vegetable ail, rice and beans. ADRA directly dis-
tributed a portion of these commodities through its feeding program and monetized the remainder, using the proceeds to
support the further development of atechnology transfer program targeted at Azerbaijan’s agricultural sector. In addition,
the United Nations World Food Program (WFP) distributed 3,000 MT of USDA-donated wheat flour as part of its ongoing
effortsto aid war victims and displaced persons. In addition, Azerbaijan received $5.00 million in export credit guarantees
under USDA’s GSM-102 Program.

Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
amost $73 million in humanitarian assistance to Azerbaijan. In FY 1999, the Coordinator’s Office expended approximately
$2.97 million in grants and transportation costs to deliver $15.23 million in targeted humanitarian assistance to the people of
Azerbaijan. Grants were provided to the following PV Os: Counterpart, the United Methodist Committee on Relief
(UMCOR), Eaton Hap, CitiHope, and International Relief and Development (IRD).

USAID Humanitarian Assistance: Throughout FY 1999, USAID-funded grantees provided vital assistance to IDPs and
refugeesin Azerbaijan. Primary health care was provided to some 485,000 beneficiaries living in areas with a high density
of IDPs. USAID-funded projects also continued to make progress in the provision of basic shelter to 30,000 IDPsin urban
and rural areas. In addition, the scope of USAID-funded income-generation projects was expanded, allowing some 4,000
IDPs to take charge of their lives and regain their sense of personal pride. USAID also provided start-up funding to
UNHCR for the shelter components of a World Bank-funded resettlement program, which aims to resettle 3,000 IDPsin
their home villages in the Fizuli, Agdam, and Ter-Ter regions. USAID provided $1.0 million to UNICEF for the Expanded
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Program of Immunization (EPI) and malaria eradication, and $1.0 million to support the United Nations World Food Pro-
gram (WFP) feeding program in Azerbaijan.

Azerbaijan Humanitarian Assistance Program (AHAP): InFY 1999, Mercy Corps International began to imple-
ment the new USAID-funded AHAP program, which manages 16 subgrants in the areas of health and nutrition, shelter,
and economic opportunity. Under AHAP, work also began on a U.S.-Azerbaijani health partnership program.

Assistanceto Victims of the Nagor no-Karabakh Conflict: In FY 1999, the “ Save the Children” Foundation (SCF)
initiated a project in Berda on community participation and decision-making. Under AHAP, CARE and SCF were
awarded a grant to implement a project in the Fluntotine district of Geronboy to assist victims of the Nagorno-Karabakh
conflict. Asof theend of FY 1999, 30 activities had been completed and 26 others were under way in this region.
Representative activities included the formation of community action teams and information groups, the repair of dam-
aged housing, the provision of agricultural inputs, and training in nutrition.

Training, Exchange and Educational Reform Programs

Since FY 1993, U.S. Government-funded exchange programs have brought over 960 Azerbaijani citizensto the United
States for short-term professional or long-term academic training, including some 280 in FY 1999 alone. These programs
give participants an opportunity to develop their skills and establish valuable contacts with U.S. counterparts.

USAID Training Programs. InFY 1999, 360 Azerbaijani citizens participated in USAID-funded training programs: 72 of
them in U.S.-based programs, 21 in third-country programs (in other countries undergoing political and economic transi-
tions) and 267 in in-country programs. Of the 360 total participants, over 300 received training in the area of economic
restructuring and over 50 in the area of democratic reform. The Academy for Educational Development (AED), USAID's
training provider, sponsored ten training programs, including a community development course for refugee and IDP com-
munity leaders; courses in business development, agri-business consultation and democratization; and agricultural develop-
ment study tours.

U.S. Information Agency (USIA) Exchanges: In FY 1999, over 130 Azerbaijani citizens participated in USIA academic
exchange programs, including 30 graduate students who participated in one- and two-year graduate degree programsin a
range of targeted fields, 19 undergraduate students who spent ayear in the United States, 55 secondary school students who
participated in USIA's Future Leaders Exchange (FLEX) Program, and 10 scholars who conducted research in the United
States. These exchange programs provided young Azerbaijanis with the skills and expertise needed to operate successfully
in ademocratic, market-based society. In addition, some 66 Azerbaijani citizens participated in USIA professional ex-
change programs. For example, USIA's International Visitors (IV) /FREEDOM Support Grant Program introduced 45 Az-
erbaijani politicians, ministers, government officials, businessmen, newspaper editors and lawyers to relevant aspects of the
American system. FY 1999 IV Program participants included the chairmen of political parties; the Minister of Education;
10 parliamentary deputies; judges from the Supreme Court, Constitutional Court, Economic Court and key district courts;
journalists; and NGO leaders involved in conflict resolution. USIA’s Professionals-in-Residence (PIR) Program placed
U.S. expertsin Azerbaijan in various fields, including academic publishing, business development, in-service teacher edu-
cation, and documentary film production.

USIA University and Secondary School Partnerships: In FY 1999, USIA established four new U.S.-Azerbaijani univer-
sity partnerships: two MBA programs (Azerbaijan Oil Academy with Georgia State University, and the Western University
with the University of Northern Alabama), a partnership in American studies (Baku State University with Indiana Univer-
sity), and one in public administration (Western University with Indiana University). USIA’s Secondary School Linkage
Program supported ongoing sister-school relations between four schools in Baku and four in Florida, involving 20 students
and five teachers from each side. USIA aso initiated the Civics Education Curriculum Development and Teacher Training
Program, which targets six Azerbaijani secondary-school grades and training teachers to implement the civic education cur-
ricula

USIA Library Development / Book Translation Programs: InFY 1999, USIA’s Library Development Program estab-
lished a center for librarian training in areas including database development and usage, Internet access and searching,
document distribution and association management to help promote increased access to information throughout Azerbaijan.
In addition, with support provided by USIA, Khazar University Press will translate and publish ten Azerbaijani-language
textbooks in critical fields, including business administration, management, finance, journalism, international law, interna-
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tional relations and political science. Also with USIA support, an Azerbaijani NGO, Tutu, will develop a series of five sec-
ondary-school texts on democracy.

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: In FY 1999, USDA’s Cochran Program
continued to support agricultural reform in Azerbaijan, organizing short-term exchange programs for atotal of nine Azer-
baijani agriculturists.

U.S. Department of Commer ce — Special American Business Internship Training (SABIT) Program: In FY 1999, the
SABIT Program provided internships for four Azerbaijani participants. (Please see the U.S. Commerce Department -
SABIT section in Part 111 of thisreport.)

Economic Restructuring Programs

USAID Small Business Lending and Micro-Credit Programs: InFY 1999, U.S. assistance in this area was geared to-
wards promoting the development of a small-business sector in Azerbaijan, with a particular focus on agriculture and agri-
business. Shorebank, a USAID grantee, provided technical assistance and training to three private banks in Azerbaijan that
are using International Finance Corporation (IFC) loans to provide loans of up to $100,000. The IFC has opened credit
lines of $3.4 million to those three banks. Shorebank aims to create a small-business lending capacity in the private banks,
which so far have disbursed nine loans totaling $491,000. In addition, the USAID-funded Foundation for International
Community Assistance (FINCA) supported a village bank lending activity and made |oans between $50 and $1,000 to mi-
cro-entrepreneurs who were otherwise not being serviced by Azerbaijan's commercial banking sector. To date, FINCA has
disbursed $317,450 in loans to 660 clients.

USAID Banker Training Program: The USAID-supported Barents Group implemented a banker training program for
Azerbaijan's privately owned banks. The training was implemented in a series of one-week courses taught by recognized
experts. Participantsincluded mid- and upper-level technical and managerial bank staff. To date, 240 private sector-
banking participants have been trained. Towards the end of FY 1999, it became difficult to identify additional qualified
participants from the private sector who meet both the training criteria and Section 907 provisions (i.e., the prohibition on
providing assistance to Azerbaijani state-owned institutions). The program was terminated due to alack of qualified private
sector participants.

USAID Agribusiness Development Programs: In FY 1999, USAID financed technical assistance to Azerbaijan's for-
profit agricultural and agro-processing sectors, with the goal of enhancing the development and economic opportunities of
agricultural enterprises, as well as supporting local organizations that work towards this same goal. Under the Farmer-to-
Farmer Program implemented by Volunteersin Overseas Cooperative Assistance (VOCA), 18 U.S. technical experts and
agro-processors traveled to Azerbaijan, each providing two to four weeks of intensive hands-on technical assistancein pro-
duction, improved business techniques, processing and packaging, marketing and finance. VOCA also supported the devel-
opment of farmers' associations and processing cooperatives. Although this program was quite effective in its existing
scope, Section 907 of the FREEDOM Support Act prohibited USAID from working on the policy and regulatory environ-
ment with the Government of Azerbaijan, thusimposing serious constraints on USAID's ability to achieve sustainable re-
sultsin the area of agricultural policy and regulatory reform in Azerbaijan.

Democracy Programs

USAID Election-Related Assistance: With the initial loosening of Section 907's provisionsin FY 1998, U.S. Govern-
ment-funded democracy programsin Azerbaijan expanded to include programs to promote free and fair elections. The on-
the-ground presence of USAID-supported U.S. non-governmental organizations (NGOs) such as the National Democratic
Ingtitute (NDI) and the International Foundation for Election Systems (IFES) helped ensure that the Azerbaijani public was
better informed about the electoral process, and that election officials received training in the implementation of the coun-
try’s new law on presidential elections. NDI and IFES provided technical assistance to Azerbaijan's Central Electoral
Commission (CEC), and implemented voter education and election observation programs. NDI also implemented a civic
education program and provided commentary on the electoral process. In preparation for the municipal elections that were
held on December 12, 1999, IFES conducted training of the territorial-level election commissions (TECs) that manage
electoral operationsin the municipalities. |FES helped the TECs determine municipal boundaries, draft instructions and
organize training for election officials, monitor compliance with the election law, arrange ballot printing, approve rules for
local-level election commissions, and distribute administrative funds. In FY 1999, the International Republican Ingtitute
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(IRI) a'so established an on-the-ground presence in Azerbaijan. Both NDI and IRI provided technical assistance to the
country’ s reform-oriented political parties.

USAID Independent Media Programs: The USAID grantee Internews has been working in Azerbaijan since 1995, help-
ing Azerbaijani independent television stations produce and exchange programming through its South Caucasus Exchange
Program, a highly successful regional program-sharing effort. In FY 1999, Internews conducted seven in-country seminars,
with an average of 15 participants each. Through USAID's training provider, the Academy for Educational Development
(AED), Internews sent 15 Azerbaijani reporters to the United States for training. Internews also helped independent televi-
sion stations register and obtain broadcast licenses. Thiswas an especially important activity, as the Government of Azer-
baijan worked in a variety of ways to prevent independent stations from becoming registered and operational. Internews
was well prepared for changes to media registration procedures introduced by the Azerbaijani Government in FY 1998.
With help from Internews, two stations were able to register immediately after the procedures changed, although they did
experience some complications. Internews also trandated into Azerbaijani a manual on media coverage of an election,
which was then distributed to representatives of Azerbaijan's electronic media. Ultimately, however, U.S. Government-
funded effortsin this area were hindered by the unfavorable environment for independent mediain Azerbaijan: in mid-
October 1999, the Government of Azerbaijan forced four independent television broadcasting stations to suspend their op-
erations.

USAID NGO Development Programs: Since 1995, the USAID-funded U.S. NGO Initiative for Social Action and Re-
newal in Eurasia (ISAR) has awarded 112 grants to local Azerbaijani NGOs working in the environmental and social sec-
tors, including 35 grantsin FY 1999. ISAR also provided organizational development assistance to NGOs working in other
sectors. In FY 1999, ISAR trained 140 people representing 85 NGOs, and atotal of 200 NGOs subscribed to ISAR's bulle-
tin. To date, ISAR's grant program has directly benefited almost 43,000 individuals.

ABA/CEELI Ruleof Law Program: InFY 1999, the American Bar Association’s Central and East European Law Initia-
tive (ABA/CEELI) initiated a USAID-funded rule of law program in Azerbaijan. ABA/CEELI worked on various private-
sector legal issues, including the review and possible revision of Azerbaijan’s NGO law and the creation of bar associations
and judges’ associations.

Democracy Fund Small Grants Program: Under this USIA-administered program, the U.S. Embassy’ s Democracy
Commission awarded 19 grants totaling over $208,000 in FY 1999 to Azerbaijani NGOs involved in devel oping books,
pamphlets and other educational materials, conducting seminars and courses, and organizing associations and conferences
on topics related to democracy and civil society. A number of these projects, including a series of democracy readers for
secondary school students, have attracted additional funding for mass publication from other sources, including the Soros-
funded Open Society Institute, the Norwegian Refugee Council and UNICEF. Democracy Commission-supported programs
on human rights and civic education were so enthusiastically received that aspects of these programs will be used on awider
scale by other organizations in Azerbaijan, including state agencies. A Democracy Commission grant was also awarded to
support the creation of a human rights center where participating NGOs will have access to office and meeting space, com-
puters, faxes, phones, e-mail and the Internet, in return for providing staff to the center eight hours per week. Dueto the
current political environment in Azerbaijan, which is making it very difficult for NGOs involved in human rights work to
carry out their activities, some 11 NGOs had expressed a need for an improved working environment in which to perform
their activities and access communications technology.

USIA Internet Accessand Training Program (IATP): Since beginning operationsin Azerbaijan in early 1998, IATP
has provided computer training and much-needed Internet access to over 3,000 scholars, journalists and other Azerbaijanis.
USIA opened three Internet centersin Baku, all of which provide training, as well asreliable access to information. Ina
country starved for the Internet, and where one hour of on-line access time costs the equivalent of a university professor's
typical weekly salary, IATP has been widely acclaimed as one of the U.S. Government's most important contributions.

Security Programs

Therisk of proliferation of weapons of mass destruction (WMD) and associated delivery systems, materials, technologies
and expertise in or through Azerbaijan is of great concern to the U.S. Government, which is working with the Azerbaijani
Government to enhance its ability to prevent the proliferation of WMD and conventional arms and to encourage effortsto
halt the trans-shipment of narcotics across its borders. By intercepting shipments of concern, the Government of Azerbaijan
has demonstrated that it takes these issues seriously. The U.S. Government has responded with modest export control as-
sistance programs funded through the Nonproliferation, Antiterrorism, Demining and Related (NADR) Programs account.
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Azerbaijan's maritime region has enormous potential for both legitimate and illegal commerce, but the Azerbaijani agencies
responsible for maritime law enforcement are sorely in need of resources to conduct surveillance and boardings in the Cas-
pian Sea and port-security training for maritime enforcement agenciesin Baku. Without these resources, the Government of
Azerbaijan has an extremely limited ability to conduct any maritime operations, particularly export control and nonprolif-
eration. In FY 1999, U.S. Government agencies cooperated to design an implementation plan for an integrated nonprolif-
eration maritime support program that would include training exercises for maritime law enforcement agencies, aswell as
provision of necessary equipment, and would be implemented in FY 2000-01.

Cross-Sectoral Programs

Eurasia Foundation: InFY 1999, the Eurasia Foundation awarded a total of $470,000 in grants to Azerbaijani NGOs and
professional and business associations, including an indigenous press association that has been working with the National
Assembly (parliament) to reform the country's medialaw. In October 1998, the Foundation initiated a South Caucasus Syn-
ergy Program designed to facilitate greater contact and cooperation among leading NGOsin Armenia, Azerbaijan and
Georgiathrough support for cross-border projects in such areas as business development, legal reform, civil society-
building, and public administration. The Eurasia Foundation also awarded a grant to provide training to Azerbaijani print
journalists on campaign coverage. (Please see Eurasia Foundation section in Part 111 of this report.)

Preview of FY 2000 Programs

The U.S. Government assistance program for Azerbaijan is being revised to meet Azerbaijan’s evolving needs. Beginning
in FY 2000, a proposed three-year transitional program will focus on creating economic devel opment opportunities through
private-sector business development and job creation. This transitional program will aso continue to address the alleviation
of human suffering, while beginning to shift its focus from humanitarian relief to development assistance. In FY 2000, the
U.S. Government will continue to increase the proportion of assistance resources going to support demaocratic pluralism and
private-sector development in Azerbaijan. Under thistransitional program, support will be provided for demining, resettle-
ment and rehabilitation efforts in some of the areas of the country previously occupied by Armenian military forces. The
U.S. Government will also continue to implement activities to assist victims of the Nagorno-Karabakh conflict. USAID
training programs will increasingly focus on economics and business development. More emphasis will also be placed on
strengthening the capacity of private-sector businesses, indigenous NGOs and PV Os, and community groups to assume a
larger role in the country's economic and socia development process. U.S. Government assistance will continue to promote
more responsive, transparent and accountable democratic governance through increased participation of informed citizensin
the country's economic and political life. Programs to strengthen NGOs, political parties, independent media and basic civic
education will continue. Exchanges will continue to engage the next generation of Azerbaijani leaders. In addition, USAID
will continue programs designed to stimulate Azerbaijan’s nascent private sector, focusing on small to medium-sized enter-
prise and agribusiness development, training and related areas. Credit and village-banking programs will constitute the
centerpiece of this effort, which will emphasize job creation. In the event of a peace settlement, the U.S. Government will
continue to provide humanitarian assistance while participating in a major multi-donor effort to assist with resettlement of
persons displaced by the conflict and reconstruction of damaged infrastructure. A peace settlement would also provide an
appropriate environment for expanding overall support for economic restructuring and growth objectives.

Under the multi-agency Expanded Threat Reduction Initiative (ETRI) implemented by the Departments of Defense, Energy
and State, the U.S. Government will increase assistance to prevent the proliferation of weapons of mass destruction (WMD),
weapons technology and expertise in Azerbaijan in FY 2000. U.S. export-control assistance programs will provide training
and equipment to Azerbaijan’ s Customs Service and Border Guards to improve the country’ s export control infrastructure
and expand its capabilities to prevent WMD proliferation. The U.S. Government will also initiate programs designed to
redirect former Soviet WMD scientists to peaceful research.

BELARUS

Political Overview

In FY 1999, Belarus continued to strengthen its authoritarian government and centrally controlled economy. Sincetheille-
gal constitutional referendum of November 1996, through which President L ukashenko extended him term in office and

which resulted in the dissolution of Belarus' s legitimate parliament, rule by presidential decree has extended to all aspects
of Belarusian society, without any effective checks from the legislative or judicia branches. Government harassment of the
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political opposition and NGOs increased in FY 1999, as did the government’ s tight control over property. State security
services continued to use force and administrative sanctions to intimidate and threaten supporters of the opposition, attacked
the participants of a peaceful Freedom March in October 1999, and appeared to be implicated in the disappearance of
prominent opposition leaders. NGOs and independent media were subjected to increased intimidation and onerous re-
registration processes, as part of a concerted Belarusian Government effort to thwart independent activity by citizens at the
community level. Opposition political leaders neverthel ess remained determined and courageous in challenging the gov-
ernment and its policies and, despite the lack of any signal of good will from the regime, entered into an OSCE-sponsored
dial ogue with the government on the question of organizing parliamentary electionsin 2000. Due to the regime'sintransi-
gence, the talks have made hardly any progress.

Economic Overview

The Belarusian Government moved closer to restoring a Soviet-style command economy in FY 1999, attacking private mar-
ket vendors with numerous new restrictions and establishing an administrative basis for the confiscation of property without
due process or compensation. Although massive credits to the debt-ridden state sector allowed government officialsto
claim economic growth, living standards declined for many segments of Belarusian society, as wages were eroded by high
inflation. Significant and sustained depreciation in the value of the Belarusian ruble resulted in a critical shortage of foreign
currency. Basic necessities produced and needed in Belarus were exported, primarily to Russia, to help pay for imported
fuel for Belarus's energy sector. According to polls conducted by the Ministry of Economy, most Belarusian households
anticipated that their economic status would continue to worsen. Largely dueto this public perception, pollstaken in early
1999 revealed—for the first timein several years—a small but significant shift away from steadfast support of the president,
towards economic and democratic reform.

Overview of U.S. Government Assistance

U.S. Government assistance to Belarus remained modest in FY 1999, due to Belarus's poor record on economic and demo-
cratic reforms. The U.S. Government provided an estimated $29.44 million in assistance to Belarus, including $11.64 mil-
lionin FREEDOM Support Act funds, $830,000 in other U.S. Government funds, and $16.97 million in Defense Depart-
ment excess and privately donated humanitarian commodities. Throughout FY 1999, the U.S. Government maintained its
policy of selective engagement with the Government of Belarus, a policy adopted after the November 1996 referendum.
Under this policy, no new hilateral assistance is channeled through the Government of Belarus, except for humanitarian as-
sistance and programs involving state-run educational institutions.

The U.S. Government’ s assistance strategy for Belarusis based on devel oping increased support for democratic reform and
afree-market economy among the segment of the population that is either opposed to or agnostic about such reforms, par-
ticularly women and those living outside the country’s capital, Minsk. The main goal of U.S. Government assistance to
Belarus is to motivate Belarusian citizens to assert their rights and take self-reliant action to solve problems important to
their families and communities. In FY 1999, U.S. assistance promoted civic participation through private-sector activity at
the community level in anumber of areas: (1) building respect for the rule of law and democracy; (2) strengthening NGOs
and independent media; and (3) encouraging small-scale private enterprise. Small grants were provided to Belarusian
community-level groups that, despite the adverse political climate, were introducing elements of democratic society and a
private-sector economy.

Democracy Programs

Democracy Fund Small Grants Program: The U.S. Embassy’s Democracy Commission began awarding grantsin Be-
larus under this USIA-administered program in January 1997. In FY 1999, the Democracy Commission continued to be a
critical element of the U.S. Government’s overall strategy to promote the development of acivil society based on the rule of
law in Belarus, especially considering the dearth of in-country grant-making programs after the shutting down of the Soros
Foundation’s officein Minsk in 1997 due to Belarusian Government pressure. Since 1997, the Democracy Commission has
awarded atotal of 139 grants totaling $1.6 million in the areas of rule of law, human rights, development of independent
media, and civic empowerment. A total of 87 grants with an aggregate value of approximately $1.06 million were awarded
during FY 1999 in support of print and el ectronic media, independent trade unions, youth and women's groups, human
rights groups and other democratically oriented organizations. Although the grants are limited in size (individual grants do
not exceed $24,000, with most falling between $5,000 and $15,000), they have proved to be an effective vehicle for sup-
porting pro-reform segments of Belarusian society, especialy at the local level. Despite a difficult working environment,
the disbursement of Democracy Commission grants was achieved without serious problems, although many grantees re-
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ported harassment by the Belarusian Government in the form of frequent searches of their premises, expulsion from rented
offices, tax audits and, in the case of the human rights center VVyasna ‘96, the seizure of electronic equipment provided
through a Democracy Commission grant.

American Bar Association — Central and East European Law Initiative (ABA/CEELI): With support from USAID,
ABA/CEELI has been implementing local legal education programs and strengthening professional legal associationsin
Belarus since August 1992. In FY 1999, ABA/CEELI continued to work with the legal profession in Belarusto improve its
capability to provide legal services and to expand those services throughout the country. With ABA/CEEL| assistance, Be-
larusian organizations successfully stimulated the public’s demand for legal services and protection of citizens' rights, by
conducting public education programs at the community level. In partnership with the Brest Lawyers Association,
ABA/CEELI conducted a series of community seminars devoted to human rights, as part of its highly successful "street law"
program designed to educate Belarusian citizens on the rule of law—a program that is being replicated nationwide. In FY
1999, ABA/CEELI continued to support the provision of legal services to targeted groups, including independent trade un-
ionists, women and families. Despite increasingly restrictive regulations and abuses of rights by the L ukashenko regime,
ABA/CEELI helped improve the skills of attorneys and judges in protecting the rights of citizens, through its support for
professional associations, training and publications, especially for younger lawyers just starting their careers. ABA/CEELI's
local counterparts often faced harassment and direct opposition from Belarusian Government authorities. Despite these
obstacles, however, ABA/CEEL| expanded its rule-of-law activities throughout Belarus.

IREX ProMedia Program: In mid-1997, USAID initiated support for the development of independent mediain Belarus
through the ProMedia Program implemented by the International Research and Exchanges Board (IREX). In FY 1999, the
ProMedia Program continued to provide professional journalistic and management assistance, with the goal of increasing
independent medias ability to better inform Belarusian citizens. ProMedia continued to operate a photo service, text ar-
chive and an Internet website, which are used regularly by at least eleven local newspapers. Short-term training courses for
Belarusian journalists on topics such as AIDS and economic policy provided them with the background information needed
to understand these complex issues, as well asimproving their fact-finding and reporting skills. ProMedia also provided
access to foreign news available through the Internet. Although distribution of independent newspapers continued to be
problematic in FY 1999 due to government control of kiosks, distribution grew steadily, and surveys indicated that multiple
readers shared single copies.

International Republican Institute (IRI): InFY 1999, IRI brought Belarusian political party activists to Ukraine to par-
ticipate in regional seminars on the basic elements of political party-building. These USAID-funded seminars brought to-
gether palitical party activists from Ukraine, Moldova and Belarus to learn about effective methods of educating the public
on political issues and conducting community outreach. Although IRI did not have an officein Belarus, IRI’s Ukraine-
based programs provided a cost-effective means of training Belarusian palitical professionals and volunteers, particularly
youth activists and women’s political groups.

Counterpart Alliance for Partnership (CAP) NGO Development Program: USAID began funding CAP's Belarus pro-
gram in September 1997 in an effort to demonstrate how community-based organizations can meet the needs of disadvan-
taged individuals without relying on the government. Leaders of Belarusian NGOs are typically highly-motivated commu-
nity members (for example, parents of disabled children and relatives of elderly people) who are seeking help because their
burden of care exceeds their capabilities. However, organizing and participating in an NGO is a new experience for most
Belarusians—one that improves their understanding of the role of the non-governmental sector in a democratic system.
CAP trains Belarusian NGO representatives in management and project design, working through a network of regional CAP
trainers and NGO advisors. CAP awards grants averaging $15,000 to local NGOs for social services, AIDS/HIV-
prevention activities and advocacy for Belarus's most vulnerable groups, including the elderly, disabled, at-risk children and
youth, and drug and alcohol abusers. In addition, CAP-supported attorneys worked directly with Belarusian NGOs during
the onerous NGO re-registration process.

Training and Exchange Programs
Since FY 1993, U.S. Government-funded exchange programs have brought over 1,750 Belarusian citizens to the United
States for short-term professional or long-term academic training, including some 350 in FY 1999 alone. These pro-

grams are giving reform-oriented Belarusians an opportunity to develop their skills and establish contacts with U.S.
counterparts, thus providing an important source of moral support for Belarusian reformers.
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U.S. Information Agency (USIA) Exchanges: In FY 1999, USIA exchange programs continued to be akey component of
the U.S. Government's strategy to assist those Belarusians who are struggling to introduce democratic and economic reforms
in their home country: over 135 Belarusians participated in academic exchange programs and over 200 in professional ex-
change programs. USIA’s Community Connections Program, which was launched in Belarus in 1997, provides community-
based U.S. internships for Belarusian entrepreneurs and NGO leaders. A total of 100 people from five citiesin Belarus
traveled to the United States for short-term professional training during FY 1999. USIA also sent groups of Belarusiansto
the United States for professiona training in areas such as education, small business devel opment, youth NGOs and infor-
mation technology. In addition, USIA brought U.S. specialists from various disciplines to Belarus to give lectures and con-
sult with local counterparts; for example, one specialist advised the Minsk Civic Education Center on the creation of a sec-
ondary school civics curriculum.

USAID Training: In conjunction with the U.S. Government’s Northern Europe Initiative (NEI), USAID funded atwo-
week training program in fall 1999 for 20 Belarusian entrepreneurs at the Panevezys Business School in Kaunas, Lithuania,
focusing on business management, financial management, marketing, human-resource planning and related areas. In addi-
tion, USAID’s Global Training for Development (GTD) Project provided U.S.-based training to five Belarusian partici-
pants.

Economic Development Programs

International Finance Corporation (IFC) Small-Scale Privatization Program: Since mid-1993, the IFC's Small-Scale
Privatization Program has hel ped transfer municipally owned small businesses to private ownership, with privatization pro-
ceeds going to community budgets to support schools, public transportation and health facilities. In FY 1999, IFC contin-
ued to provide afull range of consulting, technical and legal servicesto cities throughout Belarus. 1FC iscurrently opera-
tional in 23 cities, where over 2,000 properties have been transferred to private ownership—amost half of the trade and
services businesses eligible for privatization. In addition, IFC continued to support the formation of condominium associa-
tions, provide training to business consultants and conduct business courses. Despite the lack of progressin structural eco-
nomic reform in Belarus, the privatization of businesses has proven successful and has encouraged neighboring state-owned
enterprises to adopt competitive practices.

USAID Farmer-to-Farmer Program: Since April 1993, some 120 U.S. volunteers have completed projectsin Belarus
under the Farmer-to-Farmer Program, which isimplemented by Agricultural Cooperative Development Interna-
tional/Volunteers in Overseas Cooperative Assistance (ACDI/VOCA). InFY 1999, ACDI/VOCA implemented programs
focusing on agricultural entrepreneurs, rural education and training, agricultural reform and privatization, and environmental
improvement in rural areas. ACDI/VOCA's highly effective small-scale programs also provided assistance to private farm-
ers and entrepreneursin the agricultural production and processing sectors. There are over 2,000 private farmersin Belarus,
who provide compelling evidence of the superiority of private-sector production compared to that of Belarus's highly subsi-
dized state-owned farms: most of the food consumed in Belarus is produced on private farms, and private farmers and agri-
business owners are highly receptive to improvementsin production and processing. In addition to providing direct techni-
cal assistance, ACDI/VOCA volunteers disseminated information on technology and management methods through news-
letters and community appearances.

Social-Sector and Humanitarian Programs

USAID Hospital Partnerships. InFY 1999, USAID continued to fund the American International Health Alliance’s
(AITHA) Hospital Partnership Program in Belarus. AIHA has partnered the Magee Women's and Children's Hospital s of
Pittsburgh and the University of Pittsburgh Schools of Medicine and Nursing with four Minsk-based medical ingtitutions:
the Minsk Medical Institute, Children's Hospital No. 4, the Radiation Medicine Institute, and Maternity Hospital No. 2.
Since itsformation in March 1993, the partnership has focused primarily on pediatrics, medical education reform, gastro-
enterology, nursing reform, women's health and poison control. With support from its U.S. partners, the Women's Wellness
Center at Maternity Hospital No. 2 offered special education and outreach programs for adol escents, and Minsk Medical
Institute administrators worked with their Pittsburgh colleagues to redesign the schoal's curriculum and teaching method-
ologies. The U.S. partners also helped the nursing staff of Children's Hospital No. 4 to upgrade its skills. AIHA closed out
these six-year-old partnershipsin FY 1999, providing a sustainability grant to the Women's Wellness Center, and began
planning for new partnerships that will beginin FY 2000.

Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided $145 million in humanitarian assistance to Belarus. In FY 1999, the Office of the Coordinator of U.S. Assistance

23



to the NIS continued to fund the delivery of U.S. Defense Department excess and privately donated humanitarian commaodi-
tiesto Belarus. At acost of $410,000, the Coordinator’s Office delivered aimost $17 million in humanitarian assistance to
Belarusin FY 1999, most of which was donated by U.S. citizens and private voluntary organizations (PVOs) and directed to
victims of the Chornoby! accident, with an emphasis on aid to children and the elderly. USAID and the Department of State
also continued to fund the Counterpart Humanitarian Assistance Program (CHAP), which locates Defense Department ex-
cess commodities at closing U.S. military bases and delivers them to hospitals, orphanages and social service-oriented
NGOsin Belarus. Under a grant from the Coordinator’s Office, the PV O CitiHope conducted four airlifts of high-value
pharmaceuticals to Belarusin FY 1999.

Security Programs

Asit hasfor the past several years, Belarus remained indligible to receive U.S. Government-funded security-related assis-
tancein FY 1999. Beginningin February 1997, the President of the United States de-certified Belarus under the U.S. De-
fense Department's Cooperative Threat Reduction (CTR) Program due to its poor record on human rights, resulting in the
suspension and reallocation to other countries of unobligated CTR funds originally intended for Belarus.

Cross-Sectoral Programs

Eurasia Foundation: InFY 1999, the USAID-supported Eurasia Foundation awarded $1.08 million in grants in support of
independent media, civil society, public administration, civic education and economics education in Belarus. Asaprivate
foundation, the Eurasia Foundation was able to leverage funds from other donors, increasing its program budget by some 50
percent beyond its USAID funding. Working from its permanent representative office in Minsk, the Foundation provided
ongoing support to Belarusian regional independent media and NGOs working to promote the rule of law, human rights,
business devel opment, electronic communications and management training. In cooperation with the East-West Ingtitute,
the Foundation co-hosted meetings of donors and prospective fundersin Prague and Kiev to discuss program opportunities
in Belarus.

Preview of FY 2000 Programs

In FY 2000, U.S. Government-funded assistance programs will seek to demonstrate to people throughout Belarus the value
of democratic institutions and free markets, by familiarizing them with community-level ingtitutions. The U.S. Government
will also provide expanded democracy assistance in preparation for anticipated parliamentary electionsin 2000. Legal re-
form and independent media activities will focus more attention on the protection of basic rights. USAID programs will
focus on helping Belarusian citizens find local solutions to problems affecting their daily lives, through participation in
NGOs or private-sector enterprises. These private-sector efforts will be concentrated in the Gomel and Brest Oblasts (Re-
gions), which are still suffering from the effects of the Chornobyl nuclear accident. Pending the availability of funds, a new
model community health services project will provide preventive and primary health care in Gomel, and an international
NGO will introduce comprehensive community development programs.

GEORGIA
Political and Economic Overview

Georgiaregistered some solid successes in political and economic reform in 1999. Successful parliamentary electionsin
October 1999 were an important milestone in Georgia's democratic reform process, and the country's ambitious judicial
reform program continued to increase the independence of the judiciary, with 176 judges passing a qualifying process, now
standard for new judges. The privatization of Georgia's energy sector continued in FY 1999, with the successful tender of
Thilisi’s main power plant, the Gardabani thermal plant, to aU.S. firm and the tender of the remaining electric-power clus-
ters throughout the country. The continued implementation of private and commercial land titling furthered the develop-
ment of aland market in Georgia. Georgia acceded to the Council of Europein April and is expected to accede to the
World Trade Organization (WTO) in early 2000, reflecting international recognition of how far Georgia has come and of
Georgia s commitment to undertake further reformsin both the economic and human-rights spheres. However, these ac-
complishments were overshadowed by a growing economic crisis caused by afailure to undertake other key reforms, such
as fighting corruption and improving revenues. Salary, pension and other government arrears continued to accrue, and
Georgia s electricity supply remained problematic. Nevertheless, the National Bank of Georgia maintained a tight monetary
policy, managed to control inflation and kept the country’ s national currency, the lari, relatively stable. Progress toward a
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resolution of ethnic separatist disputesin Abkhazia and South Ossetia was slow in the run-up to the October 1999 parlia-
mentary elections. The United States, as a member of the Friends of the Secretary General on Georgia, was an active par-
ticipant in the United Nations-led attempt to find a resolution to the conflict that would support Georgian territoria integ-
rity. The U.S. Government is also actively engaged in the OSCE-led process in South Ossetia.

Overview of U.S. Government Assistance

In FY 1999, the U.S. Government provided an estimated $146.87 million in assistance to Georgia, including $84.36 million
in FREEDOM Support Act funds, $18.43 million in other U.S. Government funds, a $5 million concessional food aid loan
under USDA'sP.L. 480 Title | Program, and $39.08 million in U.S. Defense Department excess and privately donated hu-
manitarian commodities. U.S. Government-funded assistance programs, which continued to shift from a humanitarian focus
to adevelopmental focusin FY 1999, supported comprehensive market reform, economic restructuring, energy-sector re-
form, democracy-building, the enhancement of Georgia's capability to control its borders and the creation of a military that
can meet Georgia's security needs. The U.S. Government’ s assistance efforts were guided by a Five-Point Program devel-
oped in early 1999 with the substantial involvement of the U.S. Embassy and adopted in full by the Georgian Government.
The Five-Point Program stresses anti-corruption efforts, land reform, privatization (especially in the energy sector), the de-
velopment of small and medium-sized businesses, and tax and revenue enhancement. Of the FREEDOM Support Act-
funded assistance provided to Georgiain FY 1999, USAID programs accounted for $51.4 million, including $8.2 millionin
humanitarian assistance, $20.8 million in economic reform programs, $6.45 million in energy-sector restructuring programs,
$5.3 million in health-care programs, $8.65 million in democratic reform programs and $2.0 million in cross-sectoral ac-
tivities.

Training, Exchange and Educational Reform Programs

Since FY 1993, U.S. Government-funded exchange programs have brought over 1,900 Georgian citizens to the United
States for short-term professional or long-term academic training, including some 475 in FY 1999 alone. These programs
give participants an opportunity to develop their skills and establish valuable contacts with U.S. counterparts.

USAID Training: InFY 1999, over 1,000 Georgians participated in USAID-funded training programs. over 150 of them
in U.S.-based programs, over 90 in third-country programs, and over 780 in in-country programs. Of thistotal, over 600
participants received training in the area of social stabilization, over 200 in democratic reform and over 150 in economic
restructuring.

U.S. Information Agency (USIA) Exchanges: In FY 1999, some 174 Georgian citizens participated in USIA professional
exchange programs, and 129 in academic exchange programs. Since beginning operationsin Georgiain FY 1997, USIA’s
Community Connections Program has sent over 250 Georgians to the United States for short-term community-based intern-
ships. The 100 participants sent in FY 1999 included winegrowers, agricultural credit and education specialists, and teach-
ersof the disabled. In July, USIA organized a special International Visitors (1V) program for State Minister Vazha L ord-
kipanidze focusing on U.S. fiscal policy, taxation, federalism, methods of halting corruption, conflict of interest and ethics
in government. Also in FY 1999, 50 Georgian students studied in U.S. high schools under USIA’s Future L eaders Ex-
change (FLEX) Program, including three students from Abkhazia; 21 students attended U.S. universitiesunder USIA’s
FREEDOM Support Act (FSA) Undergraduate Exchanges Program, including two students from Abkhazia; and 22 graduate
students traveled to the United States for one- to two-year master's and non-degree programs under the Muskie Graduate
Fellowship Program. Notably, several Muskie Program alumni currently hold influential positions in the Georgian Gov-
ernment, including the Minister of Finance, Director of the Budget Department of the Ministry of Finance, Minister of
Trade and Foreign Economic Relations, Deputy Minister of State Property Management, Chairman of the Citizen's Union of
Georgia (CUG) faction in the Georgian parliament, and Adviser to the Minister of State Security.

USIA Secondary School Partnership Program: FY 1999 was the fourth year of activity for USIA’s secondary school
partnership program in Georgia, which isimplemented by the Frank Foundation. Under the program, U.S. high-school stu-
dents spend amonth in Georgia, and Georgian students spend from one to six monthsin the United States. Both groups
study language, history, and civics and plan extracurricular activities that support community service and volunteerism,
civic responsibility and leadership. In FY 1999 funding was provided for 22 Georgian and 22 U.S. participants. A total of
102 Georgian and American students and 18 Georgian and American educators have participated in the program since its
inception. The first group of participants was comprised of students who were orphans or internally displaced persons
(IDPs). Upon returning home, they founded a non-governmental organization called “ Frank Children” whose mission isto
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help the needy and the elderly through volunteer work, and they have also been involved with subsequent groups of ex-
change program participants, taking part in pre-departure orientations and debriefings.

USIA / Eurasia Foundation University Partnership Program: USIA provided a $300,000 grant to Georgia State Uni-
versity in Atlantato support an upper-division undergraduate program in business administration (BBA) at a consortium of
three educational institutionsin Thilisi. In addition, a complementary $300,000 grant from the Eurasia Foundation sup-
ported the establishment of a master's degree program in business administration (MBA) at the consortium. In FY 1999, 35
students were enrolled in the BBA program, which sent itsfirst group of faculty to Atlantafor training, and 27 were enrolled
inthe MBA program.

USIA Public Administration Programs: InFY 1999, USIA provided a $286,000 university partnership grant to the Carl
Vinson Ingtitute at the University of Georgiain Athensfor a partnership with the private International Training Center in
Thilisi to develop public administration education and outreach programsin the field of environmental policy and manage-
ment. The University of Georgiawill contribute almost $232,000 in cost-sharing to the partnership, and the International
Training Center will contribute almost $17,000. USIA also continued to support the Georgian I nstitute of Public Admini-
stration (GIPA) at alevel of $200,000 per year. GIPA confers a one-year master's degree in public administration to about
35 students each year (atotal of 149 since its establishment in 1994), who are taught by American faculty recruited by the
U.S. National Academy of Public Administration (NAPA). GIPA students work in the presidential administration, the par-
liament, various ministries, and the private sector, and pledge to abide by a code of conduct written by GIPA's first class of
graduates. Plans are being developed to strengthen and expand GIPA’s academic program, make GIPA self-sustaining over
the next 10 years, and to raise its profile as a national and regional center dedicated to good governance and civil society-
building.

USIA Civic Education Programs: InFY 1999, a USIA-funded consultant worked with the U.S. Embassy’ s Public Affairs
Office to select a Georgian NGO to implement a $200,000 civic-education curriculum development program for Georgia' s
secondary schools. This project, which was approved by the Minister of Education, will bring Georgians to the United
States for training in curriculum devel opment and adaptation.

USIA / Eurasia Foundation Economics Textbook Program: To support the further development of economics education
in Georgia, USIA, the Eurasia Foundation, and the Soros Foundation are funding the publication of a Georgian-language
version of Harvard University economist Gregory Mankiw's textbook Principles of Economics. USIA contributed over
$32,000 to this $57,000 project, which began in FY 1998 and will be completed in mid-FY 2000. This book will be the
first college-level Georgian-language textbook on economics, and it will be made available throughout the country.

USIA Support for Student Advising Centers: Through a grant to the Soros Foundation, USIA supported student advising
centersin Thilisi, Batumi and Telavi. The centers’ Georgian staff have received U.S.-based training on how to assist the
more than 1,000 students per month who use the centers to learn about study opportunities in the United States and Europe.
The Thilisi center, which was opened in September 1995, is used by 600 students per month and receives 400 phone calls
per month. The Telavi center, which was opened in October 1997, serves 300 to 400 students per month, and the Batumi
center, which was opened in April 1998, serves 400 students per month.

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: InFY 1999, 12 Georgian participants were
selected for USDA's Cochran Fellowship Program, which provides individually tailored training programs for specialistsin
the areas of agriculture, agri-business development, and agricultural trading. Program topics included seed production, soy
utilization processing, and banking and finance strategies, the latter topic having been presented by USDA's Foreign Agri-
cultural Service.

U.S. Department of Commer ce — Special American Business Internship Training (SABIT) Program: In FY 1999, the
SABIT Program provided internships for eight Georgian participants. (Please see the U.S. Commerce Department - SABIT
section in Part 111 of thisreport.)

Economic Restructuring Programs

USAID Comprehensive Market Reform Program (CMRP): The CMRP consists of five components: tax and fiscal

reform activities to support the establishment of amodern and transparent tax administration, support for land privatization,
support for the privatization of the Port of Poti, accounting reform activities, and capital-market infrastructure development
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activities. Together, these programs are designed to create the macro-economic conditions necessary to revitalize Georgia' s
€conomy.

Tax and Fiscal Reform Program: In FY 1999, USAID's Tax and Fiscal Program continued to focus on tax policy,
the tax code, and tax administration. A phase of concentrated revenue mobilization activities initially led to substantial
improvement in the collection of excise taxes on cigarettes, but unfortunately these efforts were not sustained by Geor-
gia's Tax Inspectorate, which must be comprehensively reorganized if it isto normalizeits tax collections. A plan for
such afundamental reorganization has been developed and submitted to the Government of Georgia, which isin the
process of reorganizing its revenue-generating agencies. In early 2000, the Georgian Government began to implement
this reorganization by establishing a new Ministry of Revenue.

Privatization Assistance: USAID provided technical assistance to the Georgian Government in the area of land pri-
vatization. USAID's implementing contractor established alegal team in the Georgian parliament to advise parliamen-
tarians on key issues related to land markets. Analyses carried out by this team, as well as the activities of various citi-
zens groups, were instrumental in establishing the legal framework necessary for the privatization of commercia and
agricultural land in Georgia. With the help of USAID technical assistance in the surveying, registering and titling of
commercial and agricultural land, 4,000 enterprises now own their land and more than 150,000 farmers received titles
to their land for the first time. More importantly, aland market began to emerge in Georgiain FY 1999, as 400 com-
mercial plots had been resold to private parties and 400 had been mortgaged for credit.

Accounting Reform Programs: In FY 1999, USAID-funded activities in this area focused on bringing accounting
practices in Georgia up to international standards and led to the establishment and growth of the Georgian Federation of
Professional Accountants and Auditors, which now has more than 1,200 members. USAID training facilitated the for-
mation of a cadre of 650 Georgian professionals educated in market-oriented accounting principles and practices, which
are now being used effectively in enterprises, auditing firms, and development organizations, resulting in a surging de-
mand for training services in these new accounting and auditing systems, as well as for vastly improved standards of
transparency and accountability in the private sector.

Capital Markets Development Program: During the third quarter of FY 1999, the National Securities Commission
(NSC) was constituted in accordance with Georgia s Law on Securities Markets. Three Georgian NSC commissioners
were appointed and won parliamentary approval. In addition, an amendment to the securities law providing for the ap-
pointment of two foreign NSC commissioners was passed, and they were selected in early FY 2000. In September, the
NSC licensed the Georgian Stock Exchange (GSE) to operate as a stock exchange and a self-regulatory organization.
The GSE selected as its operating system the Russian Trading System (RTS), which was being installed for an antici-
pated start of trading in early 2000.

USAID Banker Training Programs: InFY 1999, USAID provided finance education and retraining to employees of
Georgias commercial banks. In cooperation with five leading Georgian banks, USAID helped establish anon-
governmental organization (NGO) whose mission isto provide training to individuals employed in the banking and finance
sectors. The NGO implemented a training-of-trainers program, as a result of which 51 banker training courses and seminars
were offered to atotal of 950 participants. USAID also provided technical assistance in electronic payment systems to the
National Bank of Georgia.

USAID Seed Production Programs: In an effort to help re-establish a seed industry in Georgia, USAID supported the
formation of viable and sustainable seed-production enterprises that can provide improved quality seed and better technical
and financial management systems for seed production. Approximately 15 seed enterprises participated directly in these
commercia seed-production activities.

USAID Assistance to Small and Medium-Sized Enterprises (SMESs): InFY 1999, USAID provided financial and tech-
nical support for the development of SMEsin Georgia. Through its Caucasus SME Finance Program, USAID established
partnerships with three leading Georgian commercial banks (TBC Bank, ThilComBank, and the Bank of Georgia) to pro-
vide loans to SMEs throughout Georgia. USAID facilitated the training of loan officers and credit committee members. As
aresult of these activities, 48 SME loan proposals were approved and over $1.55 million was disbursed to private compa-
nies. In order to increase access to credit for micro-enterprisesin Thilisi and other regions of Georgia, USAID laid the
groundwork for atwo-year program to strengthen alocal NGO that provides financial services to low-income women mi-
cro-entrepreneurs. To date, the Caucasus SME finance program has provided micro-credit to 8,379 Georgian entrepreneurs.
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In addition, U.S. volunteer senior executives worked with enterprises and business service organizations (including busi-
ness associations) in thirteen cities throughout Georgia, providing technical, managerial, and business planning assi stance.

USAID Agri-Business Programs. InFY 1999, USAID helped Georgian private farmers and agri-businesses gain access
to credit by supporting independent, user-owned and controlled credit cooperatives, with the goal of promoting the estab-
lishment of a sustainable source of financing for farmers and agri-businesses in various regions of Georgia.

U.S. Department of the Treasury — Technical Advisors: InFY 1999, the Treasury Department sponsored three advisors
to the Government of Georgia: one in budget policy and management, one in government debt issuance and management,
and one in tax policy and administration. The advisors worked to strengthen the capacity of their Georgian colleagues on
government finance issues, including budgeting, revenue collection, and the issuance of treasury bills. (Please see Treasury
Department section in Part 111 of this report.)

Other Budget Reform Programs: The U.S. Embassy’s Public Affairs Office organized an International Visitor (1V) pro-
gram designed to provide participants from the parliament and Ministry of Finance with practical training on how budgets
are made, forecast and analyzed, and how spending authorities are devolved in systems that are not centralized. These
training programs were designed in cooperation with the U.S. Treasury Department’ s resident budget advisor and a USAID
contractor working on budget reform. A total of 50 Georgians participated in the training, which helped them in their sub-
sequent efforts to reorganize the Ministry of Finance, make the budget-making process more transparent and budget esti-
mates more realistic, and manage the devolution of spending authorities.

Support for Regional Business Development: The U.S. Embassy’s Democracy Commission awarded a $9,000 grant to
the Business Law Center, a Georgian NGO, to prepare and disseminate two types of business-development information: a
100-page document on legislation enacted by the Georgian parliament was distributed to 12 regional anti-monopoly serv-
ices, and a semi-monthly bulletin containing legislation and discussion of laws affecting the economy was sent to courtsin
60 regions throughout Georgia. This project, which aimsto assist regional business development by reducing information
gaps on new laws and regulations designed to assist entrepreneurs in the regions, has already prevented a mistake in one
regional court by providing it with the latest information on bankruptcy laws.

Trade and Investment Programs

In FY 1999, the U.S. Government worked with the Georgian Government to help develop alegal and regulatory environ-
ment conducive to free trade and investment.

Support for WTO Accession: InFY 1999, USAID helped Georgia maintain its "fast-track" status for accession to the
World Trade Organization (WTO). This assistance helped Georgia create the legislative framework to meet WTO obliga-
tions, thereby promoting free trade and investment in Georgia. On October 6, 1999, the WTO General Council approved
Georgia's membership in the WTO, and the Georgian parliament is expected to ratify WTO accession documentsin early
2000. In September 1999, two representatives from the Georgian Ministry of Trade and Foreign Economic Relations par-
ticipated in a USIA International Visitors (1) program on U.S. trade and world markets to help prepare part of the Geor-
gian Government’ s delegation to the WTO conference in Seattle. During the course of the program, the participants gained
an understanding of American-style legidlative lobbying.

USIA Business Exchanges. In FY 1999, USIA brought 50 Georgian entrepreneurs to the United States under the business
component of its Community Connections Program, which places groups of participants from a particular Georgian city or
regionin asingle U.S. city for four- to five-week internshipsin U.S. businesses. Internship topicsincluded medicine, the
food and beverage industry, travel, retail, insurance, cottage-industry textiles, advertising, and photography. As aresult of
their U.S. experience, many of the participants instituted significant changes in their work places. Sinceitsintroduction in
Georgiain FY 1997, the Community Connections Program has sent atotal of 100 Georgian entrepreneurs to the United
States.

Democracy Programs
In FY 1999, the U.S. Government’ s comprehensive programs in this area focused on election assistance, the rule of law,
assistance to the parliament and independent media, training for local elected officials, NGO development and civil-society

building. Activitiesto strengthen judicial ethics and discipline were carried out as part of the Five Point Plan’s focus on
combating corruption.
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Democracy Fund Small-Grants Program: InFY 1999, the U.S. Embassy’s Democracy Commission awarded 13 small
grants totaling almost $81,000 to Georgian NGOs under this USIA-administered program. Since the program’sinception in
Georgiain 1996, the Commission has awarded 41 grants totaling $400,000 to 38 organizations. Highlights of FY 1999
grants are provided below:

The Liberty Institute, one of Georgia's most effective NGOs, received a $11,400 Democracy Commission grant to im-
plement a project on freedom of religion in Georgia, which will seek to initiate public debate on the issue by organizing
six focus-group meetings and 10 seminars, establishing a press club, and preparing and publishing a report on the cur-
rent status of religious freedom in Georgia.

A $2,300 Democracy Commission grant was awarded to the Civics and Debate Teaching Center for a civic-education
project that is hel ping secondary-school teachers develop civics curricula designed to encourage critical thinking, de-
bate and negotiation skills. More than 100 students will benefit from this project, which is co-funded by the Soros
Foundation.

The Center for Democratic Development and Conflict Resolution received a $7,250 Democracy Commission grant, as
well as co-funding from the Winston Foundation, to train 240 teachers, NGO representatives, and government officials
in the practical aspects of teaching conflict resolution and prevention.

The Georgian Young Lawyers' Association received a $6,800 Democracy Commission grant to expand its legal library,
which iswidely used by Georgian Government officials, attorneys, NGOs and others. The library will be part of a
unique legal training and information center funded by the Soros Foundation that will house alarge collection of legal
documents, including awide variety of Georgian, Russian, American and other recent literature on legal issues.

The Young Lawyers' Union of Abkhazia received a $8,400 Democracy Commission grant to establish a computer
learning center for internally displaced persons (IDPs) in Zugdidi in western Georgia designed to help eliminate the
skills gaps that are making it difficult for IDPs to apply for jobs. Some 120 IDPs will learn how to use the Internet,
gather and refine information, and create databases.

The Georgian Constitutional Protection League received a $3,000 Democracy Commission grant for a project to trans-
late normative acts of international law on ethnic, linguistic and religious minorities into the Abkhaz language, for dis-
tribution in Abkhazia. The project, which is co-funded by the Soros Foundation and the British Know-How Fund, will
also translate the Georgian Constitution and other documents into Abkhaz, and will promote the maintenance of Abk-
haz ethnic identity and the recognition that the state is responsible for protecting the rights of ethnic minorities. The
project aims to mobilize public opinion toward a peaceful resolution of the Abkhaz problem.

Anti-Corruption Programs: A key element of the Five Point Plan is support for Georgia s ongoing efforts to fight cor-
ruption. In FY 1999, the U.S. Embassy in Thilisi established a Georgian-American Anti-Corruption Working Group com-
posed of representatives from the U.S. Department of Justice (DOJ), USAID, the Georgian National Security Council and
the Georgian parliament. The Working Group, whose mandate was to create a strategy to combat corruption, successfully
persuaded the Georgian Government to endorse a plan for the creation of an Anti-Corruption Agency. Other achievements
in the battle against corruption included the passage of the Administrative Code, alaw on licensing, alaw on the enforce-
ment of judgments, and the Criminal Code. In FY 2000, USAID will support arange of activities related to the implemen-
tation of several of these laws, including specialized training and public-education campaigns. In September, DOJ sent
three Georgian scholarsto Y erevan, Armenia, to participate in an anti-corruption conference jointly sponsored by DOJ and
the American Bar Association’s USAID-funded Central and East European Law Initiative (ABA/CEELI). In addition, 16
Georgians were sent to the International Law Enforcement Academy in Budapest, Hungary, for week-long training on tech-
nigues to combat organized crime, and representatives from the General Procurator’ s Office, the Parliamentary Committee
on Anti-Corruption, the Chamber of Control, and the Corruption Research Center were trained in Western-style law en-
forcement techniques.

USAID Judicial Reform Programs: InFY 1999, U.S. Government-funded judicial reform programs achieved significant
resultsin Georgia. The American Bar Association’s USAID-funded Central and East European Law Initiative
(ABA/CEELI) helped establish a merit-based judicial selection process, entailing qualification exams and vetting proce-
dures. Since the implementation of thisimportant reform, 176 newly appointed judges passed the exam and are now decid-
ing cases. USAID is helping to train the new judges, providing computers for the courts, and supporting the establishment
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of aprivate judges association. In addition, USAID-funded assistance facilitated the establishment of two new appellate
courts and a new court administration system in May 1999. In June 1999, a new chairman and twelve reform-oriented jus-
tices were appointed to Georgia s Supreme Court. USAID is providing technical assistance and basic office equipment to
enable the Supreme Court to publish its decisionsin atimely manner. However, despite thisimpressive progress, problems
remained. As part of the judicial reform process, judges salaries were increased tenfold from 30-50 lari a month to 500 lari
amonth, but the Georgian Government had difficulties paying the new judges their increased salaries. If the judges do not
receive an adequate salary in atimely manner, corruption and cynicism could once again prevail. USAID is seeking to fa-
cilitate the passage of ajudicia discipline law and a code of ethics, an important next step in Georgia’s judicial reform pro-
cess and its battle against corruption. While the Georgian public is generally aware of the appointment of new judges, the
public continues to distrust—and be unfamiliar with—their country’slegal system. To make matters worse, Georgian citi-
zens generally cannot afford or obtain access to legal counsel, and they face high costsin filing claims. In FY 2000, USAID
will pursue amix of activities to address these problems. In addition concluding a new, three-year cooperative agreement
with ABA/CEELI, USAID is designing a new activity to provide continuing support for the rule of law in Georgia.

U.S. Department of Justice (DOJ) — Procuracy Reform Programs; In September 1999, DOJ sponsored a three-day con-
ference in Georgiato formulate a policy on reform of the country’s procuracy. The conference brought defense attorneys,
prosecutors, academics and government officials from Georgia together with experts from the United States. The confer-
ence resulted in an agreement to establish qualifying exams for the procuracy, set up an inspector general’s office, and cre-
ate an independent advisory board. DOJwill support the implementation of these reformsin FY 2000.

USAID Support for Legidative Reform: InFY 1999, several laws critical to furthering democratic rights and market
reforms were passed with USAID assistance, specifically the Law on Enforcement of Judgments, Licensing Law, Criminal
Code and Administrative Code. The latter is considered to be one of the best in the NIS, and USAID will provide further
assistance with its implementation. Passage of these laws was a requirement of the anti-corruption component of the Five-
Point Program described above. USAID provided considerable assistance in support of the drafting and passage of these
laws and will continue to support their implementation in FY 2000.

USAID Support for the Legal Profession: InFY 1999, USAID continued to work with the Georgian Y oung Lawyers
Association (GYLA), aprogressive and independent private bar association that promotes legal professionalism and pro-
vides legal training. In addition, USAID-assisted local NGOs such as Article 42 and the Center for the Protection of Con-
stitutional Rights supported legal clinicsthat provided practical experience to law students, and conducted public awareness
campaigns to inform people of their rights and the means to access legal ingtitutions. In FY 2000, USAID will work with
the GY LA and other private-sector lawyers to draft and help enact alaw on the bar.

USIA Rule-of-Law Programs: Inlate FY 1999, the U.S. Embassy’s Public Affairs Office organized an International
Visitor program for a 12-member group of judges, parliamentarians and NGO representatives on the relationship between
the media and the judiciary in the United States. The program exposed the participants to the U.S. experience in media-
court relations, an issue that was being debated in Georgiain the context of discussions on the need for new medialegisla-
tion.

USAID Election-Related Assistance: In FY 1999, USAID-funded assistance in this areaincreased dramatically. In
preparation for the October 1999 parliamentary elections, the National Democratic Institute for International Affairs (NDI),
the International Republican Ingtitute (IRI), and the International Foundation for Election Systems (IFES) provided a variety
of election-related assistance, including legal assessments of the parliamentary election law, technical assistance to the Cen-
tral Election Commission, training for over 5,000 election officials, voter mobilization and education campaigns, political
party development and training programs, and the training and deployment of 2,200 domestic election observers. Under a
USAID-funded program implemented jointly by the Eurasia Foundation and I nternews, television equipment and training
were awarded to 11 independent television stations outside the capital to promote live candidate debates and call-in shows.
Internews also produced atraining film for IFES, and a series of voter-education public service announcements (PSAs) and
posters. USAID-funded voter education activities reached out to youth, internally displaced persons (IDPs), the military
and women.

USAID Parliamentary Assistance: The Georgian parliament has been one of the most active and effectivein the NIS,
having passed over 500 laws supporting human rights, democratic institutions and a market economy since 1995. With
USAID funding, NDI provided support for oversight hearings and other parliamentary capacity-building activities. USAID
also provided 91 computers and peripherals and a complete electronic legislative database that will soon be available on the
Internet.
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USAID / USIA Local Government Programs: Georgiaheld its first local government council elections in November
1998. Both USAID and USIA supported the election process and provided a wide range of assistance to the newly elected
local government officials. USAID assisted in the development of legislation on self-governance, municipal finance and
local budgets, provided technical support for the elections, sponsored training and informational handbooks for more than
600 newly elected officials, and funded small grantsin support of local initiatives. Meanwhile, USIA sent 40 locally elected
officials to the United States through its Community Connections Program to learn about budget and legislative processes,
district and city council management and constituent services, and council member-executive branch (i.e., mayor/governor)
relations from their U.S. counterparts. Upon their return, several of the participants formed the Councils Association of
Georgia (CAG), anincreasingly influential association of locally elected officials that seeksto foster regional coordination
and national legidation affecting the regions. In FY 1999, the U.S. Embassy’s Democracy Commission provided a $4,000
grant to CAG to start-up a newsletter for distribution to 11,000 district and city councils, as well as to the public and inter-
ested ingtitutions. The newsletter, which will publicize the activities of local government councils and advocate the proper
implementation of local self-government laws and regulations, aims to become an open forum for the local councils by al-
lowing them to raise issues with CAG leadership and representatives of the national government.

USIA Civil Service Reform Program: Following an assessment of civil service reform effortsin Georgiaby aU.S. con-
sultant, USIA organized an International Visitor (V) program for eight members of the Bureau of Civil Service in Geor-
gia's State Chancellery. The program, which was designed in consultation with the World Bank, allowed the participants to
gain experience in merit-based selection, starting with the drafting of position descriptions.

USAID Citizen Participation Programs: With substantial USAID assistance, the number of Georgian NGOs actively
debating public-policy issues has grown from four in 1994 to over 100 today, with many of them having regional branch
offices. USAID has aso helped Georgid s political parties develop their institutional capacity. These parties are now be-
ginning to understand the necessity of public outreach, and in FY 1999, four of the largest parties adopted a caucus system
for the selection of candidates by a majority vote—the first public political process of itskind in Georgia's history.

USAID Independent Media Programs: USAID-funded Internews has helped link 16 of Georgia' s 34 independent televi-
sion stationsin a nationwide program-sharing network, which in FY 1999 aired investigative reports on corruption in the
merchant marine, election fraud and problems between Georgian and Chechen drug lords and the resulting deaths of two
police officers. In addition, an Internews-funded lawyer facilitated the passage of alaw on freedom of speech, during a spe-
cia parliamentary session.

USIA Independent Media Programs: In February, USIA organized an International Visitor (1) program for seven
spokespersons from various government agencies in Thilisi and one spokesperson from Ajara to acquaint them with gov-
ernment-mediareations in the United States. Participants familiarized themselves with the legal basis for afree pressin the
United States and standards of openness between the government and its constituents. Participants returned home with a
better understanding of their roles as spokespersons, started to appear more frequently in the press and on television, and
had more say in the internal affairs of their agencies and more freedom to represent them.

USIA Information Programs: InFY 1999, the U.S. Embassy’s American Center for Information Resources (ACIR)
worked to improve Georgia's library system, focusing on three areas: continuing professional education for librarians, li-
brary automation, and regional cooperation. The ACIR also facilitated book transfers between the National Parliamentary
Library of Georgia (NPLG) and the U.S. Library of Congress. In addition, the ACIR provides answers to thousands of in-
formation requests received every year from Georgian Government officials, journalists, NGOs, academics and entrepre-
neurs on awide range of subjects. For example, parliamentary staffers routinely research U.S. legidation to help parlia-
mentarians debate Georgian legidation. In FY 1999, more than 50 percent of these information requests were on issues
relating to democratic and economic development. USIA also funded a $147,700 joint program between the Association of
Information Specialists (AlS) and the NPL G to tranglate and adapt international library standards for usein Georgia. The
NPLG will use these standards to update its databases, which will then be made available through an intranet to four re-
gional public librariesin Kutaisi, Poti, Telavi and Zugdidi. This multi-year project will also allow on-line accessto the
NPLG to anyone with a computer and amodem. USIA also funded a $48,800 project to enhance English-language libraries
at fiveregional libraries. Administered by the English Teachers' Association of Georgia, the project will provide English
language instructional materials, literature, and Internet access for local users. Interest in computer literacy and English
language is burgeoning in Georgia, as Georgians are associating these skills with the potential for increased income.
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USIA Internet Accessand Training Program (IATP): In FY 1999, IATP opened a public-access Internet site at the
NPLG and received funding in the amount of $103,000 to open four more sitesin Kutais and Zugdidi. |ATP has already
established five access sites in Ozurgeti and Thilisi that have subsequently become independent. Since the program's incep-
tion in spring 1997, over 3,000 Georgians have received hands-on Internet training and 48 Georgians—the mgjority of them
USIA exchange program alumni—became trainers themselves and are now conducting Internet training for other organiza-
tions. Approximately 150 Georgians per day are using the five Internet access sites, and 250 are receiving training each
month.

Security Programs

Georgia Border Security and Law Enforcement (BSLE) Assistance Program: In FY 1999, the U.S. Government allo-
cated an additional $17 million to the BSLE Program to help the Georgian Government devel op the capabilities of its Bor-
der Guards and Customs Department to exercise effective control of the country’s borders. The program’s focus, which was
initially on Georgia' s maritime Border Guard forces, shifted to the Georgian-Russian land border in the Chechnyaregion
during winter 1999-2000. Under the BSLE Program, the Georgian Border Guards were provided with barracks in the city
of Poti; aradar security system at the Supsa oil terminal, which opened in April 1999; vehicles; rebuilt ship engines; an Mi-
8 helicopter to enhance patrol capability; and dredging assistance in the Port of Poti for Coast Guard docking, as well as
uniforms and boots. In addition, the BSLE Program provided the Georgian Customs Department with vehicles, uniforms
and basic law enforcement equipment. The Border Guards and Customs Department also received joint training in inter-
dicting weapons of mass destruction, contraband enforcement and firearms identification. The U.S. Army Corps of Engi-
neers completed site surveysin 1999 for a combined training center for the Border Guards and Customs Service, infra-
structure for aviation support, barracks at the "Red Bridge" border crossing with Azerbaijan, and coastal zone management
support for the security system at the Supsa oil terminal.

Export Control and Counter-Proliferation Programs: In FY 1999, Georgian officials hosted a Caucasus and Central
Asia Regional Export Control and Nonproliferation Forum in Thilisi. Georgian officials also participated in U.S. Com-
merce Department licensing exchanges and enforcement training, as well as training cosponsored by the U.S. Defense De-
partment and Federal Bureau of Investigation (FBI) at the International Law Enforcement Academy (ILEA) in Budapest,

Hungary.

International Science and Technology Center (ISTC): Georgiais an active member of the multilateral International
Science and Technology Center (ISTC) in Moscow, and a number of former Soviet weapons scientistsin Georgiaare
working on ISTC-supported peaceful civilian research projects funded with U.S. Government contributions. Projects have
been funded with scientists at the Georgian Technical University, the Institute of Cybernetics, the Institute of Stable

| sotopes, the Republican Center of Environmental Monitoring, the State Institute of Economic Relations and Thilisi State
University.

Regional Stability Programs

Foreign Military Financing (FMF) / International Military Education and Training (IMET): InFY 1999, Georgia
received $2.45 million in security assistance under the FMF Program, which was used to purchase badly needed radios and
other communication equipment that will increase the capability of Georgia's military forcesto participate in NATO Part-
nership for Peace (PFP) exercises. Georgia aso received an additional $5.5 millionin FMF funding for a program designed
to provide operational helicopter capability. This program will provide Georgiawith 10 UH-1H helicopters (six opera-
tional, four for spare parts), the requisite logistics support infrastructure, and training for Georgian air force pilots and me-
chanics. Theinitial cadre of pilots and mechanics received English-language training in the United States in summer 1999,
to be followed by specialty training. Current plans call for the Georgiansto field an operational UH-1H unit by April 2001.
Georgiaaso received IMET assistance to send Georgian officers to ranger and infantry training, command and general
staff courses, English language training, and courses in civil-military relations.

NATO Partnership for Peace Activities: Since FY 1998, the U.S. Embassy has organized three NATO tours for atotal of
23 Georgian journalists and government officials, and has sent several journaliststo NATO for special programs. In FY
1999, USIA sponsored ajoint U.S.-NATO/NATO Information Program (NATIP) tour that brought 11 Georgian officials to
NATO headquarters in Brussels, the International War Crimes Tribunal in The Hague, and Athens. The tour received sig-
nificant press coverage and stimulated the Georgian Government’ sinterest and activity in NATO-related areas. After par-
ticipating in the program, the Chief of Staff of the Parliamentary Committee on Security and Defense established the Atlan-
tic Council of Georgia (ACG), an NGO whose objectives include supporting NATO PFP programs, promoting solidarity
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among PFP partner nations, and devel oping permanent relations and cooperation with NATO member countries. The ACG
helped organize aNATO 50th anniversary event at the Georgian Parliament in April and a September conference on Geor-
gia' s cooperation with NATO that was jointly funded by NATIP and a $6,100 Democracy Commission grant. The U.S.
Embassy aso funded a small Internet-equipped library devoted to security doctrine and Western political thought at the
National Parliamentary Library of Georgia.

Energy and Environmental Programs

USAID Energy-Sector Programs: InFY 1999, USAID contributed to several important milestones in the restructuring of
Georgia s energy sector. Significant legal and policy reforms were implemented, paving the way for the privatization of
Georgias state-owned energy enterprises. In association with a World Bank program for energy credits, USAID provided
technical assistance for the privatization of the Gardabani thermal power plant—Georgia’' s largest—as well as for several
smaller privatization transactions involving hydroel ectric generation stations and numerous local distribution companies that
supply electrical power to communities throughout Georgia. Negotiations were under way to finalize the privatization
agreements and corresponding financial packages. In addition, USAID technical assistance and training enabled Georgia' s
National Energy Regulatory Commission to offset the effects of the devaluation of Georgia s national currency, the lari, in
December 1998 and subsequent increases in the prices of oil and natural gas, by increasing the electricity tariff rate by more
than 50 percent in June 1999. This rate increase was part of a scheduled program to make Georgia s energy sector more
attractive to potential investors. USAID-funded advisors also helped facilitate the passage of legislation establishing a
transparent wholesale el ectricity market, which became operational in July 1999, receiving and making payments for power
supplied to and taken from Georgia' s national electricity grid. USAID is currently working in close coordination with the
World Bank and other donors to issue a management contract designed to oversee the operations of the wholesale el ectricity
market, as well as central electricity dispatch and transmission, with the goal of removing these critical activities from po-
tential political interference and induced market imbalances. Also with USAID support, the Georgian parliament passed a
vastly improved version of the Law on Qil and Gas, which simplifies procedures for private licensing and regulation, pro-
tects existing contracts and investments, and establishes rights of eminent domain and strict environmental liability. A new
state agency was established to act as a one-stop source for implementation of the new law, coordinating activities previ-
ously spread over a number of ministries. USAID isworking closely with this new agency, providing training, equipment
and technical assistance aimed at enabling the agency to respond better to market forces.

Social-Sector and Humanitarian Programs

USAID Winter Heat Program: During January-April 1999, USAID funded awinter heat program in Thilisi to help vul-
nerable people pay their electricity billsin the wake of the privatization of Thilisi’s electrical distribution system. This pro-
gram was designed to meet areal humanitarian need while simultaneously supporting the privatization process. An added
benefit of this program was the creation of an accurate database of vulnerable people and the establishment of targeting cri-
teriafor poverty, which can be used in designing future social-sector programs.

USAID Humanitarian Assistanceto Abkhazia: In FY 1999, the continued lack of progressin the Abkhazian peace proc-
ess, aswell asthe overall security situation in the area, prevented regular USAID programming in Abkhazia. USAID did,
however, provide assistance to the Sukhumi Maternity Hospital, a facility plagued by significant infection-control problems
that were causing the deaths of newborn infants. USAID worked with two U.S. private voluntary organizations (PVOs)—
the Adventist Development and Relief Agency (ADRA) and Counterpart I nternational—to provide necessary medical equip-
ment and supplies, especially disinfectant. The Departments of State and Defense supported this effort by furnishing and
delivering Defense Department excess commaodities to the region. In addition, hospital staff were trained in modern infec-
tion-control procedures.

Georgia Assistance I nitiative (GAI): The GAI, which isimplemented by the USAID-funded “ Save the Children”
Federation, was designed to respond to the continuing needs of internally displaced persons (IDPs) from the Abkhazia
conflict, especially those located in the western portions of Georgia. With funding that has been congressionally ear-
marked for victims of the Abkhazia conflict, the GAI funded activitiesin the areas of primary health care, shelter and
community infrastructure rehabilitation, and economic opportunity.

USAID Self-Sufficiency Program: USAID joined forces with a number of other donors to support the International

Rescue Committee's (IRC) program to enhance the self-sufficiency of those affected by the conflict in Abkhazia. The
program consists of an integrated set of activities, identifying skills needed by local employers and providing training in
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those skills, as well as job placement assistance. |In addition, two business incubators provided services to help existing
small businesses expand. The program also includes a small loan fund component.

IDP Shelter Renovation Program: With the help of agrant from USAID, the Office of the United Nations High
Commissioner for Refugees (UNHCR) completed emergency shelter renovation work in early FY 1999 for IDPs dis-
placed from Gali due to the outbreak of fighting in May 1998. In particular, the program focused on the renovation of
schools that had been used by IDPs awaiting more suitable shelter, so as to allow schoolchildren to return to their
classes.

U.S. Department of Agriculture (USDA) —Food Aid: InFY 1999, USDA allocated $14.79 million for the provision of
over 55,000 metric tons (MT) of food commodities to Georgia and provided a $5.0 million concessional food aid loan to
Georgia. Under its Section 416(b) Program, USDA provided 36,000 MT of wheat to the Georgian Government in FY

1999. In addition, USDA donated atotal of 46,883 MT of wheat and wheat flour under the Section 416(b) Program and
8,513 MT in food commodities under the Food for Progress Program for distribution through U.S. private voluntary organi-
zations (PVOs) in Georgia, as well as the United Nations World Food Program (WFP). The Section 416(b) deliveries were
divided among International Orthodox Christian Charities (I0CC), the United M ethodist Committee on Relief (UMCOR)
and the WFP. |OCC distributed 1,383 MT of flour to beneficiaries in southern and western Georgia, UMCOR monetized
8,000 MT of wheat to support its medical and credit programsin eastern Georgia, and the remaining 1,500 MT of Section
416(b) wheat flour was used by the WFP. Food for Progress deliveries were divided among |OCC, UMCOR and the Inter-
national Rescue Committee (IRC). 10OCC received 306 MT of kidney beans, 462 MT of rice and 2,550 MT of vegetable ail,
UMCOR used 1,195 MT of ail to support its above-mentioned programs, and IRC monetized 4,000 MT of soybeans to fund
an agricultural micro-credit initiative. In addition, Georgia received $10.00 million in export credit guarantees under
USDA’s GSM-102 Program.

USAID Support for the United Nations World Food Program (WFP): With USAID support, WFP provided supple-
mental rationsto 95,000 IDPsin eastern and western Georgia. Approximately 3,000 metric tons of the wheat flour distrib-
uted under this program was provided by the Georgian Government as afinal in-kind repayment for USAID wheat that the
Georgian Government had diverted from its intended recipientsin 1994. In addition, WFP food-for-work projects benefited
approximately 100,000 members of vulnerable households.

Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided amost $309 million in humanitarian assistance to Georgia. In FY 1999, the Office of the Coordinator of U.S.
Assistance to the NIS expended $3.10 million in transportation and grant funds to deliver $39.08 million in targeted hu-
manitarian assistance to the people of Georgia. This humanitarian assistance, which consisted of donated high-value phar-
maceuticals and other donated and U.S. Defense Department excess property (such as medical equipment, clothing, tents,
heaters, etc.), was provided primarily through the following U.S. PVOs: Counterpart International, A Call to Serve
(ACTY), International Relief and Development (IRD), CitiHope, and the World Council of Hellenes Abroad (SAE).

USAID Support for Salvation Army Feeding Programs: The economic downturn of 1998 has had a significant impact
on lives of those individuals who are the most vulnerable within Georgian society—elderly pensioners living by themselves.
In FY 1999, USAID supported the Salvation Army’ s establishment of a network of feeding kitchens, which provided warm
meals to 4,000 Georgian pensioners on a daily basis.

USAID Support for Youth Houses: With USAID funding, the United Methodist Committee on Relief (UMCOR) contin-
ued to support youth houses in Sukhumi (Abkhazia) and Thilisi that aim to provide a safe environment for youth, including
access to extra-curricular and academic activities and psychological counseling for post-war trauma victims. The Sukhumi
Y outh House was the first USAID assistance program in the war-torn region of Abkhazia. Additional funding enabled
UMCOR to support the opening of athird youth house in Zugdidi, which is located in the peacekeeping zone that separates
Abkhazian and Georgian forces.

Conflict Resolution Camp for Georgian and Abkhazian Youth: Following up on ahighly successful conflict resolution
camp held in summer 1998, the USAID-funded Academy for Educational Development (AED) sponsored two week-long
summer camps—one for 125 Abkhazian youth and one for 125 Georgian youth—with an emphasis on non-violent conflict
resolution. Out of these 250 participants, 50 children (25 from Abkhazia and 25 from el sewhere in Georgia) were selected
to attend a month-long, U.S.-based summer camp, which enabled the participants to acquire skills in conflict resolution and
helped establish contacts between ethnic Georgian IDP youth from Abkhazia and ethnic Abkhazian youth.
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USAID Health-Care Partnerships: InFY 1999, USAID expanded its existing hospital partnership program into a broader
program of health-care partnershipsin Georgia. Two new partnerships were formed outside Thilisi: onein Kutaisi, the
capital of the Imereti Region, focusing on primary health care, and another in the Mtskheta-Mtianeti Region, targeting
women's health. Two additional partnerships were also established in Thilisi. A partnership with Georgia s Centers for
Disease Control will emphasize training and the implementation of new infection-control policies and standards. A partner-
ship with the National Health Management Center (NHMC) will educate health system managers and administratorsin in-
stitutional development and health-care capacity-building. USAID also identified opportunities for supporting reform
within the Georgian Ministry of Health, providing health management training to regional health officials and supporting the
establishment of a modern blood bank in Thilisi.

Cross-Sectoral Programs

Eurasia Foundation: InFY 1999, the Eurasia Foundation awarded $970,000 in grants to Georgian NGOs working in the
areas of civil society-building, private enterprise development and public administration and policy. In October 1998, the
Eurasia Foundation initiated a South Caucasus Synergy Program designed to facilitate greater contact and cooperation
among leading NGOs in Armenia, Azerbaijan and Georgia through support for cross-border projectsin such areas as busi-
ness development, legal reform, civil society-building, and public administration. (Please see Eurasia Foundation section in
Part |11 of this report.)

Preview of FY 2000 Programs

In December 1999, the U.S. Ambassador to Georgia presented President Shevardnadze with alist of priority reforms that
would be supported by U.S. Government-funded assistance in 2000. The list highlighted four areas: the creation of a Geor-
gian Government agency to combat corruption, the enhancement of tax and customs revenue collection, reform of the civil
service, and control and audit of budget expenditures. In FY 2000, the U.S. Government will continue to focus attention on
anti-corruption effortsin Georgia. The U.S. Department of Justice (DOJ) sponsored a week-long assessment of Georgia’'s
Chamber of Control (the equivalent of the U.S. General Accounting Office or GAO) in November 1999, which involved
representatives from USAID, GAO, and the U.S. Department of the Treasury. In FY 2000, the U.S. Government will help
to strengthen, reform and improve the Chamber of Control. DOJ will support the reform of Georgia's procuracy by helping
to initiate qualification testing for prosecutors, and will continue to help its Georgian counterpartsin their efforts to combat
corruption. The U.S. Government will encourage the creation of a governmental anti-corruption agency by providing leg-
idative drafting assistance and public education efforts to generate political support for the concept. In addition, USAID is
in the process of designing a major local governmental reform program.

Among the programs to be organized by the U.S. Embassy’ s Public Affairs Officein FY 2000 will be a program to foster
Internet connectivity between Georgiaand Abkhazia. In addition, the State Department’ s Bureau of Educational and Cul-
tural Affairs (formerly USIA) will implement a program to help develop a Western-style school of journalism in Thilisi that
will offer a one-year master's degree certificate.

In FY 2000, under the Expanded Threat Reduction Initiative (ETRI) implemented by the Departments of Defense, Energy
and State, the U.S. Government will continue to support the Georgia Border Security and Law Enforcement Program, in-
cluding additional equipment and training programs, possibly additional helicopter support and additional assistance for a
communication system along Georgia’'s northern border. The U.S. Government has allocated an excess U.S. Coast Guard
82-foot patrol boat to the Georgian Coast Guard. The BSLE Program will provide approximately $250,000 to cover the
costs associated with the transfer of the vessel, which is scheduled for late June 2000. In addition, scientific collaboration
programs will continue to help prevent proliferation of weapons expertise and redirect former Soviet weapons expertsto
peaceful pursuits. In FY 2000, the U.S. Government has a so offered to provide military relocation assistance to facilitate
the removal of Russian forces from Georgia.

KAZAKHSTAN

Political and Economic Overview
Although political reform was problematic in Kazakhstan during FY 1999, important economic reforms were implemented.

According to the Organization for Security and Cooperation in Europe (OSCE), the country’s January 1999 presidential
electionsfell “far short" of its OSCE commitments. The OSCE judged Kazakhstan’s October parliamentary elections to be
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an improvement over the presidential elections and a "tentative" step forward towards international democratic norms, but
determined that they nevertheless fell short of Kazakhstan's OSCE commitments. Kazakhstan's economic performancein
the first part of 1999 was sluggish, reflecting the continuing difficulties caused by the 1998 financial crisesin Russiaand
Asia. However, after the Government of Kazakhstan abandoned its fixed foreign-exchange rate for the national currency
(the tenge) in April, Kazakhstani goods became more competitive on the world market. World prices for energy and raw
minerals increased, and Russian demand for Kazakhstani products picked up. Kazakhstan enjoyed arecord wheat harvest in
1999. Asaresult of these positive devel opments, the country’ s expected 1999 GDP growth rate balanced out to a 0.6-
percent increase. The International Monetary Fund's (IMF) program for Kazakhstan had been suspended in December
1998, after government expenditures significantly exceeded spending targets in the run-up to the presidential election. To
address declining revenues, the government trimmed budget spending, the budget deficit, and wage and pension arrears. As
aresult of these actions, the IMF approved a $453 million Extended Fund Facility for Kazakhstan in mid-December 1999.

Overview of U.S. Government Assistance

In FY 1999, the U.S. Government provided an estimated $78.43 million in assistance to Kazakhstan, including $47.82 mil-
lionin FREEDOM Support Act funds, $16.64 million in other U.S. Government funds, and $13.97 million in U.S. Defense
Department excess and privately donated humanitarian commodities. USAID development assistance, which accounted for
approximately $33.8 million, focused on economic restructuring, democracy and governance, social transition, and energy
and environment. In particular, USAID assistance sought to improve the regulatory environment and technical infrastruc-
ture required for a competitive securities market, a healthier banking sector and a reformed pension system, as well as pro-
moting health-care and local government reform. In the health sector, USAID concentrated its efforts on combating tuber-
culosis and improving health finance and policy. U.S. Government-funded democracy programs sought to strengthen inde-
pendent media and civil society in Kazakhstan. Programs focusing more broadly on the entire Central Asian region sought
to improve regional cooperation in solving environmental and energy-related issues such as multilateral water resource
management. In addition to encouraging energy-sector restructuring and promoting the adoption of market-based tariff
structures, USAID also supported the Kazakhstani Government's efforts to join Annex One of the Kyoto Protocol and par-
ticipate in global climate change mitigation activities. The U.S. Government’s Regional Initiative in Atyrau was operational
through its local representational office, and was already having an impact in the areas of health care, business devel opment
and local government.

Trade and Investment Programs

Support for WTO Accession, Commercial Law Reform: InFY 1999, U.S. Government-funded trade and investment
programs promoted market reform and commercial law reform in Kazakhstan by supporting the country’s efforts to accede
the World Trade Organization (WTO). USAID-funded advisors promoted the adoption of sound fiscal policies and man-
agement practices, the accelerated devel opment and growth of private enterprise, and the development of a more competi-
tive and market-responsive private financial sector. Progress towards meeting these objectives was satisfactory in FY 1999.
Substantial progress was made in establishing alegal framework for Kazakhstan’s WTO accession, although it remainsto
be seen whether Kazakhstan will be willing to join the WTO ahead of Russia. In addition to passing all of the legislation
needed to accede to the WTO, the Kazakhstani Government made a commitment to submit all of the remaining documents
required for WTO accession, including a customs code, alaw on subsidies and countervailing duties, and an anti-dumping
law. USAID-funded advisors also continued to help Kazakhstani policymakers draft rules and regulations for licensing.
USAID, in cooperation with the U.S. Commercial Service, achieved limited success in loosening the regulations for a new
and restrictive work-permit regime for foreign workers in Kazakhstan.

USAID Business and Economic Development Programs

Progress towards meeting the U.S. Government's business and economic devel opment objectives for Kazakhstan was gener-
ally satisfactory in FY 1999, with afew areas exceeding expectations. For example, the economic reform and business de-
velopment activities being implemented under the U.S. Government’ s Regional Initiative in the important Atyrau Region
were achieving a significant impact in areas such as enterprise accounting, municipal finance and promotion of private en-
terprise. Significant progress also continued to be made in banking reform, as Kazakhstani banks adopted international
norms. In the area of fiscal policy, progress was made in tax administration and in the adoption of program budgeting.

USAID Pension-Reform Programs: In January 1999, Kazakhstan's private pension system, which was developed with

substantial assistance from USAID, celebrated its first anniversary. The new system has operated without any structural
breakdowns, providing returns and participation at alevel higher during its first year than in Latin American countries that
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have implemented similar reforms. 1n 1999, USAID worked with the Ministry of Finance to establish an Actuarial Depart-
ment and helped it produce its first annual actuarial report, which was a prerequisite for the World Bank’ s release of a $100
million loan to pay off al arrearsin the so-called “ solidarity” system. USAID-funded advisors provided draft plans to unify
the three regulatory bodies and options for privatizing the State Accumulation System. In addition, USAID designed and
implemented a public relations/education initiative that included three-day conferences, workshops and seminarsin 10 cities
and provinces. USAID also provided extensive legal and regulatory information to the National Bank, Ministry of Labor
and Social Protection, National Securities Commission, the Committee to Regulate the Activities of Accumulation Pension
Funds, and the State Center for Benefit Payments. Over half of all pension contributions are now flowing into private funds.
To offer investment diversification options to the pension funds, USAID began providing corporate-finance and invest-
ment-banking advice to the market participants, to introduce additional financial instruments such as investment-quality
stocks, depository receipts, and corporate and mortgage-backed bonds.

USAID Accounting-Reform Programs. Kazakhstan continued to lead the NIS countries in accounting reform in FY
1999. USAID-funded advisors helped the Government of Kazakhstan adopt an auditing law that gives standard-setting,
auditor-qualification and -certification authority to a self-regulatory organization. In addition, the advisors helped the Ka-
zakhstani Government introduce a modern accounting curriculum in the country’ s universities.

USAID Support for Micro-Enterprise Development: In FY 1999, the U.S. Government continued to support micro-
enterprise development in Kazakhstan. Using loan funds from the Central Asian - American Enterprise Fund (CAAEF),
Mercy Corps International (MCI) operated a micro-credit program in Almaty, issuing loans ranging from $1,000 to
$25,000. The CAAEF also continued to expand its lending activities in Kazakhstan to small and medium-sized enterprises.
The micro-credit program of the Kazakhstan Community Loan Fund (KCLF) in Taldy Korgan, which was established with
USAID support, became financially sustainablein FY 1999. KCLF makes loans averaging less than $300 to alow-income,
predominantly female clientele.

Training, Exchange and Educational Reform Programs

Since FY 1993, U.S. Government-funded exchange programs have brought over 2,700 citizens of Kazakhstan to the United
States for short-term professional or long-term academic training, including over 500 in FY 1999 alone. These programs
give participants an opportunity to develop their skills and establish valuable contacts with U.S. counterparts.

USAID Training: InFY 1999, USAID short-term training programs continued to provide important support to reform-
minded mid- to senior-level Kazakhstani |eaders and professionalsin areas directly relevant to political and economic re-
form. In FY 1999, USAID trained over 600 Kazakhstanis (including over 270 women): 80 of them in U.S.-based programs,
over 70 in third-country programs and 460 in in-country programs. Of thistotal, over 450 participants received training in
the area of economic restructuring, over 75 in democratic reform, and over 50 in socia stabilization. USAID has started
placing a greater emphasis on more cost-effective in-country training programs and on training trainers rather than ssimply
training individual participants. For example, university professors from throughout Kazakhstan participated in a USAID-
sponsored five-week course on the country’s newly introduced accounting curriculum. These professors are now using their
new skills to teach international accounting in their homeinstitutions. In addition, USAID provided support to faculty
members of the accounting department at the Kazakhstan Institute of Management, Economics and Strategic Research
(KIMEP), the country's premier business school. After receiving USAID training, aworking group of environmental or-
gani zations has been operating for two yearsin the area of global climate change. A continuing series of USAID-supported
judicial conferences resulted in the formation of an independent association of judges, and a training program on women in
politics prepared several female candidates to run for office in municipal and parliamentary elections and to participate in
televised political debates. In addition, in October 1999, nine senior-level government officials and representatives of non-
governmental organizations (NGOs) participated in USAID's Lessonsin Transition conference in Warsaw, which gave them
an opportunity to share their professional experiences with leaders from other NIS countries.

U.S. Information Agency (USIA) Exchanges: In FY 1999, USIA exchange programs continued to support democratic
institution-building and the transition to a free-market economy in Kazakhstan. These programs focused on independent
media, educational and legal reform, NGO leadership development, grassroots participation in the political process, leader-
ship training for women, Internet access and distance learning, small business and entrepreneurial development, public ad-
ministration, English language teaching and American studies. Over 380 Kazakhstanis traveled to the United Statesin FY
1999 on USIA exchange programs, roughly half on them on academic exchanges and half of them on professional ex-
changes. Approximately 100 Kazakhstani graduate, undergraduate and high school students participated in long-term ex-
change programs, and approximately 25 university professors gained experience in research, teaching and curriculum de-
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velopment in the United States under the Fulbright, Regional Scholars Exchange, and Junior Faculty Development Pro-
grams. In addition, over 100 Kazakhstani professionals participated in U.S.-based internships and training programsin
fields such as business, public administration, media, and women'’s leadership, and 80 senior-level professionals traveled to
the United States under USIA’ s International Visitors (1V) Program to explore issues related to democratic and economic
reform.

USIA University Partnerships: In FY 1999, USIA’s NIS College/University Partnership Program continued to promote
self-sustainabl e, long-term relationships between Kazakhstani and U.S. universities, thus encouraging a viable exchange of
information and scholars on arange of important issues, including public administration and finance. USIA launched two
new university partnerships supporting curriculum and institutional development. Indiana University at Bloomington began
a cooperative program to strengthen the law curriculum at Adilet Higher Law School, and in support of the U.S. Govern-
ment’s Regional Initiative in Atyrau, San Diego State University launched a program in management for energy-related
fieldsin cooperation with Atyrau’s Qil and Gas Institute.

USIA Internet Accessand Training Program (IATP): In FY 1999, IATP continued to support a public-access I nternet
sitein Almaty that provides direct Internet access for avariety of users, especialy Kazakhstani alumni of U.S. Government-
funded exchange programs, thereby helping them maintain and develop their contacts and broaden their professional hori-
zons upon returning home. 1ATP also made distance learning available to people who would not otherwise have had the
opportunity to access higher education in the United States.

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: In FY 1999, USDA’s Cochran Program
continued to support agricultural reform in Kazakhstan, organizing short-term exchange programs for atotal of 17 Ka-
zakhstani agriculturists.

U.S. Department of Commer ce — Special American Business Internship Training (SABIT) Program: In FY 1999, the
SABIT Program provided internships for 15 Kazakhstani participants. (Please see the U.S. Commerce Department - SABIT
section in Part 111 of thisreport.)

Democracy Programs

Democracy Fund Small Grants Program: In FY 1999, the U.S. Embassy’s Democracy Commission continued to serve
as aflexible, rapid-response mechanism for supporting democratic institution-building at the grassroots level, awarding 10
grants totaling approximately $80,000 to local NGOs working in such areas as business development, legal and social is-
sues, media, and women’ S issues.

USAID Election-Related Assistance: In the wake of Kazakhstan's flawed January 1999 presidential elections, USAID
proceeded cautiously in the area of election-related assistance, providing only voter education and domestic observer train-
ing for the October 1999 parliamentary elections. Asaresult of U.S. and international urging, Kazakhstan's new election
law included some positive changes. The Government of Kazakhstan removed participation in an unsanctioned public gath-
ering from the list of administrative offenses that could disqualify candidates from running—an offense that had eliminated
virtually the entire opposition from the presidential elections. In addition, the government lowered registration fees for can-
didates and removed the requirement of 50-percent voter turnout for electionsto be considered valid. Despite these im-
provements, however, the parliamentary el ections were significantly flawed.

USAID Citizen Participation Programs: InFY 1999, USAID’s citizen participation programs in Kazakhstan were fo-
cused on creating an environment that fosters NGO devel opment, rule of law, freedom of information and citizen participa-
tion. Technical assistance in this area was focused on public policy advocacy and “social partnerships’ that create links
between NGOs, government, mass media and private businesses. USAID provided grants to Kazakhstani NGOs to imple-
ment projects in each of these areas. USAID also sought to help create alegal framework conducive to NGO devel opment.

USAID-sponsored information and resource centers disseminated information about NGO legislation, and served as afocal
point for the local NGO community to share ideas and receive training. Partnership programs helped local NGOs exchange
ideas with colleagues in other countries. Asaresult of these efforts, Kazakhstani citizen groups increasingly voiced their
views on critical socia issues such as payment arrears and land privatization. In addition, USAID helped increase citizen
participation in the legidative process, helping NGOs provide input in the process of drafting alaw on land, an NGO law, a
mass media law, alaw on disabilities, an election law, and an agrarian code. However, Kazakhstani NGOs continued to
have trouble overcoming the challenge of constituency-building, which continued to impede their ability to have a greater
impact on government reforms.
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USAID / USIA Independent Media Programs: |n comparison with other areas, USAID’ s programs to promote inde-
pendent media made relatively less progressin FY 1999. Government pressure and self-censorship continued to hamper the
quality and content of news. During the periods prior to the presidential and parliamentary elections, Kazakhstan's inde-
pendent television stations reported that state security officials instructed them not to broadcast information on opposition
candidates. To promote the establishment of an enabling legal environment that respects freedom of the press, USAID and
USIA supported the efforts of independent media outlets to comment on the recently adopted law on mass media.

USAID Legidative Drafting and Judicial Training Programs: InFY 1999, USAID continued to provide legislative
drafting and judicial training assistance to Kazakhstan, helping the Government of Kazakhstan establish alegidative draft-
ing center.

Law Enforcement / Counter-Nar cotics Programs; In FY 1999, the State Department’s Bureau of International Narcotics
and Law Enforcement Affairs (INL) trained some 100 Kazakhstani officials from the Ministry of Internal Affairs, the procu-
racy, the courts, the Presidential Administration, the Customs Committee, the Border Guards, the Ministry of Justice, the
Tax Police and the Committee for National Security. The main objective of these training programs was to help Ka-
zakhstani officials combat the growing regional threat of narcotics trafficking and the associated problems of organized
crime, corruption, money laundering and drug abuse. INL training programs al so promoted the rule of law and cooperation
among law enforcement agencies. In addition to conducting training in Kazakhstan, INL also sponsored the participation of
Kazakhstani officialsin regional conferences. Training topics included money laundering, case management, and various
areas of forensic analysis, and training was accompanied by equipment donations. Kazakhstani officials also participated in
asister-city exchange program on domestic violence, and a needs assessment program at the International Law Enforcement
Academy in Budapest. In addition, 60 teachers from throughout K azakhstan were trained in the implementation of a drug-
abuse prevention curriculum in cooperation with the United Kingdom and the United Nations Drug Control Program.
Training planned for FY 2000 includes such topics as corruption, intellectual property crimes, anti-crime strike forces and
task forces, and combating organized crime, as well as further training in counter-narcotics measures, combating money
laundering, and forensic analysis.

Security Programs

Asaformer nuclear weapons state with nuclear reactors, and an inheritor of Soviet biological and chemical weaponsinfra-
structure and expertise, Kazakhstan has the potential to be a source or transit country for weapons-of-mass-destruction
(WMD) materias and technology and for conventional weapons transfers to countries of proliferation concern. In FY 1999,
U.S. Government-funded programs hel ped reduce threats of proliferation; ensure the security of nuclear materials at nuclear
power, research and production facilities, enhance export controls; and redirect former Soviet weapons expertise to peaceful
projects. Kazakhstan has made major effortsin WMD nonproliferation, and following the discovery in 1999 of Ka-
zakhstan' s transfer of MiG-21'sto North Korea, cooperative nonproliferation efforts with Kazakhstan have also been fo-
cused on conventional weapons transfers.

In FY 1999, U.S.-Kazakhstani security cooperation was focused on a number of objectives: (1) developing effective export
control systemsto prevent the proliferation of weapons of mass destruction or destabilizing transfers of conventional arms;
(2) assisting with the establishment of professional armed forces capable of operating alongside NATO forcesin
peacekeeping, search and rescue or humanitarian operations; (3) enhancing the Kazakhstani Armed Forces' support for
democratic and economic transition; (4) enhancing Kazakhstani counter-narcotics capabilities; and (5) strengthening Ka-
zakhstan' s relations with multilateral organizations.

U.S. Department of Defense (DoD) Defense Reform I nitiatives: Initiativesin Kazakhstan in FY 1999 included a defense
resource management study and exchange programs focusing on defense planning, defense resource planning, a defense
logistics information, and defense-related environmental issues.

DoD Military-to-Military Contact Program: Multi-level military-to-military contacts and participation in routine bilat-
eral and multilateral exercises served to integrate Kazakhstani military personnel into Western military operations and pro-
mote the modernization of Kazakhstani equipment and training in accordance with NATO models. Some 25 bilateral ac-
tivities were completed in 1999 at atotal cost of $415,000, including the visit of the commanding general of CENTCOM to
Kazakhstan in December. Another 48 contact events are scheduled for 2000. The Kazakhstani military continued to de-
velop its peacekeeping battalion under the Central Asian Peacekeeping Battalion (CENTRASBAT). Kazakhstani military
leaders participated in a command post exercise along with Uzbek and Kyrgyz military leaders at U.S. Central Command

39



(CENTCOM) Headquartersin spring 1999. These contacts encouraged the development of professional and apolitical
armed forces capable of legitimate self-defense—thus promoting stability—and capable of contributing to international
peacekeeping operations. These contacts also hel ped develop long-term institutional relationships between Kazakhstan and
the United States, promoting substantive professional dialogue on important defense and military topics.

International Military Education and Training (IMET) Program: U.S. Government-funded Internationa Military
Education and Training (IMET) programs promoted democratic and free-market concepts in the operations of Kazakhstan's
armed forces. In addition, a partnership with the Arizona National Guard enhanced disaster preparedness and actively
showed how the citizen-soldier concept functions in a democratic system. Kazakhstan was allocated $564,000 for IMET
programsin FY 1999, which it mainly used to fund English language training, as well as U.S.-based military training for 14
Kazakhstanis. In FY 2000, the focus of Kazakhstan's IMET programs will change to basic non-commissioned officer
(NCO) and officer courses to enable the Kazakhstanis to establish a professional military force.

Foreign Military Financing (FMF) Program: By playing anincreasingly active rolein NATO's Partnership for Peace
(PFP) Program, Kazakhstan strengthened its ties with NATO, as well as with other PFP participants. In FY 1999, Ka
zakhstan was allocated $1.8 million in FMF funds. Two active FMF transactions included 250 flight suits, of which 200
were delivered and 50 are due to arrive in March 2000. A computer-based interactive language laboratory and an English
language audio laboratory were also procured using FMF funds. In addition, the Government of Kazakhstan expressed in-
terest in FM F-funded medical equipment for a proposed military hospital in the country’s new capital, Astana, and submit-
ted aletter of request to renovate its linguistic training center for atotal of $125,000.

Excess Defense Articles (EDA): InFY 1999, the U.S. Government allocated a U.S. Coast Guard 180-foot Bal sam-class
buoy tender to Kazakhstan's Border Guards. The transfer of the vessel is on hold, pending the Kazakhstani Government’s
providing the assurances required to receive EDA. The U.S. Embassy in Almaty will continue to work with its Kazakhstani
Government counterparts to facilitate the delivery of the vessel in 2000.

DoD Cooperative Threat Reduction (CTR or “Nunn-Lugar”) Program: Through FY 1999, $154 million has been ob-
ligated and over $136 million disbursed for Kazakhstan under the CTR Program. In FY 1999, the CTR Program continued
to help Kazakhstan eliminate infrastructure of the former Soviet biological weapons (BW) production facility at Step-
nogorsk. CTR also completed the sealing of 180 out of the 181 nuclear test tunnels at Degelen Mountain and all of the test
bore-holes at Balapan. In addition, CTR completed an assessment and preparation for elimination of liquid rocket fuel and
associated infrastructure at intercontinental ballistic missile (ICBM) bases and the Chagan Aerodome. Completion of the
elimination processis dated for FY 2000.

Export Control and Nonproliferation Programs: The U.S. Department of Commerce organized three regiona and bilat-
eral conferences on various aspects of export control and nonproliferation, both in Washington and in Kazakhstan in 1999.
A total of fourteen Kazakhstani Government officials participated in one or more of these conferences.

Nonproliferation of Weapons Expertise: Through the State Department-supported International Science and Technology
Center (ISTC) in Moscow, a number of projects were approved and funded to redirect biological weapons (BW) expertise
from the Stepnogorsk facility in Kazakhstan to peaceful civilian research and development activities as part of the multi-
agency Stepnogorsk Initiative. Research projects were also funded in 1999 under the U.S. Civilian Research and Develop-
ment Foundation (CRDF). Six projects under the U.S. Energy Department’ s Initiatives for Proliferation Prevention (IPP)
Program were delayed during the year over issues of taxation of assistance, which were resolved at the end of the year.

Energy and Environmental Programs

USAID Energy-Sector Programs: InFY 1999, USAID’s efforts to promote energy-sector reform in Kazakhstan were
focused on developing an effective policy framework for an environmentally sound, regionally efficient, and market-
oriented energy sector, which will help reduce economic and political tensions generated by cross-border environmental
disputes. Progress towards these objectives exceeded expectationsin FY 1999, although the repeated reorganization of the
Kazakhstani Government and the resulting turnover of senior officials hindered efforts to create an effective policy frame-
work. USAID-funded advisors helped Kazakhstan’s Ministry of Energy, Industry and Trade (MEIT) and the Ministry of
Environment and Natural Resources (MENR) adopt new rules and regulations for the licensing and environmentally safe
operation of petroleum drilling and pipeline transport facilities. In the electricity sector, the sale of the remaining ten per-
cent of sharesin Kazakhstan's el ectric-power generation system has been delayed until mid-2000. With USAID support, the
U.S. Energy Association (USEA) initiated four partnerships with U.S. energy operators: one between the Kazakhstani Anti-
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Monopoly Committee and the I1linois Commerce Commission; one between the public-sector Kazakhstan Electric Grid and
Operation Company (KEGOC) and California Electricity providers; one between the private-sector Kazakhstan Electricity
Association, the Edison Ingtitute and the Pennsylvania Utilities Association; and one between MEIT, MENR and the Ala-
bama Oil and Gas Board.

USAID Environmental Programs: InFY 1999, USAID’s efforts in the environmental sector achieved significant results
in Kazakhstan. Inthe area of global climate change, USAID supported an analysis that enabled the Government of Ka-
zakhstan to sign Annex One of the Kyoto Protocol. USAID-funded experts trained government officials from MEIT,
MENR and the Ministry of the Economy in emissions monitoring and forecasting and the use of macroeconomic models
related to energy use. Inthe area of local water management, USAID, World Bank and Asian Development Bank special-
ists helped draft legidation to create alegal framework for the functioning of water user associations, which was subse-
quently presented to the government. A pilot water user-group project was initiated in a farming community near Almaty.
In the area of regional water management, Kazakhstani Government officials participated fully in USAID-supported efforts
to improve trans-boundary management of shared water systems. With USAID assistance, the Kazakhstani Government
developed a water-use optimization model for the Syr Darya Basin, adopted a uniform system to cal cul ate operation and
maintenance costs for shared basin facilities, and fully implemented the 1998 Water and Energy Exchange Agreement. Ka-
zakhstani officials also participated in the Energy- and Water-Use Roundtable, which met regularly to resolve regional wa-
ter and energy resource management i ssues.

Social Sector and Humanitarian Programs

USAID Health-Care Reform Programs: InFY 1999, USAID’s health-care reform efforts sought to increase the effi-
ciency and effectiveness of Kazakhstan's health-care system and develop private-sector health-care capacity by introducing
cost-effective reform models, helping to build a policy consensus and legal framework for health-care reform, providing
technical assistance to develop and implement specific interventions, providing training and informing the public about the
impact of the reforms. Increased involvement of physicians and consumers was already evident in USAID's two demon-
stration sites in Kazakhstan. Newly trained family physicians organized non-governmental professional associationsto re-
solve problems jointly and to influence government policy decisions. A public information and marketing campaign spon-
sored by USAID resulted in more than 75 percent of the population of Zhezkazgan enrolling in afamily group practice. A
consumer health telephone hotline was expanded to 10 cities in Kazakhstan, providing free information to callers on topics
such as reproductive health and women's health. Abortion as a method of birth control continued to declinein FY 1999, as
other methods of birth control became more widely known. In response to a pro-population-growth movement initiated by
the Kazakhstani Government, USAID sought to increase national and oblast (regional) officials' understanding of the im-
pact and long-term consequences of the policies they were advocating, by training them to use a computer-based program
called Spectrum, which allows policymakers to project population trends and the impact they will have on government ex-
penditures. The Spectrum software was well received by senior-level government officials. In addition, two new USAID-
funded health partnerships were initiated in Kazakhstan in FY 1999: one between the Almaty School of Public Health and
Virginia Commonwealth University and one between the Pittsburgh Mercy Health System and a yet-to-be-determined fam-
ily group practice sitein Astana.

U.S. Department of Agriculture (USDA) — Food Aid Programs: InFY 1999, USDA allocated $6.88 million for the
provision of approximately 7,300 metric tons of food commodities to Kazakhstan. Under its P.L. 480, Title Il Food for
Progress Program, USDA provided 3,000 metric tons of U.S. soybean meal and 4,300 metric tons of U.S. corn oil valued at
$5.6 million. Winrock International and Mercy Corps International administered this commodity monetization program,
whose proceeds were used to fund micro-lending to local farmers. As part of the American Red Cross' s Aral Sea Region
Program, Kazakhstan received over $1.28 million in food aid under USDA's Food for Progress Program and almost
$257,000 through USDA’ s Section 416(b) Program in support of direct-feeding initiatives. In addition, under USDA’s
GSM-102 export credit guarantee program, Kazakhstan imported 10,000 metric tons of U.S. chicken legs valued at $10
million, the sale of which was financed by a one-year credit from Citibank.

Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided over $156 million in humanitarian assistance to Kazakhstan. In FY 1999, the Office of the Coordinator of U.S.
Assistance to the NIS expended $ 1.17 million in transportation and grant funds to deliver $13.97 million in targeted hu-
manitarian assistance to the people of Kazakhstan through U.S. private voluntary organizations (PVOs). The bulk of this
assistance consisted of U.S. Defense Department excess property identified by the Counterpart Humanitarian Assistance
Program (CHAP) and delivered under Operation Provide Hope.
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Cross-Sectoral Programs

Eurasia Foundation: InFY 1999, the Eurasia Foundation awarded 26 grants totaling $960,000 in support of private en-
terprise development, public administration and policy, and civil society in Kazakhstan. (Please see Eurasia Foundation
section in Part 111 of thisreport.)

Peace Corps: InFY 1999, Peace Corps programs in Kazakhstan concentrated on four sectors: teaching English as afor-
eign language, economic devel opment, public health and environmental education. As of the end of FY 1999, 113 Peace
Corps volunteers (PCV's) were serving two-year terms of servicein 13 of Kazakhstan’s 14 oblasts (regions), working with
Kazakhstani colleaguesin local organizations. Since 1993, more than 400 PCV's have served in Kazakhstan.

Teaching English asa Foreign Language (TEFL): TEFL volunteers provided assistance with English-language
teaching and educational resource development. The majority of TEFL volunteers were teaching secondary school stu-
dents, while others taught English at the university level. In addition, TEFL volunteers conducted workshops for local
teachers on using different methodol ogies and content-based lessons, helped write grant applications, and helped obtain
accessto information. In collaboration with the Soros Foundation, PCV's helped establish English teachers' associa-
tions and resource centers and trained local teachersto run NGOs. With support from PCVs, local teachers and school
staff developed planning and fund-raising skills that will help their associations and NGOs to achieve self-
sustainability. PCVs have provided information resources, consulting and training assistance to seven information re-
source centers throughout Kazakhstan, which were originally established to support learning of the English language,
but have become a source of information on a variety of subjects and can serve awider-ranging clientele. The main
problems faced by TEFL volunteers continued to be resistance to change, restricted resources and alack of local funds.
However, as aresult of being exposed to the PCVs' positive "can-do" attitude, local teachers and principals became
more open to new ideas and made considerable changes and improvements to their curricula, libraries and teaching
techniques. TEFL volunteers also demonstrated creativity and resourcefulness—skills that local community activists
desperately need.

Economic Development Volunteers: Knowledge of Western business practicesisin great demand in Kazakhstan, and
there continues to be alack of local teachers trained in these subjects. Since 1993, economic development PCV's have
been teaching Western business techniques to Kazakhstani entrepreneurs and students in secondary and post-secondary
institutions. In just over six years, economic development PCV s have taught business skills to over 2,000 Ka
zakhstanis. Students, teachers and entrepreneurs have learned a range of Western business skills ranging from business
plan creation, small-business start-up and sustainability to the more general transfer of knowledge of business-related
subjects. Economic development PCV's serving in school s were teaching marketing, finance, accounting and econom-
ics, and were received by the schools with great enthusiasm, as the only development assistance group in Kazakhstan
with knowledgeabl e individuals teaching these subjects on along-term basis.

Public Health Volunteers: Public health PCVs focused on maternal, child and youth health, including HIV/AIDS
awareness, sex education, and the transition from curative medicine to preventive health care. PCV's helped develop
family practice concepts, as well as the organizational and management skills of nascent health NGOs and family prac-
tice clinics. In addition to working in AIDS centers, clinics and local NGOs, PCV's also implemented independent sec-
ondary projects such as teaching health classes in schools, organizing community events for occasions such as World
AIDS Awareness Day and health fairs.

Environmental Education Volunteers: Environmental education PCVsworked in Kazakhstani secondary schools,
universities and NGOs, helping local teachers develop environmental curricula, with an emphasis on training teachers
in how to take into account the "learning cycle" when planning lessons. The PCV's also helped establish and manage
environmental NGOs, providing training and start-up assistance to NGO members, including assistance with project
planning and management. With resources provided by the PCV's, these NGOs were able to increase their contacts with
other Kazakhstani and international environmental NGOs, giving them access to updated environmental data, tech-
niques and information; additional staff training; and project funding. PCVs conducted a variety of environmental
projectsin their host communities, such as summer ecological camps, Earth Day events, cleaning riverbanks and other
environmental awareness projects. PCVs also helped implement the U.S. Government-supported GL OBE environ-
mental education program by training teachers to use the GLOBE Program.
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Preview of FY 2000 Programs

In FY 2000, the U.S. Government will continue to provide assistance to Kazakhstan in the areas of economic and financial
reform, environmental management, health sector reform, local government and civil society building. USAID plansto
place an increasing emphasis on activities that have the greatest impact on the population. In the area of economic and fi-
nancial reform, USAID will broaden and deepen its support for economic education programs and will seek opportunities to
develop private enterprises. A number of activities, including capital markets development, and commercial law drafting
and training support programs have been quite successful and are expected to close out. In the area of energy and environ-
ment, USAID will consider a public education program to raise the consciousness of government officials and citizens on
the necessity of market-oriented pricing, energy regulations and energy conservation and efficiency awareness. USAID will
also seek to promote improved water usage and reduced environmental effects of Caspian oil development. In the area of
democracy-building, USAID plansto reduce el ection-related assistance, expand its independent media support to include
new approaches to information dissemination, and localize and speciadize its civil society activities. USAID’slocal gov-
ernment program will continue to build the institutional capacity and increase the autonomy of local government institu-
tions. Effortsto incorporate infectious disease control and reproductive health effortsinto an integrated family group prac-
tice (FGP) modd will continue, and USAID will work closely with the World Bank asiit replicates USAID’s FGP model to
additional oblasts (regions) throughout the country. Rational pharmaceutical management will be integrated into USAID’s
existing health portfolio along with the establishment of two new health partnerships. Training and exchanges will continue
to support USAID technical assistancein all sectors.

Under the multi-agency Expanded Threat Reduction Initiative (ETRI) implemented by the Departments of Defense, Energy
and State, the U.S. Government will increase assistance to prevent the proliferation of weapons of mass destruction (WMD),
weapons technology and expertise in Kazakhstan in FY 2000. Expanded scientific collaboration programs will help prevent
the proliferation of weapons expertise and redirect former Soviet biological weapons (BW) experts in Kazakhstan to peace-
ful pursuits, with a particular emphasis on scientists from the Stepnogorsk facility. Emphasis will also be placed on en-
hancing Kazakhstan's export controls and border security by providing additional equipment and training.

KYRGYZSTAN

Political and economic reform continued in Kyrgyzstanin FY 1999, although for the most part, the easy gains of reform had
already been achieved. An armed insurgency in southern Kyrgyzstan, continuing economic decline, an overwhelming for-
eign debt burden and preparations for parliamentary and presidential electionsin 2000 placed difficult challenges before the
Kyrgyz Government and people.

Political Overview

On the palitical front, the most significant event of the year was Kyrgyzstan's successful expulsion of armed insurgents who
entered the southern region of the country near Batken in late August. The insurgents captured 13 Kyrgyz and four Japa-
nese hostages. With assistance from neighboring states, the Kyrgyz Armed Forces managed to push the insurgents out of
the country with minimal use of force and relatively low loss of life, and all of the hostages were released unharmed. Al-
though the Kyrgyz Government succeeded in pushing out the insurgents, Kyrgyzstan's porous southern border with Tagjiki-
stan makes their re-infiltration a strong likelihood in spring 2000, when the mountain passes will once again be passable.
Elections held on October 17, 1999, for newly created local government councils marked the first use of the 1999 revised
electoral code. Also for the first time, independent non-governmental organization (NGO) observers were deployed at
polling sites, and they reported some irregularities with the conduct of the elections. In late 1999, preparations for the par-
liamentary €elections scheduled for February 20, 2000, were well under way.

In FY 1999, the Kyrgyz parliament continued to be one of the most active and independent in the NIS, regularly overriding
presidential vetoes and passing legidation that the executive branch did not favor. The pressin Kyrgyzstan also remained
among the freest in the NIS, although in 1998 the parliament vetoed by alarge margin a draft bill introduced by President
Akayev which would have removed libel from the criminal code and placed it under the civil code. Nevertheless, there
were no journalistsin prison for libel in FY 1999. Religious tolerance was widely practiced, although some religious groups
occasionally experienced bureaucratic difficultiesin trying to register. The courts began operating on a budget independent
of the executive branch, and an independent bar association was established to regulate lawyers standards. Nonetheless, the
judicia branch remained Kyrgyzstan's weakest branch of government.

43



Economic Overview

On the economic front, Kyrgyzstan is alandlocked country with limited natural resources and limited industrial production.
To complicate matters, those segments of the population who are not directly benefiting from Kyrgyzstan's economic re-
forms remain a potent political force. Since half of Kyrgyzstan's foreign trade continued to be with Russiain FY 1999, its
economy—Iike that of other NIS countries—was severely affected by the Russian economic crisis, although Kyrgyzstan's
fully convertible currency and fully independent economic policy did mitigate some of the effects of the crisis. Neverthe-
less, the gradual decline of inflation that Kyrgyzstan had enjoyed throughout FY 1997 reversed itself, annualized interest
rates on government bonds approached 80 percent, and commercial lending rates were far too high to encourage growth in
the private banking system as a stimulus to the economy. Kyrgyzstan's national currency, the som, weakened considerably,
from an average of 27 to the dollar in 1998 to 46 by the end of 1999. Unemployment rates remained stubbornly high
throughout the country, particularly in the Osh Region of southern Kyrgyzstan. While growth in 1997 was a healthy seven
to eight percent for the first half of the year, it dowed significantly in 1998, and the downward trend continued in 1999.
Gold revenues, which contributed significantly to Kyrgyzstan's overall growth in 1997, remained weak throughout 1998 and
1999.

Although about 60 percent of Kyrgyzstan's economy was in private hands by 1997, there has been virtually no further pri-
vatization since that time. The political will to forge the compromises necessary to advance privatization in key "crown
jewel" sectors such as telecommunications, energy and mining was lacking. One positive devel opment was the growth of
Kyrgyzstan's stock market, which was established with USAID support and registered more trades on average than any other
stock market in the region. Having become the first NI'S country to join the World Trade Organization (WTO) in December
1998, Kyrgyzstan worked on meeting its post-accession requirements and commitments during FY 1999, receiving targeted
U.S. Government assistance in this area.

Overview of U.S. Government Assistance

In FY 1999, the U.S. Government provided an estimated $81.44 million in assistance to Kyrgyzstan, including $31.98 mil-
lionin FREEDOM Support Act funds, $24.83 million in U.S. Department of Agriculture (USDA) funds, $5.10 millionin
other U.S. Government funds, and $19.53 million in U.S. Defense Department excess and privately donated humanitarian
commodities. U.S. Government-funded assistance programs focused mainly on economic reform, democratic reform, social
transition, and regional energy and environmental initiatives. The U.S. Government also provided security assistance to
Kyrgyzstan. Aswasthe casein FY 1998, although the Kyrgyz Government was generally very receptive to U.S. Govern-
ment-funded assistance programs, it did not always follow through with full institutional support.

Trade and Investment Programs

With USAID funding, Booz-Allen helped the Kyrgyz Government implement its WTO agreements and obligations. Pro-
grams begun in FY 1999 focused on helping Kyrgyzstan' s business community develop and expand trade and investment by
eliminating or mitigating barriers to trade, such as customs and licensing requirements. Alsoin FY 1999, an investment
dispute that had previously hampered the Overseas Private Investment Corporation's (OPIC) activities in Kyrgyzstan was
resolved satisfactorily. Asaresult of the Kyrgyz Government's reasonable and necessary decision to offer no new sovereign
guarantees for private-sector or para-statal business projects, the U.S. Export-Import Bank's activities in Kyrgyzstan also
remained limited. The Central Asian - American Enterprise Fund (CAAEF) continued to experience significant difficulties
in FY 1999 with its three mgjor equity investments in Kyrgyzstan.

Business and Economic Development Programs

USAID Accounting and Fiscal Reform Programs: In FY 1999, Kyrgyzstan once again continued to be an NIS leader in
the adoption of international accounting standards (1AS) for banks and enterprises. With USAID assistance, the Ministry of
Finance established a complete regulatory and technical basis for the conversion to IAS. The National Bank of Kyrgyzstan
also adopted IAS and a chart of accounts for commercial banks. USAID will continue to provide the National Bank and
commercia banks with support in the area of bank supervision. Even though a new tax code and the introduction of pro-
gram budgeting provided the Kyrgyz Government with accurate indicators of revenue and expenditures, budget and tax re-
forms were not implemented at the oblast (regional) level and the Kyrgyz Government's revenues failed to increase due to
the country's severe economic situation.



U.S. Department of the Treasury — Technical Advisors. InFY 1999, a Treasury Department technical advisor worked
closely with Kyrgyzstan's Ministry of Finance and the National Bank, offering advice on sound public financial policy and
debt management. (Please see Treasury Department section in Part 111 of this report.)

Micro-Lending Programs: Having issued close to $3.1 million in loans to medium-sized enterprises, the credit program
implemented by the Central Asian - American Enterprise Fund (CAAEF) and Mercy Corps International has become one of
the most successful credit projectsin Kyrgyzstan. Similarly, the Foundation for International Community Assistance
(FINCA) continues to expand its USAID-funded micro-credit lending activities throughout Kyrgyzstan while maintaining its
high 98.5-percent repayment rate.

Training and Exchange Programs

Since FY 1993, U.S. Government-funded exchange programs have brought over 1,600 Kyrgyz citizens to the United States
for short-term professional or long-term academic training, including some 250 in FY 1999 alone. These programs give
participants an opportunity to develop their skills and establish valuable contacts with U.S. counterparts.

U.S. Information Agency (USIA) Exchangesand Partnerships: In FY 1999, 120 Kyrgyz citizens participated in USIA
academic exchange programs, and over 60 participated in USIA professional exchange programs. A total of 42 Kyrgyz
traveled to the United States under USIA's International Visitor (IV) Program, bringing the cumulative total of Kyrgyz IV
granteesto 194. Four U.S. Fulbright Scholars came to Kyrgyzstan in FY 1999, bringing the cumulative total to 16. In ad-
dition, USIA also actively supported university partnerships, including a partnership with the Kyrgyz-American University.
USIA also funded a women's leadership development program and a variety of exchange programs bringing younger gen-
erations of Kyrgyz to the United States on high school, undergraduate and graduate academic programs.

USAID Training: InFY 1999, some 400 Kyrgyz citizens participated in USAID-funded training programs. some 50 in
U.S.-based programs, over 40 in third-country programs and over 300 in in-country programs. Of thistotal, over 240 re-
celved training in the area of economic restructuring, over 100 in democratic reform and some 20 in social stabilization. As
of the end of FY 1999, over 2,600 Kyrgyz citizens had participated in USAID U.S.-based and in-country training programs.
In addition to working with the Government of Kyrgyzstan to provide trainers for municipal training centers in international
accounting standards (IAS), USAID also funded training on the topics of fiscal reform, accounting standards, health reform,
and NGO development.

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: Under USDA's Cochran Program, 13 Kyrgyz
participants completed agricultural training in the United Statesin FY 1999.

U.S. Department of Commer ce — Special American Business Internship Training (SABIT) Program: In FY 1999, the
SABIT Program provided internships for four Kyrgyz participants. (Please see the U.S. Commerce Department - SABIT
section in Part 111 of thisreport.)

Democracy Programs

USAID Democracy Programs: InFY 1999, USAID-funded democracy programs focused on increasing citizen participa-
tion in economic and political decision-making, planning civic initiatives at the local level, and developing training for law-
yers, NGO leaders and others. USAID provided assistance to Kyrgyzstan's Central Election Commission, and to civil soci-
ety-building, civic participation, voter education and domestic observation efforts throughout Kyrgyzstan. USAID also
provided small grants to Kyrgyz NGOs involved in voter education, "get-out-the-vote" programs, domestic monitoring ac-
tivities and media coverage of elections and electoral campaigns. In FY 1999, the Government of Kyrgyzstan adopted new
electoral legislation that reflects the input of NGOs and generally meets international standards. USAID wasinstrumental in
providing expert commentary on the new election law and political party law, both of which were enacted by the Kyrgyz
Government and are the most progressive electoral laws in the entire Central Asian region.

Democracy Fund Small Grants Program: Under this USIA-administered program, the U.S. Embassy's Demaocracy
Commission awarded 14 grants totaling $100,000 in support of women's and students’ organi zations, independent media,
civic and legal education, public debates promating the development of civil society, and media coverage of election issues.
USIA hired a Democracy Commission assistant to enhance the embassy's outreach to Kyrgyzstan's regions.
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Law Enforcement Training: InFY 1999, the U.S. Government provided approximately $151,000 in law enforcement
training to Kyrgyzstan, focusing on customs, non-proliferation and narcotics interdiction.

Security Programs

Kyrgyzstan is an enthusiastic participant in NATO's Euro-Atlantic Partnership Council and the Partnership for Peace, and
was an early supporter of the Central Asian Peacekeeping Battalion (CENTRASBAT) concept. The Government of
Kyrgyzstan regularly attends and actively participates in regional and multilateral fora on security, including those spon-
sored by the United Nations, the Organization for Security and Cooperation in Europe (OSCE) and the U.S. Government.
U.S. Government-funded security assistance to Kyrgyzstan has focused on regional security and peacekeeping, although the
recent militant incursion in southwest Kyrgyzstan, combined with ongoing events in Southwest Asia and the Northern Cau-
casus, have drawn new attention to enhancing export controls and border security for Kyrgyzstan and its neighbors. In FY
1999, U.S. Government-funded counter-proliferation assistance focused on developing and enhancing the border security
and export control capabilities of Kyrgyzstan and its Central Asian neighbors, with a focus on interdicting the smuggling of
weapons of mass destruction.

U.S. Department of Defense (DoD): In FY 1999, Kyrgyzstan received $1.55 million under the Foreign Military Financing
(FMF) Program. The Kyrgyz Government used these funds for an emergency purchase of 1oad-bearing equipment, night-
vision goggles, and high-frequency radio base stations to support its efforts to control the country’s southern borders. Un-
der Partnership for Peace (PFP) programs jointly sponsored by NATO and the U.S. Government's Warsaw Initiative funds,
Kyrgyz officials attended planning conferences, joint exercises and other events. Kyrgyzstan was allocated an estimated
$250,000 in Partnership for Peace (PFP)/Warsaw Initiative funds for NATO/PFP exercisesin FY 1999. In addition,
$498,900 was alocated to Kyrgyzstan under Cooperative Threat Reduction (CTR) military-to-military contact programs
managed by U.S. Central Command (CENTCOM).

DoD International Military Education and Training (IMET) Program: Since August 1994, over 50 Kyrgyz officials,
both military and civilian, have attended training programs at DoD’ s Marshall Center in Germany. In FY 1999, Kyrgyzstan
was allocated $383,000 in training funds under the International Military Education and Training (IMET) Program, with
which nine Kyrgyz military officers from the Ministry of Defense (MOD), Kyrgyz National Guard (KGNG), and Ministry
of Emergency Situations and Civil Defense (MES) received afull year of English language instruction and follow-on mili-
tary training. IMET-funded English language laboratories have been established at the MOD and KGNG headquarters, with
athird laboratory to be set up at MESin FY 2000. Alsoin FY 1999, five Kyrgyz military and civilian officials participated
in Expanded IMET (E-IMET) programs on civil-military relations and civilian control of the military. Another E-IMET
courseis planned for Kyrgyzstan in FY 2000. In addition, the MOD, KGNG, and MES participated in a partnership pro-
gram with the Montana National Guard, which included medical assistance visits, basic infantry training, and mountain res-
cue and survival training.

U.S. Department of State — Science Centers. In FY 1999, Kyrgyzstan participated in research projects as a member of
the International Science and Technology Center (ISTC), aswell asin projects supported by the U.S. Civilian Research and
Development Foundation (CRDF).

Energy and Environmental Programs

USAID Power-Sector Programs: USAID-funded advisors facilitated the adoption of aregulatory framework for the re-
form and privatization of Kyrgyzstan's electric-power sector. The Kyrgyz Government continued to move forward in im-
plementing the State Energy Agency's multi-year tariff policy, which sets a framework for steadily increasing tariffs that will
reach cost-recovering levelsin 2000.

USAID Water Management Programs: USAID-funded advisors stressed the importance of concluding international
treaties and other agreements on water pricing, quality and cost-recovery; and balancing water use among irrigation, resi-
dential, industrial and power-generation applications. All five Central Asian countries participated in seminars on regional
water cooperation, and significant progress was made in developing a draft agreement on the management of the Syr Darya
Naryn cascade.

46



Social Sector and Humanitarian Programs

USAID Health-Care Reform Programs: USAID's efforts to promote health-care reform in Kyrgyzstan continued for a
fifth year, with an increased emphasis placed on integrated care at the primary level. The Issyk Kul family group practice
(FGP) demonstration project was being replicated nationwide in close collaboration with the World Bank. About 500 fam-
ily group practices have been formed, family group associations have been created, and a new clinical information system
has been introduced. Also with USAID support, medical marketing and health promotion campaigns were implemented.
Existing vertically organized health-care programs in areas such as tuberculosis, hepatitis, and reproductive health were
scheduled to be reorganized along the lines of the FGP framework.

USAID Infectious Disease Programs: InFY 1999, USAID supported anti-tuberculosis activities through the U.S. NGO
Project Hope and anti-hepatitis activities through the U.S. Centers for Disease Control and Prevention (CDC). Project
Hope provided clinical and laboratory training in tuberculosis treatment methods in Bishkek and in the Chuy and Issyk Kul
Oblasts (regions).

USAID Health Partnership Program: InFY 1999, USAID continued to fund the American International Health Alli-
ance's (AIHA) Health Partnership Program in Kyrgyzstan. A memorandum of understanding for a new partnership was
signed between the Kyrgyz Medical Academy and the University of Nevada School of Medicine. The partnership will fo-
cus on developing primary health care, with an emphasis on educating health professionals—in particular, faculty and cur-
riculum development, and related educational materials for training and retraining community-based primary care practitio-
ners.

USAID Reproductive Health Program: In FY 1999, USAID provided assistance in the area of reproductive health
through its Family Planning Service Expansion and Technical Support (SEATS) Project. A total of 1,254 family physicians
participated in USAID-sponsored training in family planning and received related informational and educational materials.
In addition, SEATS provided gynecological egquipment to 400 family group practices.

U.S. Department of Agriculture (USDA) —Food Aid: InFY 1999, USDA allocated $24.83 million for the provision of
approximately 80,750 metric tons (MT) of food commodities to Kyrgyzstan. Under a $6.96 million Food for Progress pro-
gram, the distribution and use of 10,750 MT of commodities was coordinated by three U.S. private voluntary organizations
(PVOs): Agricultural Cooperative Development International/V olunteersin Overseas Cooperative Assistance
(ACDI/VOCA), the American Association of the Hematologists of the World for Children (AlA), and Mercy Corps Inter-
national (MCI). In addition, under a government-to-government Section 416(b) agreement, USDA provided 70,000 MT of
whesat valued at $12 million to Kyrgyzstan, which was delivered in late 1999.

Coordinator's Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided over $103 million in humanitarian assistance to Kyrgyzstan. In FY 1999, the Office of the Coordinator of U.S.
Assistance to the NIS expended $1.42 million in transportation and grant funds to deliver $19.53 million in targeted hu-
manitarian assistance to the people of Kyrgyzstan. A number of small and medium-sized cargoes were delivered though
U.S. charitable organizations, but the majority of this assistance was delivered in the form of high-value pharmaceuticals by
the PV Os CitiHope and Provide Hope and in the form of U.S. Defense Department excess property through Counterpart
International .

Disaster Assistance: In FY 1999, the U.S. Government provided almost $206,000 to complete alevee on the Kugarta
River to help the Suzak-Jalalabad Region recover from flood damage and prevent future flooding.

Cross-Sectoral Programs

Peace Corps: InFY 1999, approximately 80 Peace Corps volunteers were working in Kyrgyzstan. The volunteers worked
primarily in rural parts of the country, focusing on small-business development, English language teaching and environ-
mental education. Asaresult of the armed insurgency in southwestern Kyrgyzstan, all Peace Corps volunteers serving in
affected areas were relocated to northern and eastern Kyrgyzstan.

Eurasia Foundation: In FY 1999, the Eurasia Foundation awarded approximately $570,000 in small grantsto 30 NGOsin

Kyrgyzstan. Priority areas included private enterprise development, public administration, and civil society devel opment,
with afocus on NGOs and the media. (Please see Eurasia Foundation section in Part 111 of this report.)
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Preview of FY 2000 Programs

The Kyrgyz Government highly values all types of U.S. Government-funded training and exchange programs, and has made
special requests for assistance in implementing its new WTO obligations and in budget and fiscal planning. The Kyrgyz
Government's handling of the October 1999 local elections made clear the need for increased training of both election
commission members and domestic monitors in sufficient numbers so that they can cover the country's 2,000 polling sta-
tions and help reduce procedural irregularities during the parliamentary and presidential elections scheduled for 2000. On
the security side, the Kyrgyz Government took full responsibility for controlling its borders from Russian Border Guards as
of January 1, 1999, and will continue to need considerable assistance to do this job adequately, particularly along its south-
ern border, where there is no border control infrastructure remaining from the Soviet era. The Kyrgyz Government has also
made a high-priority request for help in establishing better border control and a disaster-response and mountain-rescue cen-
ter. One of the U.S. Embassy'sfirst International Visitor (1V) programs for FY 2000 sent an interagency team to the United
States to focus on border control.

Under the multi-agency Expanded Threat Reduction Initiative (ETRI) implemented by the Departments of Defense, Energy
and State, the U.S. Government will continue to provide assistance to prevent the proliferation of weapons of mass destruc-
tion (WMD), weapons technology and expertise in Kyrgyzstan in FY 2000. Continuing scientific collaboration programs
will help prevent proliferation of weapons expertise and will redirect former Soviet weapons experts to peaceful pursuits.
The U.S. Government will provide increased support to enhance Kyrgyzstan's export controls and border security, provid-
ing assistance with infrastructure development, equipment and training.

MOLDOVA
Political Overview

Prime Minister lon Ciubuc resigned February 1, 1999, leading to a government crisis that lasted several weeks. After long
negotiations and a controversial vote, lon Sturza was confirmed as prime minister on March 12, along with one of the most
reform-minded governments in the NIS. Throughout the remainder of FY 1999, Prime Minister Sturza promoted his reform
program and reestablished Moldova s World Bank and International Monetary Fund (IMF) programs; however, Sturza
faced the combined challenges of a narrow majority and mounting criticism, particularly regarding inadequate energy sup-
plies, and his government fell on November 9. The Moldovan Government supported democracy and human rightsin FY
1999, but the country remained divided, with the separatist region of Transnistria aong the Ukrainian border being con-
trolled primarily by ethnic Slavs. The self-proclaimed government of Transnistria displayed neither democratic principles
nor adequate respect for human rights.

Economic Overview

Moldova made some progress on economic reform during mid-1999. By improving tax and customs collections, the Sturza
government increased daily budget revenues to approximately $100,000, compared to $20,000 to $30,000 under the Ciubuc
government. However, the parliament's failure to pass a budget for the year 2000 and its failure to pass legislation to pri-
vatize the tobacco industry and a number of wineries and distilleries caused the World Bank and IMF to suspend $150 mil-
lion in credits and led to the government's downfall. To make matters worse, the 1998 Russian financial crisis continued to
have a severe negative impact on Moldova: GDP was down by more than eight percent, while annual inflation was over 30
percent. Moldova s previously stable national currency, the leu, depreciated by 38 percent, and imports and exports were at
an al time low, athough Moldova did successfully expand its export markets, with exports to Central European and Euro-
pean Union countries increasing to 15 percent of total exports. However, Moldova' s external debt rose to over $1.3 billion,
or more than 150 percent of the country’s GDP. About one third of this debt was for energy and was mostly owed to the
Russian gas company GazProm. Moldova continued to depend on foreign sources—GazProm in particular—for its energy
needsin FY 1999.

Overview of U.S. Government Assistance
In FY 1999, the U.S. Government provided an estimated $76.54 million in assistance to Moldova, consisting of $43.93 mil-
lion in FREEDOM Support Act funds, $13.91 million in other U.S. Government funds, and $18.69 million in U.S. Defense

Department excess and privately donated humanitarian commodities. Technical assistance accounted for approximately $35
million of thistotal. Land privatization and energy-sector privatization continued to be the main foci of U.S. Government
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assistance to Moldova. Law enforcement, border control, and non-proliferation assistance were also heavily emphasized in

FY 1999. A U.S. Military Liaison Team began operations in Moldova, and a humanitarian demining assessment team visit

led to the recommendation that Moldova be included in the U.S. Government’ s Humanitarian Demining Program. USDA's
Food for Progress Program provided wheat and wheat flour to Moldova, which particularly benefited the country’ s pension-
ers. USAID provided $5 million in humanitarian winter heating fuel assistance. In addition to helping the neediest sectors

of Moldova's population, the U.S. Government continued to promote a competitive, market-oriented economy, sound fiscal

policies, transparent and accountable governance, and agricultural development, notably through partnerships.

Training and Exchange Programs

Since FY 1993, U.S. Government-funded exchange programs have brought almost 1,700 Moldovan citizens to the United
States for short-term professional or long-term academic training, including some 330 in FY 1999 alone. These programs
give participants an opportunity to develop their skills and establish valuable contacts with U.S. counterparts.

USAID Training: Although the formal training program run by the Academy for Educational Development (AED) in
Moldova has concluded, USAID supported the training of more than 600 Moldovans in a number of ongoing project activi-
tiesin FY 1999. Fiscal reform training for Finance Ministry staff, tax officials, and civil servants focused on macro-
economics, fiscal policy, and tax collection. USAID’s banking and accounting projects trained National Bank officials,
university accounting professors, and professional accountants in International Accounting Standards (IAS) and computeri-
zation. In addition, USAID’s Commercia Law Project provided training in the methodology of legal reform and legidative
drafting.

U.S. Information Agency (USIA) Exchanges: InFY 1999, approximately 310 Moldovans traveled to the United States
under USIA exchange programs, 120 of them on academic exchanges and 190 on professional exchanges. Program topics
included educational reform, the principles of a market economy, agricultural reform, the development of a free press, and
the principles of transparent governance and public service. For example, USIA’s Community Connections program placed
four groups of Moldovan farmersin host communities in the United States, as well as groups of Moldovan journalists, legal
professionals and public administrators. Participantsin USIA’s International Visitor (V) Program included the Minister of
Education, presidential advisors, representatives of the Ministry of Foreign Affairs, and key members of Moldovan non-
governmental organizations (NGOS).

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: In FY 1999, USDA’s Cochran Program
continued to support agricultural reform in Moldova, organizing short-term exchange programs for atotal of 15 Moldovan
agriculturists.

U.S. Department of Commer ce — Special American Business Internship Training (SABIT) Program: In FY 1999, the
SABIT Program provided internships for four Moldovan participants. (Please see the U.S. Commerce Department - SABIT
section in Part 111 of thisreport.)

Trade and Investment Programs

U.S. Department of Commerce — Commercial Law Development Program (CLDP): In FY 1999, the CLDP continued
to support Moldova's accession to the World Trade Organization (WTO), placing aresident trade advisor in Moldova.
With foreign assistance and through its own efforts, Moldova reached the threshold of WTO entry in FY 1999, although it
did not yet actually accede.

USAID Commercial Law Reform Programs: The Center for Legidative Reform of the University of Maryland's
USAID-funded Institutional Reform of the Informal Sector (IRIS) Program continued its efforts to devel op an adequate
legal framework in Moldova—in particular, abody of commercia law based upon market principles. With substantial pro-
gress aready made on atax code and alaw on securities, the program’s main focusin FY 1999 was to help the Moldovan
Government draft a new civil code to replace the country’s Soviet-era civil code.

Western NIS Enterprise Fund (WNISEF): InFY 1999, the WNISEF continued to provide equity investment to support
the development of small and medium-sized businesses in Moldova, with the goal of demonstrating the potential for invest-
ment in Moldova. In over four years of activity, WNISEF s investmentsin Moldovatotal $11.3 million in three enterprises.
In FY 1999, the WNISEF invested $1.3 million in a food-processing enterprise that employs over 470 people.
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Business and Economic Development Programs

In FY 1999, the U.S. Government continued to promote agriculture-led growth in Moldova as a basis for industrialization
and export development. Land reform passed the halfway point on the road to privatizing 900 collective farms. Energy-
sector privatization also advanced significantly in FY 1999, through an open tender for Moldova s five state-owned elec-
tricity distribution companies. Eighty percent of small enterprises have been privatized. U.S. Government support for
Moldovan fiscal reform began to show dividendsin the form of increased tax revenues, which were up almost 30 percent
from the previous year.

USAID Land Privatization Assistance: The National Land Privatization Program remained a key feature of U.S. Gov-
ernment assistance to Moldovain FY 1999. By early 2001, virtualy all collective agricultural land will be privatized. Thus
far, 989,000 agricultural land titles for nearly 350,000 individual landowners have been issued. USAID-funded advisors
designed a program to resolve the issue of collective farm debts. Under this program, historic debts to state and private
creditors will be paid off and settled against social assets and tax vouchers. Remaining property will be distributed and the
collective farms will be liquidated, allowing the new private farms to operate debt-free. A total of 79 farms have been liqui-
dated, with over $6.32 million in social property transferred to the state. Over 1,000 private real estate transactions have
been concluded, including 500 secondary sales of agricultural land. USAID also funded a pilot mortgage loan program
involving two Moldovan commercial banks and targeting small and medium-sized farmers who wish to obtain credit to pur-
chase agricultural land. The program successfully executed and funded four mortgage loans, and expects to execute five to
eight additional mortgage |oans for the purchase of agricultural land by January 2000.

USAID Fiscal Reform Programs: USAID continued to promote fiscal reform in FY 1999, as Moldova moved closer to a
unified tax code. With corporate and individual income tax laws already in place, and a value-added tax law having entered
into forcein 1998, a proposed excise tax law was submitted to the Moldovan Government in 1999 for approval. A draft
property tax law is expected to be ready in early 2000. In addition, the Moldovan parliament’s Center for Budgetary and
Financial Analysis, established with technical assistance from USAID, developed its analytical ability to assist parliamen-
tary committees in deliberations on fiscal and budget legislation.

USAID Financial-Sector Restructuring Programs: USAID also continued to support financial sector restructuring in
Moldovain FY 1999. A market-oriented private banking sector was in place, and the role of Moldova's former state banks
continued to decrease relative to that of the new private banks. Moldova's capital markets were in a growth phasein FY
1999, with trading taking place daily and the exchange operating as a self-regulating body. Regulatory bodies such asthe
State Commission for Securities Markets and the National Securities Depository, both of which were established with U.S.
Government-funded technical assistance, remained in an early stage of development but were operational, carrying out
oversight and licensing functions.

USAID Accounting Reform Programs. Moldova has adopted International Accounting Standards (IAS), and in FY 1999,
USAID continued to help the Moldovan Government implement accounting reform. With USAID support, manuals on
standards conversion and financial disclosure were distributed and some 1,500 Moldovan accountants were trained. The
Association of Professional Accountants and Auditors of Moldova (ACAP) expanded its membership threefold, registering
1,000 members, and established five new chapters. USAID also conducted an accounting training program for professors,
and helped business accountants develop their skills and knowledge of Western accounting procedures by providing them
with extensive training.

U.S. Department of the Treasury — Technical Advisors: InFY 1999, Treasury Department resident advisors helped in-
crease the capabilities of Moldovan officials to combat financial and economic crimes and manage the issuance of govern-
ment securities. (Please see Treasury Department section in Part 111 of this report.)

Democracy Programs

Democracy Fund Small Grants Program: InFY 1999, the U.S. Embassy’s Democracy Commission awarded 27 grants
totaling almost $171,000 to Moldovan independent media and NGOs involved in avariety of activities, including civic edu-
cation; the promotion of human rights, including the rights of women, children and the handicapped; and the devel opment of
community information and training centers. The grants helped the recipient organizations cover their operating expenses,
including start-up equipment purchases; newsl etters, newspapers and other publications; and seminars and workshops.
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American Bar Association — Central and East European Law Initiative (ABA/CEELI): InFY 1999, the USAID-
funded ABA/CEELI program continued to support ajudicia training center in Moldova that trained over 800 Moldovan
judges, prosecutors, lawyers and other legal professionals during the course of the year. Also with ABA/CEELI support, the
Moldovan Young Lawyers Association conducted a seminar on local public administration for 35 lawyers, and the Inde-
pendent Journalists' Center conducted a seminar on the draft law on access to information. The ABA/CEEL |-supported
Law Center held nine seminarsin four cities, with atotal attendance of 283 lawyers, judges, prosecutors, police officers,
professors and students. The Law Center also undertook a heavy publishing load, including 19 volumes of international
treaties ratified by Moldova, complete with commentary; three volumes of decisions of the Constitutional Court and Court
of Appeals; Moldova's proposed criminal code; a text on human rightsin Moldova; and twelve issues of the Romanian-
language newsletter Lawyer for the People. In ajoint project with the Soros Foundation, ABA/CEELI commissioned
trandations of treaties on domestic violence and the rights of women and sent 1,500 copies to lawyers, judges, members of
parliament, and government officials.

International Foundation for Election Systems (IFES): With USAID support, IFES trained 300 election observersin
Moldovain FY 1999, and held 45 seminars and roundtables on elections, public and local administration, NGO devel op-
ment, and independent media development, which were attended by atotal of more than 2,000 participants. |FES also
printed six issues of Civic Voice, a bimonthly Romanian- and Russian-language newsl etter focusing on democracy-building,
two specia publications for newly elected local authorities, and a 120-page analysis of the May 1999 local elections. Other
IFES publications included a guide for poll workers and a guide for domestic election observers. |FES aso produced three
series of weekly half-hour “Civic Voice” radio shows, broadcast on Moldovan National Radio and another radio network.

U.S. Department of State— Anti-Crime Training and Technical Assistance (ACTTA) Program: A number of U.S.
Government-funded law enforcement and anti-corruption programs were conducted in Moldovain FY 1999. All levels of
Moldovan law enforcement participated in training on avariety of high-priority issues, including anti-corruption techniques
and advanced forensic investigative methods, combating money laundering, preventing domestic violence and combating
organized crime. The U.S. Government also helped upgrade the operational capabilities of Moldova s Police Academy,
forensic laboratories and the Customs Service. The ACTTA Program also supported a U.S. Customs Service advisor as part
of the multilateral Southeast European Cooperative Initiative (SECI).

Energy and Environmental Programs

USAID Energy-Sector Programs: The privatization of Moldova s power sector moved to an advanced stagein FY 1999.
With World Bank and USAID assistance, the Moldovan Government offered the country’ s five energy distribution compa-
nies for sale through an open and transparent tender. Negotiations with a European utility company for purchase of three of
these networks were taking place in early FY 2000. The country’s remaining distribution companies and three energy-
generation companies are expected to be privatized in early 2000. USAID also continued to provide assistance to
Moldova s National Agency for Energy Regulation (ANRE) in the areas of licensing, establishing tariffs and consumer
standards.

American Bar Association — Central and East European Law Initiative (ABA/CEELI): In April 1999, ABA/CEELI
opened an Environmental Protection Advocacy Center (EPAC), whose mission is to educate Moldovans on how to use legal
remedies to address environmental problems. In FY 1999, the EPAC presented 31 seminars to 412 participants throughout
Moldova

Social Sector and Humanitarian Programs

Counterpart Humanitarian Assistance Program (CHAP): In FY 1999, the CHAP Program, which is co-funded by
USAID and the U.S. Department of State, distributed over $11 million in humanitarian supplies, medical equipment and
farm machinery through 342 local organizations, benefiting some 300,000 Moldovans, including farmers and the disadvan-
taged, disabled and sick.

Winter Heat Assistance Program: USAID-funded coal deliveries were provided to 800,000 vulnerable members of
Moldovan society in FY 1999, including 70,000 pensioners. Some 250 organizations and institutions benefited from this
program, including schools, orphanages and hospitals.

U.S. Department of Agriculture (USDA) —Food Aid: InFY 1999, USDA allocated $9.68 million for the provision of
approximately 22,000 metric tons (MT) of food commoditiesto Moldova. USDA donated $917,000 worth of rice, beans,
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and vegetable oil to Moldova under its Food for Progress Program, and 20,000 metric tons of wheat valued at $3.65 million
under its Section 416 (b) Program. Distribution and use of these commodities was overseen by three U.S. private voluntary
organizations (PVOs): the American Association of the Hematologists of the World of Children (AlA), the Citizens' Net-
work for Foreign Affairs (CNFA), and the International Partnership for Human Development (IPHD).

Humanitarian Demining Program: InFY 1999, a humanitarian demining assessment team visit led to the recommenda-
tion that Moldova be included in the U.S. Government’ s Humanitarian Demining Program. Although the Moldovan Gov-
ernment was able to clear six of the seven minefields that were |eft behind after the country’s 1992 conflict, it requested
assistance in clearing the remaining minefield. Acceptance into the Humanitarian Demining Program is expected to result
in the clearing of al landminesin Moldova by the end of FY 2000.

Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided over $97 million in humanitarian assistance to Moldova. In FY 1999, the Office of the Coordinator of U.S. As-
sistance to the NIS expended $760,000 to deliver $ 18.69 million in targeted humanitarian assistance to the people of
Moldova. This assistance, which consisted of privately donated high-value pharmaceuticals, other privately donated com-
modities and U.S. Defense Department excess property, was provided primarily through the U.S. PV Os Counterpart Inter-
national and CitiHope.

Security Programs

The ongoing Transnistrian separatist conflict, which is being exacerbated by the continued Russian military presencein
Transnistria, remains a potential threat to regional security. To promote regional stability and security, the U.S. Govern-
ment is supporting the efforts of the Organization for Security and Cooperation in Europe (OSCE) to negotiate a solution to
the conflict and to facilitate the implementation of Russian commitments on military withdrawal. U.S. Government security
assistance to Moldovais also aimed at preventing weapons proliferation. Moldova has engaged in an extensive Defense and
Military Contacts Program with the United States, has expanded its participation in Partnership for Peace (PFP) exercises,
and has made effective use of limited International Military Education and Training (IMET) funds. In addition, Moldova
has developed a robust partnership program with the North Carolina National Guard.

Foreign Military Financing (FMF) Program: FY 1999 saw the continuation of arobust FMF program for Moldova.
Initial expenditures totaled $850,000, and an additional $400,000 was made available from end-of-year funds, bringing
Moldova stotal FY 1999 FMF expenditures to $1.25 million. The Moldovan Government used these funds to purchase
mainly communications gear and night-vision goggles.

International Military Education and Training IMET) Program: Moldova received $485,000 in IMET funding in FY
1999. Twelve Moldovans received training under the IMET Program in FY 1999, bringing the cumulative total to 55 par-
ticipants since the beginning of the program. In addition, two IMET-funded English language laboratories were set up, and
19 Moldovans were trained under the Expanded IMET (E-IMET) Program. Moldovan graduates of IMET programs have
consistently assumed positions of increasing responsibility in their home country.

Partner ship for Peace (PFP): Although repeatedly stressing its neutrality, Moldova nevertheless played an active rolein
PFP exercises and conferencesin FY 1999: 220 Moldovans participated in PFP exercises and another 130 took part in PFP-
related conferences, workshops and seminars.

U.S. Military Liaison Team (MLT): The U.S. Military Liaison Team in Moldova began operations on January 31, 1999.
In FY 1999, the MLT conducted 19 activities with the National Army of Moldova, 12 of which were familiarization visits to
Germany or the United States, and seven of which involved visits of U.S. traveling contact teamsto Moldova. A total of
410 soldiers from the National Army participated in ML T-sponsored activities.

Export Control/Counter-Proliferation Programs: In FY 1999, the U.S. Government supported programs to prevent the
proliferation of weapons, weapons technology and expertise in Moldova. The U.S. Defense Department /Federal Bureau of
Investigation (DOD/FBI) Counter-Proliferation Program sent 40 Moldovan officials to atraining program in Budapest. The
DoD/U.S. Customs Service Counter-Proliferation Program provided training to 35 Moldovan officials in Chisinau and do-
nated approximately $100,000 worth of equipment to all Moldovan Government agencies with border control or counter-
proliferation responsibilities. In addition, the U.S. Departments of State and Commerce brought Moldovan officials to two
export-control programs in Washington and one in Bucharest, and the Department of State donated an X-ray van, worth
approximately $250,000, to Moldova's Customs Service.
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Cross-Sectoral Programs

Peace Corps: InFY 1999, the Peace Corps placed 90 volunteers (PCVs) in Moldova in three project areas. teaching Eng-
lish as aforeign language (TEFL ), health education and economic and organizational development. Moldova s 42 TEFL
PCV's, who were placed primarily in villages and towns, incorporated problem-solving, critical thinking activities, and envi-
ronmental content into their English-language curricula. They aso organized workshops on new teaching techniques for
teachers. A total of 14 health education PCV's were primarily assigned to schools in Moldova s regional centers, where they
taught a variety of preventative health topics, but were particularly effective in teaching AIDS prevention and sex education
courses—topics with which Moldovan teachers are not very comfortable. Working with several local youth NGOs, PCVs
conducted peer-training workshops on sex education in three regions of Moldova. In addition, 32 economic and organiza-
tional development PCV s worked as catalysts for improving the management and organizational skills of their Moldovan
host ingtitutions and NGOs, and for promoting economic (primarily agribusiness) and social-sector development.

Eurasia Foundation: InFY 1999, the Eurasia Foundation awarded over 35 grants totaling $400,000 to Moldovan NGOs,
in support of activitiesin the areas of civil society, private-enterprise development, and public administration and policy.
(Please see Eurasia Foundation section in Part |11 of this report.)

Preview of FY 2000 Programs

As described above, the U.S. Government expects to implement and complete a demining program in Moldovain FY 2000,
which will involve the provision of over $104,000 in demining equipment. In addition, a variety of new and more advanced
law enforcement training programs are planned for Moldovain FY 2000. Further training is planned in methods to combat
money laundering, organized crime, public corruption, violence against women, auto theft, drug-related activity and sex
crimes. Training of Moldovan law enforcement personnel in computer and Internet use is also planned, as is continued as-
sistance to the Moldovan Police Academy and forensic laboratories. U.S. Government-funded border modernization activi-
ties and Customs Service training will be continued and enhanced.

In FY 2000, USAID will completeits land and energy-sector privatization programs. USAID is also proposing to imple-
ment a three-pronged local government reform project that would promote fiscal autonomy, administrative efficiency, and
democratic governance at the local level, as well as providing support for a one-stop investment-promoting center in Chisi-
nau aimed at facilitating investment promotion and the start-up of small, medium-sized and large enterprises. USAID will
help create up to 15 farm service centers connected to a network of small farm stores at the village level, thus moving the
farm privatization project to a new stage.

Under the multi-agency Expanded Threat Reduction Initiative (ETRI) implemented by the Departments of Defense, Energy
and State, the U.S. Government will continue to provide assistance to prevent the proliferation of weapons of mass destruc-
tion (WMD), weapons technology and expertise in Moldovain FY 2000. Projects proposed under scientific collaboration
programs will help prevent the proliferation of weapons expertise and redirect former Soviet weapons expertsin Moldovato
peaceful pursuits. The U.S. Government will provide increased assistance to enhance Moldova' s export controls and border
security, build the country’ s legal infrastructure and provide export control officials with equipment and training. 1n addi-
tion, the U.S. Government has offered military relocation assistance to facilitate the removal of Russian forces from
Moldova, as well as ammunition and equipment destruction and disposal.

RUSSIA

Political and Economic Overview

The disruptive effects of the August 1998 financia crisis, along with the appointment of two new prime ministers, caused
Russia's government-led economic reform to make little progressin FY 1999. At the same time, however, fears of areturn
to communist-style economic planning were not realized. While international financial institutions, led by the International
Monetary Fund (IMF), continued to work closely with the Russian Government, additional lending was kept to a minimum.
Heightened scrutiny of Russia s endemic corruption problem and political uncertainty surrounding the multiple changesin
government led to widespread pessimism regarding prospects for genuine structural reform. Nevertheless, Russia' s eco-
nomic performance in FY 1999 was better than many had expected.
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The political atmosphere during FY 1999 was unsettled, due in part to the December 1999 Duma elections and the presi-
dential elections, which were initially scheduled for June 2000, but were moved up to March 2000 as a result of President
Yeltsin'sresignation at the end of 1999. Prime Minister Primakov's government was in place from September 1998 to May
1999, with economic policy led by First Deputy Prime Minister Y uriy Maslyukov, a Communist Party leader and former
head of the State Planning Committee. In May 1999, President Y eltsin replaced Primakov with then-Interior Minister Ser-
gey Stepashin, who removed most Communist Party members from the government's economic team. In July, President

Y eltsin named yet another new prime minister, then-Security Council Secretary Vladimir Putin, who was also quickly con-
firmed. Prime Minister Putin focused heavily on security issues and largely retained his predecessor's economic team, al-
though many reform-minded officials left the government for the private sector. One constant figure throughout these
changes was Viktor Gerashchenko, who has been the president of Russia’s Central Bank since September 1998.

The Russian Government's monetary and fiscal policies were moderately disciplined in FY 1999. The Central Bank of Rus-
siaavoided highly inflationary policies and limited its financing of federal expenditures. Following the first sharp devalua-
tions after the August 1998 financial crisis (from approximately 6 rubles to the dollar to 20 rubles to the dollar), the Central
Bank maintained arelatively stable ruble exchange rate during FY 1999 under a managed float regime that relied, in part,
on foreign exchange controls. By the end of FY 1999, the ruble had depreciated to approximately 26 rubles to the dollar.
Imports dropped sharply, while exports fell only slightly, strengthening Russia's trade balance. On the fiscal side, the Rus-
sian Government, having been denied any access to external financing, used its own resources to service certain debts, such
as money owed to the IMF and obligations of the Russian Federation. The government did not make timely payments on
most of itsinternal debt and its external Soviet-era debt, which accounts for approximately 50 percent of its international
obligations. Greatly improved revenue performance produced Russia's first budget surplusin 1999. However, in real terms,
the Russian Government’ s budget shrank in 1999. In the area of structural reform, little real progress was made. Certain
signs of positive movement, such as advances made on oil production-sharing legislation, were offset by negative actions,
such as the apparent “reprivatization” of alarge porcelain factory in St. Petersburg, which may—if upheld by the courts—
result in two U.S. investment funds losing their controlling shares in this company.

Nevertheless, some economic bright spots appeared in the aftermath of the financial crisis. Increased industrial production,
expansion in energy and natural resource exports and trade surpluses well above the previous year's levels helped lead to
positive real economic growth in FY 1999. Demand for cash payments increased, reducing the level of barter transactions
in the economy. Unemployment eased and the Russian Government eliminated its pension arrears. However, the
sustainability of these positive advancesis not certain, given the lack of structural reform and the continued weakness of
important sectors of Russia’s economy. For example, Russia s decimated banking system, the assets of which were cut in
half by the 1998 financial crisis, showed no signs of recovery. Interest rates remained high. The problems of crime and
corruption continued, and investors continued to have problems protecting themselves due to weak rule of law and alack of
transparency in corporate governance. Asaresult, foreign and domestic investors' confidence remained low in FY 1999,
and their level of investment in Russiawas negligible. The number of Russians living below the poverty line increased to
35 percent. Domestic demand, consumption and investment remained at levels below those of the previous year. These
difficulties are likely to plague Russia’ s economic progress as long as badly needed structural reforms continue to be de-
ferred.

Overview of U.S. Government Assistance

In FY 1999, the U.S. Government provided an estimated $1.99 billion in assistance to Russia, including $167.98 million in
FREEDOM Support Act funds, $1.16 billion in U.S. Agriculture Department (USDA) funds (including a concessional loan
valued at $522.8 million provided to the Russian Government under USDA’ s Food for Progress Program), $389.40 million
in U.S. Defense Department (DoD) funds, $236.13 million in U.S. Energy Department (DOE) funds, $17.72 million in other
U.S. Government funds, and $19.92 million in DoD excess and privately donated humanitarian commodities. USAID pro-
grams accounted for roughly half of the total FREEDOM Support Act-funded assistance provided to Russiain FY 1999—
approximately $80.0 million, including $20.0 million for small-business development and micro-credit programs, $12.5 mil-
lion for health programs, $12.2 million for the elimination of trade impediments, $8.2 million for democratic reform pro-
grams, $5.9 million for Eurasia Foundation programs, $6.4 million for environmental programs, $5.9 million for training
programs, $4.0 million for partnership programs, $355,000 for energy programs and $5.0 million for other programs. Asin
FY 1998, FREEDOM Support Act-funded assistance to the Government of Russia continued to be subject to a 50-percent
cut mandated by the U.S. Congress.

Implementation Problems
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On May 4, 1999, President Y eltsin signed new legislation addressing the issue of tax exemptions for assistance, an impor-
tant step towards ensuring that U.S. Government-funded assistance programs in Russia receive the tax-exempt status to
which they are entitled under U.S.-Russian bilateral agreements. However, problems with the new law resulted in confusion
regarding the means by which assistance providers can receive the tax- and duty-exempt status to which they are entitled.
Outstanding questions included a failure to address income and corporate tax issues; unworkable implementing regulations
for the registration, certification and control of targeted use; and alack of implementing regulations on value-added tax and
humanitarian assistance. The U.S. Government continued its efforts to work with Russian federal officials to resolve these
problems—in some cases, with the help of G-7 and other donors. Although there was substantial progress on taxation of
assistance issuesin FY 1999, the Russian Government has not completely fulfilled its obligations under a number of exist-
ing bilateral agreements. These include a 1992 general agreement and a separate 1992 agreement covering the U.S. De-
fense Department’ s Cooperative Threat Reduction (CTR) Program. The first of these agreements entered into force upon
signature and has neither expired nor been abrogated formally by the Russian Government, but implementation has long
been hampered by the absence of adequate legislation and procedures for exempting assistance from all forms of taxation
and customs duties. 1n 1999, the U.S. and Russian Governments agreed to a seven-year extension of the CTR agreement,
including its provisions guaranteeing tax exemptions. The so-called Panskov-Pickering Agreement, an interim arrangement
first signed in 1996 and extended several times thereafter to defer the imposition of taxes or duties until the adoption of nec-
essary legidlation, isno longer in force. The U.S. and Russian Governments had nearly concluded the negotiation of a new,
interim arrangement in April 1999, but that effort was not pursued after the long-delayed adoption of Russian legidlation
addressing these issues.

Other difficulties encountered by U.S. Government-funded assistance programs included the Russian Government's limited
administrative capacity and lack of efficiency. Similarly, economic development programs faced problems as aresult of the
lack of Russian political consensus on economic reform. In addition, to express its opposition to NATO action in the for-
mer Y ugoslavia, the Russian Government froze its participation in two U.S. Government-funded security assistance pro-
grams—the International Military Education and Training (IMET) Program and the Foreign Military Financing (FMF) Pro-
gram—for most of FY 1999.

Cross-Sectoral Programs

Regional Initiative (R1): In FY 1999, the U.S. Government’s Regional Initiative (RI) expanded its activities more broadly
into Russia and reinforced the regional focus of other U.S. Government-funded assistance programsin Russia. RI coordi-
nators resident in Novgorod, Samara and the Russian Far East increased the effectiveness of U.S. assistance programsin
their regions and facilitated links among the full range of U.S. and Russian private and public entities with interestsin these
regions. The U.S. Government plans to establish afourth RI sitein Tomsk in FY 2000.

Novgorod RI: Most technical assistance programsin Novgorod were completed and phased out in the first half of FY
1999, as scheduled. However, the region's strong track record on reform and continued interest on the part of the
Novgorod Administration led to a decision to extend the Novgorod RI and implement new programsin FY 2000 in the
following areas:. international accounting standards (1A S), public finance reform, assistance in the start-up and registra-
tion of new small and medium-sized enterprises, and the development of non-governmental organizations (NGOs). The
Novgorod RI focused on sharing its lessons learned with other regions of Russia through participation in key regional
conferences. The Novgorod RI Coordinator launched alocal small-business working group and plans to transform it
into aforeign investment advisory forum, similar to onein Samara (see below).

Samara RI: InFY 1999, the Samara RI focused on further improving the working relationship between the Samara
Administration and the local investment community, accomplished through two new organizations. A new Foreign In-
vestment Advisory Council (FIAC), which is composed of foreign business representatives, the oblast (regional) ad-
ministration and duma (legislature), and the RI Coordinator, provided input on new investment legislation and hel ped
resolve local business problems. The Investment Promotion Unit, which is directly subordinate to the Governor of
Samara Oblast (Region), was established as a new component of the oblast administration and was an effective point
for disseminating trade and investment information. Due to the continuing impact of Russia’s 1998 financial crisis,
there were no new investments in Samara during FY 1999, although the Nestle Corporation decided to expand its ex-
isting investment and McDonald' s opened its first franchise in Samara.

Russian Far East Rl: The Russian Far East Rl (RFE-RI), which is based in both Khabarovsk and Sakhalin, facilitated

ties between Sakhalin and the State of Alaska, in particular by organizing major presentations in the United States and
Russia on the Russian Far East's infrastructure development plans, thereby promoting regional initiatives to reinvest oil
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profits into infrastructure development and energy efficiency projects. The RFE-RI facilitated links between the sister
states of Amur and Wisconsin, and worked to strengthen the RFE’ s weak banking sector through the establishment of a
credit union and bank association. The RFE-RI also supported the development of several business associations and a
Foreign Investment Advisory Council. Through training, development grants and coordination, the RFE-RI hel ped
launch commercially based environmental small businesses.

Eurasia Foundation: InFY 1999, the Eurasia Foundation awarded approximately 230 small grants totaling $8.59 million
throughout Russia. The Foundation’sfield officesin Moscow, Saratov and Vladivostok awarded approximately $5.7 mil-
lionin grantsin FY 1999, increasing the total number of the Foundation’s grantsin Russia to roughly 1,600 since 1994,
with a cumulative value of over $40 million. In addition to its“open-door” grant-making program, the Eurasia Foundation
also implemented targeted initiatives to address specific issues. Under its Rule of Law Program, the Foundation awarded 15
grants to organizations working on anti-corruption measures such as budget transparency and procurement reform, contrib-
uting also to cross-sectoral anti-corruption effortsin the regions. To address Russia's overburdened court system, the Foun-
dation conducted a grant competition and awarded 13 grants to support the development of alternative dispute resolution
mechanisms through training, public education, and pilot demonstration projects. With financial support from the Ford
Foundation, C.S. Mott Foundation and Open Society Institute, the Eurasia Foundation's NGO Resource Center Program
helped foster cross-sectoral collaboration and helped Russian NGOs devel op sustainable financial and institutional devel-
opment strategies. In addition, the Eurasia Foundation administered the U.S. Embassy’ s Contemporary Society Small-
Grants Program. (Please see Democracy Programs section below.)

Economic Restructuring Programs

USAID Fiscal Reform Project: InFY 1999, USAID’sfiscal reform activities focused on tax reform and budget manage-
ment at all levels of government. At the federal level, USAID-funded technical experts worked with State Duma (parlia-
ment) deputies and Russian Finance Ministry officials on several aspects of tax reform that were the subject of ongoing leg-
idative efforts. In FY 1999, progress was also made on improving the effectiveness of tax administration through amend-
ments to Russia’ s tax code, and work was under way on simplifying the country’ s personal income tax and value-added tax
structures. At the regiona level, USAID spearheaded the implementation in five regions of apilot program to reform re-
gional inter-budgetary relations with municipalities, resulting in the crafting of FY 2000 regional budgets that were more
transparent than in previous years.

USAID Accounting Reform Programs: In FY 1999, two USAID-funded projects focused on the promotion and adoption
of International Accounting Standards (IAS) in Russia. These projects conducted training seminars for users of financial
statements, and supported the trandation of IASinto Russian. Project activities were conducted in two Regional Initiative
sites—Samara and Novgorod—and other cities by Carana Corporation and the American Chamber of Com-
merce/International Center for Accounting Reform (ICAR), respectively. Together, these projects have trained 3,670 peo-
ple and published over 3,000 copies of Russian-language books on IAS.

USAID Think-Tank Support Project: InFY 1999, USAID continued to promote the use of economic analyses by
Russian Government decision-makers, funding 27 research papers by experts at the Institute of the Economy in Transition
on topics ranging from the Russian banking crisisto a state’ s social obligations. Building on this, USAID launched a major
new think-tank support project with the Moscow Public Science Foundation in FY 1999, which will increase support for
Russia' s emerging and existing think tanks, with more of an emphasis on the country’s regions.

USAID Banking and M ortgage Programs. In the wake of Russia’s 1998 financial crisis, USAID worked with other
donors, including the World Bank, to find ways to help restructure Russia’' s banking system. In FY 1999, USAID provided
$2 million in banking-sector assistance. The USAID-supported Financia Services Volunteer Corps (FSVC) provided
technical assistance to bankers on legal and regulatory issues, as well as the internal management and structure of selected
banks. At the request of the Central Bank of Russia, USAID also financed a bank support initiative to promote the adoption
of IAS by Russian banks. Mortgage development efforts under USAID's Housing Sector Reform Project included
assistance in the devel opment of a mortgage law, a standard-setting handbook, and a mortgage-lender certification course,
which the Ingtitute for Urban Economics now offers on a self-sustaining basis. With USAID support, the Urban Institute
and the Federal National Mortgage Association (FNMA or Fannie Mag) provided technical assistance to the Russian
Agency for Housing Mortgage Lending focusing on the devel opment of a secondary mortgage-market system.
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U.S. Department of the Treasury — Technical Advisors. InFY 1999, Treasury Department resident advisors worked in
Russiain the areas of tax administration and financial-sector reform. (Please see the Treasury Department section in Part
[11 of thisreport.)

Business and Economic Development Programs

USAID Small-Business Development Programs: In FY 1999, USAID’s small-business devel opment programs continued
to have aregional and grassroots focusin Russia. The launching of a new micro-enterprise lending project in Sakhalin in-
creased to three the number of USAID-sponsored non-bank credit programsin Russia. During FY 1999, these programs
made $1.9 million in micro-loans to atotal of 1,200 Russian borrowers, increasing the cumulative totals to $9.0 millionin
loans issued to 5,800 Russian borrowers. USAID’s small-business training programs were largely unaffected by the 1998
economic crisis, as the demand for such training remained high. Since 1994, USAID has helped train over 280,000 Rus-
siansin how to start and run asmall business. In FY 1999, training topics included business planning for women entrepre-
neurs, business communi cation, human-resource management, and business idea analysis. Business volunteer assistance,
utilizing experienced American entrepreneurs, also continued in FY 1999. USAID launched two components of a new
project—Entrepreneurial Business Support (EBS)-West and EBS-East—with headquartersin Moscow and Vladivostok,
respectively. During FY 1999, EBS-West and EBS-East provided technical assistance through U.S. business volunteers to
148 Russian businesses, ranging from small businesses to medium and light industry. After a Russia-wide competition in-
volving over 300 Russian business support institutions, USAID’ s Business Support Project selected 32 of them to provide
USAID-funded technical assistance and training to local entrepreneurs.

Peace Cor ps— Economic Development Program: In FY 1999, Peace Corps volunteers provided training and consulting
services at the grassroots level throughout Russia with the aim of providing owners of small and medium-sized businesses,
aswell as undergraduate students, with aworking knowledge of the principles of market economics and practical business
skills, and promoting NGO development. Asin previous years, several thousand Russians participated in these training
programs.

TheU.S.-Russia Investment Fund (TUSRIF): InFY 1999, TUSRIF took the first step towards its privatization by
launching Delta Capital Management, a private company that will manage TUSRIF and promote private equity investment
in Russia. TUSRIF makes equity investments in Russian enterprises and Russian-American joint ventures and provides
loans to small and medium-sized businesses through its partner banks. Due to the continued effects of Russia’s 1998 finan-
cia crisis, TUSRIF disbursed only $12 million in FY 1999. Some examples of TUSRIF eguity investments made during
FY 1999 include positionsin the BiTech Petroleum Company in the Komi Republic and in Agribusiness Partners Interna-
tional, an investment fund focusing on the food-processing industry. By the end of FY 1999, TUSRIF stota investments
since the beginning of the program totaled approximately $144 million, and TUSRIF had drawn down atotal of $170 mil-
lion from its USAID grant. Reflows are currently running at approximately $7.5 million ayear. The financial performance
of TUSRIF' s equity portfolio was mixed in FY 1999, due mainly to last year’s financial crisis. TUSRIF has made a strate-
gic decision to focus on Russid' s financial sector, leasing, and consumer lending, such as auto loans and mortgages. In FY
1999, TUSRIF particularly made headway in its leasing program, which began in the Rostov region but is currently being
expanded nationwide. TUSRIF also has ambitious plans to expand its mortgage program, which is currently operating
through partner banks in Moscow, St. Petersburg and Sakhalin Island. TUSRIF plans to establish a mortgage bank, which
would be aregistered Russian financial entity, and would engage in both loan origination and securitization of mortgagesin
order to begin developing a secondary mortgage market. TUSRIF will also continue to emphasize its small loan program.

Support for EBRD Small-Business Programs. In FY 1999, the USAID-supported small-business loan program imple-
mented by the European Bank for Reconstruction and Development (EBRD) granted over 5,400 loans totaling $43.1 mil-
lion to Russian micro- and small enterprises, compared to over 7,800 loans totaling $117.8 million in FY 1998. Sinceits
inception in 1994, the program has granted over 29,000 loans totaling $364 million, and its outstanding portfolio as of the
end of FY 1999 consisted of 5,044 loans worth $53.4 million. Prior to Russia' s August 1998 financia crisis, the pro-
gram’ s over-30-day arrears rate stood at 2.3 percent; as of the end of FY 1999, the over-30-day arrears rate in the pro-
gram’s remaining active banks stood at 5.25 percent.
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Trade and Investment Programs

U.S. Department of Commer ce — Business Development Committee I nitiatives: In FY 1999, these initiatives included
funding for the U.S. West Coast-Russian Far East Ad Hoc Working Group and for the “ ClearPac” customs clearance facili-
tation project. (See U.S. Commerce Department section in Part 111 of this report.)

U.S. Department of Commer ce — Business Infor mation Service for the NIS (BISNIS): Please seethe U.S. Commerce
Department section in Part 111 of this report.

U.S. Department of Commerce — American Business Centers (ABCs): Please see the U.S. Commerce Department sec-
tionin Part Il of this report.

Training, Exchange and Educational Reform Programs

Since FY 1993, U.S. Government- and Congressionally-funded exchange programs have brought almost 39,600 Russian
citizens to the United States for short-term professional or long-term academic training, including over 5,900 in FY 1999
alone. These programs give participants an opportunity to develop their skills and establish valuable contacts with U.S.
counterparts.

Library of Congress— Russian L eader ship Program: Authorized in May 1999 by an act of Congress (P.L. 106-31), the
Russian L eadership Program (RLP) of the Library of Congress, known in Russia as the Open World Program, was the
leading U.S. exchange program in Russiain FY 1999. RLP brings young Russian public-sector decision-makers to the
United States for short-term stays to learn about the multi-layered U.S. political system first hand, to share information and
insight about Russia with American counterparts, and to identify opportunities for cooperation. From late July through
September 1999, just under 2,000 participants from 77 regions across Russia, including 36 State Duma deputies and six
members of the Federation Council (Russia s lower and upper houses of parliament, respectively), traveled to the United
States for ten days of meetings, consultations, and site visits designed to foster professional and cultural contacts between
U.S. and Russian counterparts in government, business and non-profit organizations. Communities and families throughout
the United States—including Members of the U.S. Congress—hosted the Russian participants. Funded directly by the Li-
brary of Congress, RLP was administered by the American Councils for International Education (ACIE, formerly
ACTR/ACCELS). Russian mediareports and discussions with RLP participants confirmed the program’ s positive contri-
butions to the U.S.-Russian bilateral relationship. The U.S. Congress has earmarked $10 millionin FY 2000 FREEDOM
Support Act funding for the RLP, which will continue to bring young Russian leaders to the United States.

U.S. Information Agency (USIA) Exchanges. To date, over 26,700 Russians have participated in USIA professional and
academic exchange programs, which focus on developing the skills needed to build a civil society and a market-based econ-
omy. InFY 1999, aimost 3,400 Russians traveled to the United States under these programs.

USIA Professional Exchange Programs: In FY 1999, over 2,200 Russian citizens traveled to the United States under USIA
professional exchange programs.

Presidential Management Training I nitiative (PMTI): In spring 1998, USIA launched PMTI in response to Presi-
dent Yeltsin's call to Russia's Western partners to provide training to mid-level managers of Russian firms. Modeled
after the highly successful Business for Russia/lCommunity Connections Program (see below), PMTI was a cooperative
project between the U.S. and Russian Governments that organized community-based business internships for Russian
managersin U.S. companies. As of the end of FY 1999, atotal of 260 Russian business managers had participated in
PMTI. The Russian Government established a federal organization to screen applicants and select participants for in-
country training and foreign internships; however, to ensure the selection of qualified applicants with the necessary lan-
guage skills, USIA established an interview process to select finalists from a pool of individuals recommended by the
Russian Government. The in-country training, which preceded the U.S. internships and was conducted by institutions
of higher learning in various parts of Russia, included management and language skills and lasted from one to three
months. Asasign of its commitment to the program, the Russian Government covered the cost of international airfare
for PMTI participants.

Businessfor Russia (BFR)/Community Connections: An estimated 880 total participants will take part in Commu-

nity Connections programsin FY 1999. Under USIA’s BFR Program, atotal of 317 Russian entrepreneurs and 23 lo-
cal government officials familiarized themselves with U.S. business and government structures by participating in U.S.
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community-based internshipsin FY 1999. This brings the total number of BFR participants since FY 1994 to over
2,400. In addition to exposing Russian entrepreneurs to American business practices, BFR also achieves the secondary
objective of acquainting Russian participants with American society and culture through homestays and cultural and so-
cia events. USIA’s Community Connections Program targets non-English-speaking Russians in the fields of business
development, NGO administration and educational administration. Community Connections participants from individ-
ual Russian communities visit U.S. communities in groups of ten, to study U.S. practices in their professional areas. In
FY 2000, three new topics will be added to the Community Connections Program: youth advocacy, information access
and cultural preservation.

Productivity Enhancement Program (PEP): In FY 1999, USIA continued to fund the Productivity Enhancement
Program (PEP) implemented by the Center for Citizen Initiatives (CCl), which arranges business internships throughout
the United States using community-based resources such as Rotary Clubs. In FY 1999, approximately 700 Russians
participated in PEP, which has arranged internships for atotal of 1,525 participants since itsinception in 1996. PEP
participants pay for their own travel and per diem, while USIA and the U.S. host communities cover training costs.

International Visitor/FREEDOM Support Grant Program: In FY 1999, atotal of 327 Russians from various pro-
fessions traveled to the United States under USIA's International Visitor (IV)/FREEDOM Support Grant Program,
bringing the total number of participantsto 1,105 since FY 1992.

Parliamentary Exchanges. InFY 1999, USIA organized exchange programs for members and staff of Russia' s State
Duma (lower house of parliament) and regional parliamentsin preparation for the December 1999 Duma elections.
Three delegations consisting of atotal of 13 members and staff traveled to the United States, bringing the total number
of parliamentary participants since FY 1992 to 160 deputies and 83 staff.

USIA Academic Exchange Programs: In FY 1999, approximately 1,100 participants—65 percent of whom were under

the age of 30—traveled to the United States under USIA’ s nine academic exchange programs, which included practical in-
ternships. Participants returned home with a deeper understanding of the foundations of American democracy and market
economics, aswell as of U.S. concepts of government, civic activism and socia responsibility.

Secondary School, Undergraduate and Graduate Exchanges. In FY 1999, 305 Russian high school students trav-
eled to the United States under USIA’ s Future Leaders Exchange (FLEX) Program. FY 1999 funding for the High
School Linkages program provided opportunities for approximately 350 Russian and 350 U.S. students to travel on
high-school exchange visits. The FREEDOM Support Act Undergraduate Exchange Program brought 64 Russian un-
dergraduates to the United States, and the Graduate Exchange Program brought 64 Russian graduate students to the
United States. Announced at the Clinton-Y eltsin summit in 1998, USIA’s Y oung Leaders Program brought 14 Ameri-
cansto Russia and 54 Russians to the United States for a program that combines academic study with public service
internships.

Faculty Programs: In FY 1999, the Teaching Excellence Awards (TEA) Program awarded 30 Russian finalists and
12 American finalists with an opportunity to participate in a professional development seminar alongside their foreign
counterparts, and provided much-needed educational materialsto 195 Russian semifinalists. Other FY 1999 programs
for teachers and scholars included the “ Partners in Education” Program (74 Russian participants), Fellowshipsin Con-
temporary Issues (21 Russian participants), the Regional Scholar Exchange Program (28 Russian participants), the
Junior Faculty Development Program (50 Russian participants) and the Fulbright Program (42 Russian participants).

University Partnerships:. In FY 1999, USIA’s NIS College and University Partnerships Program (NISCUPP) sup-
ported nine new partnerships between Russian and U.S. educational institutions focusing on a wide range of topics, in-
cluding economics, business administration, law, political studies, public administration and social sciences.

USIA Alumni Programs. Maintaining contact with and between alumni of USIA exchange programsis a high priority,
and every effort is made to reinforce the program experience after participants return home. Alumni activities organized in
Russiain FY 1999 included conferences, networking opportunities, career development seminars, job forumsand U.S. Em-
bassy and Consulate events. Strong alumni associations have been established by FLEX, Muskie/FSA and scholar program
alumni. In FY 2000, USIA will increase its focus on alumni of professional exchange programs, in particular by providing
them with Internet access.
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USIA Women's L eader ship Programs: In FY 1999, USIA provided over $560,000 in support of three programs for fe-
male NGO activists and community leaders. These programs helped the participants acquire a wide range of organizational
skills, establish links with other NGOs, encourage grassroots activism, establish training centers, and learn how to combat
domestic violence. One program addressed the need to develop the role of women in addressing issues of women's and
children's health. Other topicsincluded ethics in the public sector, prevention of trafficking of women, and management
and financial reform of universities.

USIA Distance-L earning Partnerships: In FY 1999, USIA established four partnerships to expand the ability of Russian
institutions to teach business and management courses through the use of distance-learning technol ogy.

USAID Training Programs. Since 1993, over 8,600 Russian professionals have participated in USAID-funded training
programsin the United States, third countries and Russia. Sinceitsinception in January 1997, USAID’s Global Training
for Development (GTD) Project has conducted 57 short-term training programs in the United States, third countries and
Russia for amost 2,000 Russian professionals. In FY 1999, some 640 Russian citizens received USAID-funded training:
some 290 of them in U.S.-based programs and 350 in in-country programs. Of the 601 Russian professionals who have
participated in U.S. and third-country GTD training programs, 132 were given speciaized in-country follow-up training in
FY 1999. USAID’s support for the Presidential Management Training Initiative (PMTI) consisted of in-country follow-up
workshops for 120 PMTI alumni of U.S. and other Western-funded internship programs (including Germany, France, Can-
ada, Japan, Holland and others). Topics included human resources management, innovative techniques in management,
marketing, comparative legislation and others.

Peace Cor ps English-Language Training: InFY 1999, Peace Corps English-teaching volunteers in Western Russia
taught secondary school students and undergraduates; trained English teachers; supported English language associations,
clubs, resource centers and computer labs; held conferences; updated existing English-teaching textbooks and wrote new
ones. In FY 1999, 58 volunteers reached some 7,000 students and 1,800 teachersin 21 universities and institutes, 31 sec-
ondary schools and three in-service training centersin 28 cities. The Peace Corps also began to expand its English-teaching
program into new regions, such as Novosibirsk.

U.S. Department of Commer ce — Special American Business Internship Training (SABIT) Program: In FY 1999, the
SABIT Program provided internships to 204 Russian managers and scientists. (Please see the U.S. Commerce Department -
SABIT section in Part 111 of thisreport.)

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: In FY 1999, USDA’s Cochran Program
continued to support agricultural reform in Russia, organizing short-term exchange programs for some 50 Russian agricul-
turists.

Democracy Programs

USAID Independent Media Programs: A part of the U.S. Government’ s comprehensive response to the challenges posed
to Russia s independent media by the country’s August 1998 financial crisis, USAID significantly broadened its journalism
training and media-rel ated business support activitiesin FY 1999.

Internews. USAID-funded Internews provided technical assistance to over 300 regional television stationsin 81 of
Russia’ s 89 regions. A new training forum called “Local Time"—a series of regional competitions/seminarsin eight of
Russia' s time zones plus a final round in Moscow—enabled 30 to 50 stations from each region to compare program-
ming, have access to professional training, broaden their contacts with national network executives, and have access to
expert legal advice from the Moscow Media Law and Policy Center, Glasnost Defense Fund and the National Associa-
tion of Telebroadcasters. Internews also launched a coordinated series of regional media advertising-support activities
in 67 cities throughout Russia, resulting in the formation of a National Association of Regional Advertising Agents. In
addition, Internews provided production support grantsto 27 regional non-state television stations during the period of
sharply decreased media advertising revenues that followed the financia crisis. Internews also launched a newsroom
computerization program and an I nternet-based news exchange network called “InterNovosti,” and contributed to the
establishment of network of media organizations that worked to loosen government controls on local media.

National Pressinstitute: Since 1993, the USAID-supported National Press Institute (NPI) and the Media Viability

Fund, which is co-financed by USAID and the Soros Foundation, have provided technical support to more than 1,500
regional non-state regional newspapers in over 70 regions of Russia. In May 1999, NPI established a new legal serv-

60



ices program to help regional independent newspapers defend their rights and oppose encroachments by local authori-
ties. InFY 1999, NPI conducted over 800 press conferences and professional training events in its seven regiona press
centers located in Moscow, St. Petersburg, Y ekaterinburg, Samara, Vladivostok, Nizhniy Novgorod and Novosibirsk.

USIA MediaPrograms: InFY 1999, USIA administered and coordinated a number of programs that brought Russian
media representatives to the United States on professional development programs. Three cooperative television productions
(TV co-ops) provided the opportunity for ten Russian television professionals to travel to the United States and produce
high-quality television programming for large Russian viewing audiences on various aspects of American life, including

Y 2K preparedness, civil-rights protection in a multi-ethnic society, and U.S. television news. A USIA print media program
focusing on journalistic ethics brought six journalists from throughout Russiato the United States. The journalists spent
three weeks in the United States, meeting with representatives of media, government and civic organizations. Upon return-
ing home, the journalists published articles in their respective papers on their experiences in the United States. USIA aso
participated in a $10 million independent media initiative launched by Secretary of State Madeleine Albright during her
visit to Moscow in January 1999. Under thisinitiative, USIA brought U.S. speakersin the field of journalism to Russia and
organized mediainternships in the United States for Russian journalists.

USAID Rule-of-Law Programs: InFY 1999, USAID continued to work with the Russian judiciary, with both the com-
mercial (arbitrage) courts and the courts of general jurisdiction. During the last year and a half, over 1,300 Russian judges
and court administrators have participated in USAID-funded programs aimed at improving the participants understanding
of law and judicial ethics, improving court administration, and improving continuing judicial education. USAID’s support
for the Russian Supreme Court’s new Judicial Department, the entity now responsible for administering the courts of gen-
era jurisdiction, contributed to the improvement of judicial administration in Russia. USAID also fostered partnerships
between U.S. and Russian judicial entities, including a partnership between Russia’ s Judicial Department and the Adminis-
trative Office of the U.S. Courts. A specia program involving the Supreme Qualifying Collegium, the Russian judicial-
branch entity responsible for enforcing discipline against judges accused of ethics violations, raised awareness of judicial
ethics issues among hundreds of judicial leaders from Russia’s regions.

USAID Support for Human-Rights Monitoring: In FY 1999, USAID provided support for a human-rights monitoring
program that covers 30 of Russia s regions and produced human-rights reports for all 30 regions and a report about Russia's
national human-rights situation. Other USAID-funded human-rights programs offered programmatic support and made fa-
cilities available to NGOs working on issues such as the rights of minorities, refugees, psychiatric patients, and other
groups.

USAID Palitical Process Programs: InFY 1999, USAID continued to support increased participation by Russian citizens
in democratic political processes, with a special emphasis on the December 1999 el ections to the State Duma (Russia’'s
lower house of parliament) and the presidential elections now scheduled for March 2000. The USAID-supported Interna-
tional Republican Institute (IRI) and the National Democratic Institute for International Affairs (NDI) helped democratically
oriented Russian political parties strengthen their local party organizations and increase party membership. IRl and NDI
trained more than 3,000 political party leaders and civic and political activistsin 12 key regions. IRl provided almost
$122,000 in subgrants to Russian NGOs whose mission is to promote democratic development. These subgrants supported
the training and research programs of four regional NGOs. Through its NGO Advocacy Program, NDI facilitated the for-
mation of a coalition of national civic organizations whose mission is to organize and coordinate election-oriented advocacy
activities. The coalition is comprised of seven national civic organizations, all of which have regional affiliates. In addi-
tion, through its Moscow office and resource center, the USAID-supported International Foundation for Election Systems
(IFES) provided technical assistance to Russia’s Central Election Commission (CEC), 89 subject (regional) election com-
missions (SECs) and 2,700 territoria election commissions (TECs). During August-September 1999, IFES and the Na-
tional Press Institute (NPI) conducted a unique series of election-related seminars for media representatives, which gave
them a chance to interact with CEC representatives. Six cities hosted these seminars, bringing together SEC members and
journalists from atotal of more than 35 regions. In FY 1999, USAID aso continued to support the educational program of
the Moscow School of Political Studies (M SPS), which conducted training and roundtables for approximately 300 Russian
politicians and policy-makersin Moscow and in the regions. USAID support enabled M SPS to trandate and publish, as
part of an MSPS Library series, four Western scholars books on democratic theory and practice, and on liberal economics.
Some 12,000 copies of these books were distributed to the State Duma, presidential administration, governmental institu-
tions, universities and libraries.

USAID Institutional Partnerships: InFY 1999, USAID’s Sustaining Partnerships into the Next Century (SPAN) Proj-
ect supported 24 small, targeted and innovative partnerships between Russian and American organizations in the areas of
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business devel opment, civil society, health, environment and rule of law. By the end of 1999, 11 additional U.S.-Russian
partnerships had been selected for the SPAN Project, whose focus had been expanded to include social-sector reform and
women'sissues. SPAN partners carried out training activitiesin various sectors. Of the 550 participants trained each
guarter, some 200 were trained in business development, 105 in civil society, 175 in health and 70 in environment. Since
itsinception in FY 1997, the SPAN Project has trained over 5,700 Russian professionals, and SPAN partners have pro-
duced more than 90 informational products that will be advertised on SPAN’s Internet website and partner listserv.
Among the many partnerships nurtured by the SPAN Project is one between the Sklifosofskiy Burn Center and Lilias In-
ternational, who together established the first skin graft bank in Russia and laid the foundation for creating a network of
such banksin Russia. The partners continuously share information and collaborate in research and treatment efforts. An-
other highly successful SPAN-supported partnership is one between the All-Russian Society of the Disabled “ Perspektiva’
and the World Institute on Disability, who together implemented a program for disabled youth that now involves 46 dis-
abled-youth activists—three times as many as originally planned—and many volunteers in seven Russian cities, including
Ukhta, Syktyvkar, Perm, Krasnodar and Krymsk. In addition to conducting disability awareness workshops for over
10,451 Russian school children in 370 classroomsin 76 schools, these activists a so implemented an intensive media cam-
paign that yielded 70 articlesin local newspapers, three radio segments, and five television segments on local, national
and international stations.

U.S. Department of State — Anti-Crime Training and Technical Assistance (ACTTA) Program: InFY 1999, ACTTA
law enforcement training programs continued to reach a cross-section of Russian society, providing training to law enforce-
ment personnel, court officials, NGOs and health professionals who deal with domestic violence. The Federal Bureau of
Investigation (FBI), the U.S. Justice Department’ s Office for Prosecutorial Development, Assistance and Training
(DOJOPDAT); the U.S. Drug Enforcement Administration (DEA); the U.S. Immigration and Naturalization Service (INS)
and the U.S. Secret Service (USSS) al continued to conduct core training activities with their Russian counterpart agencies.
In addition, organizations such as the International Association of Chiefs of Police (IACP), Sister Cities International and
Project Harmony operated an ACTTA-funded program of law enforcement exchanges at the local level, involving police
chiefs from across the United States and Russia

Contemporary Society Small-Grants Program: In FY 1999, the U.S. Embassy’s Contemporary Society Program, which
was administered by the Eurasia Foundation, awarded 25 grants totaling approximately $500,000 to support projectsin the

areas of rule of law and democratic processes (four grants), community development (12 grants), and education and cultural
administration (nine grants). This brings the cumulative number of Contemporary Society grants to 109, with atotal value

of over $1.9 million and covering 32 of Russia s 89 regions.

Security Programs

U.S. Department of Defense (DoD) — Cooperative Threat Reduction (CTR) Program: In June 1999, the U.S. and Rus-
sian Governments signed a protocol extending the CTR umbrella agreement, including its original liability protections, tax
and customs exemptions, and audit and examination provisions, for another seven years. Despite problems in other areas of
U.S.-Russian relations, cooperation on CTR programs continued without disruptions throughout FY 1999. Some $383 mil-
lion of the $440 million appropriated for CTR in FY 1999 was earmarked for Russia. From FY 1992 to FY 1999, DoD
notified to the U.S. Congress over $1.6 billion in CTR assistance to Russia, of which over $1.2 billion had been obligated
and over $790 million disbursed as of the end of FY 1999. To help Russiareduce its force structure to START Il or
START Il levels, DoD and the Russian Ministries of Defense (MoD) and Economy (MinEcon) agreed in December 1997
on new CTR projects to support the required missile systems dismantlement and strategic submarine elimination, and to
enhance the security of Russia’'s nuclear weapons and fissile material. Several of these projects continued throughout FY
1999. Projectswere also initiated to help Russia process and package fissile material in the post-dismantlement stage and to
prevent the proliferation of biological weapons expertise and technology.

U.S. Department of Energy (DOE) —Nuclear Cities|Initiative (NCI): DOE initiated NCI in FY 1998-99 to help the ten
closed cities that make up Russia' s nuclear complex to provide employment alternatives to scientists and engineers as Rus-
siadownsizes its nuclear complex. DOE'sinitial NCI efforts focused on Sarov, Snezhinsk and Zhel eznogorsk, providing
$12.5 million in FY 1999 to support projects such as an open computing center at Sarov, international development centers
at al three cities, a nonproliferation center at Snezhinsk, a pharmaceutical packaging project at Snezhinsk, and laparoscopy
and tele-medicine projects at Sarov.

DOE Initiativesfor Proliferation Prevention (IPP): InFY 1999, DOE’s |PP Program continued to redirect former
weapons-of-mass-destruction (WMD) scientists in Russiato peaceful research and development projects with commercial
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potential. DOE provided $22.5 million for the PP program and directed that $5 million in projects be targeted at the three
NCI focus cities. In FY 1999, IPP began implementing a number of recommendations made by the U.S. General Account-
ing Office (GAO), increasing the program’s commercial emphasis and increasing the proportion of project payments that go
to NIS scientists. Additionally, in order to ensure that salary payments to Russian scientists are not subject to taxes, DOE
contracted with the U.S. Civilian Research and Development Foundation (CRDF) to process these payments.

DOE Materials Protection Control and Accounting (MPC&A): During FY 1999, DOE's MPC&A Program reorgan-
ized its activities, consolidating material into fewer buildings, converting excess highly enriched uranium (HEU) into low-
enriched uranium (LEU) and increasing security and accountability measures. Two major projects for down-blending HEU
into LEU were launched.

DOE Joint Plutonium Disposition Program: Under the Joint Plutonium Disposition Program, DOE is supporting col-
laborative work on the conversion of surplus weapons-usable plutonium metal to oxide suitable for use as MOX fuel. DOE
provides funding to support the Russian design and construction of demonstration and industrial-scale conversion facilities,
with the U.S. lead being taken by the Los Alamos National Laboratory. Roughly $2 million in contracts were placed with
Russian research and engineering institutes under this program in FY 1999.

DOE Nuclear Export Control Programs: In FY 1999, DOE conducted a variety of nuclear export control activitiesin
Russig, including joint studies, workshops, training programs, sessions of the U.S.-Russia Joint Commission’s Subgroup on
Export Control, equipment evaluations and site surveys. In addition, DOE funded Second Line of Defense training and
equipping initiatives to strengthen Russia's ability to detect nuclear smuggling at key transit pointsin Russiaand along its
southern borders.

U.S. Department of State — Export Control Programs: Through the U.S. Departments of Commerce and Energy, the
U.S. Customs Service and other agencies, the U.S. Government continued to conduct joint activities with Russian organiza-
tions responsible for export control regulations, internal compliance and enforcement.

U.S. Department of State— Science Collaboration/ BW Redirection: InFY 1999, the U.S. Government actively sup-
ported the redirection of former WMD scientists through funding for International Science and Technology Center (ISTC)
and Civilian Research and Development Foundation (CRDF) projects. Programs were also initiated by the U.S. Depart-
ments of Agriculture (USDA) and Health and Human Services (HHS) to support collaborative research with former Soviet
biological weapons (BW) scientists in the areas of agriculture and public health.

International Military Education and Training (IMET) and Foreign Military Financing (FMF): InFY 1999, DoD
expended $303,000 to fund the participation of 39 Russiansin IMET training programs. The IMET Program for Russia
operated at afraction of its original allocation of $920,000 because the Russian Ministry of Defense (MoD) suspended its
participation in IMET in March 1999 in reaction to NATO operationsin the former Yugoslavia. Asaresult of these ten-
sions, the Russian MoD also suspended its participation in the Foreign Military Sales (FMS) Program, withdrawing letters
of request (LORs) that it had been submitted to the Security Assistance Office at the U.S. Embassy in Moscow. These
LORs would have covered the partial use of $4.5 million in Warsaw Initiative FMF funds allocated to Russiain FY 1997-
98. The Department of State reallocated to other countries $1.5 million in FY 1999 FMF funds originally identified for
Russia. Inlate 1999, the MoD reinitiated its participation in both the IMET and FMF Programs.

Other Security Programs: In FY 1999, the U.S. and Russian Governments also continued to cooperate on a number of
other security programs. DoD and the U.S. Environmental Protection Agency (EPA) continued work on the Arctic Military
Environmental Cooperation (AMEC) Program with Russia and Norway.

U.S.-Russia Joint Commission on POW/MIAs. Through the U.S.-Russia Joint Commission on POW/MIAs, DoD’s Mos-
cow-based Defense POW/Missing Personnel Affairs Office continued to support the Russian side of the Commission in its
efforts to account for Soviet and Russian citizens missing during and after World War I1. Thisincludes trying to account
for Soviet military and civilian citizens who were missing in performance of their official duties abroad, in incidents at sea,
in submarines, in the air, and in various local wars, including Afghanistan and Chechnya. DoD provided materia assistance
in the form of blood test kits and consultations by U.S. forensic specialists on DNA identification techniques, as well as
more traditional means of identifying soldiers remains (used particularly to identify remains from the Northern Caucasus),
in the Russian MoD’ s 124th Central Medical Laboratory for Identification Investigationsin Rostov-on-Don.
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Energy and Environmental Programs

USAID Energy-Sector Reform Programs: In FY 1999, the previous year's joint DOE/USAID report on restructuring of
Russia’s electricity sector served as the strategic plan for U.S. Government-funded efforts to promote reform in that sector.
USAID funded partnerships between the U.S. Energy Association (USEA), NovosibirskEnergo and IrkutskEnergo, the goal
of which isto rationalize the two Russian utilities' pricing policies so that they can become self-sufficient. USAID is cur-
rently phasing out its energy-sector programs in Russia, with the exception of projects to promote energy efficiency. Fo-
cused in the Russian Far East, these energy efficiency projects work primarily on identifying efficiency improvements that
municipal governments can make in district heating systems.

U.S. Nuclear Regulatory Commission (NRC): Working with GosAtomNadzor, Russid' s federal nuclear and radiation
safety authority, the NRC continued to focus on increasing that agency’ s capacity and stature, in order to help ensure the
operational safety of Russia' s nuclear power reactors. (Please seethe NRC section in Part 111 of this report.)

USAID Environmental Programs: USAID’s Replication of Lessons Learned (ROLL) Project has provided over 150
grants to support Russian-to-Russian partnerships, 87 of which were provided in FY 1999. The size of the average grant
was $28,000 and the average cost-sharing from each Russian partner was 30 percent. Projects supported by ROLL included
the development of regional forest codesin two regions, the introduction of eco-tourism programsin 13 nature reservesin
the Russian Far East, the introduction of anew environmental health risk assessment methodology at the federal level, and
the implementation of a comprehensive air, water, and soil assessment in Samara Oblast (Region). During FY 1999,
USAID-supported eco-business activities in the Russian Far East and Siberia resulted in increased sales and profits for over
30 non-timber and secondary wood-processing companies, working in such areas as recycling of fish waste and mercury
batteries, introduction of forest-based product lines (e.g., juices, frozen berries, syrups) for ten companies, and facilitation of
market linkages between at least 15 Russian processors and foreign buyers of non-timber and timber forest products.
USAID also provided emergency assistance to Khabarovsk Kray in response to catastrophic forest fires in the region that
destroyed more than four million acres and threatened the health and economic livelihood of many indigenous populations.
Food and medicines were provided to three villages, including hospitals and orphanages, and critical supplies, including
fire-protective clothing, generators, fuel and spare parts were provided to local forestry departments. To improve the early
detection of forest fires, radio communications equipment, including 437 radios, will be given to the Kharbarovsk Kray For-
estry Management Department in FY 2000.

Other Environmental Programs: In FY 1999, the U.S. Fish and Wildlife Service (USFWS) administered a small-grants
program to benefit Russian parks and nature reserves, and to promote tiger and bear conservation activities. USFWS offi-
cials also cooperated with their Russian counterpartsin the areas of salmonid and coregonid fish conservation; management
of the shared U.S.-Russian polar bear population; studies of cetaceans and other marine mammals, and of the migratory
birds, ducks and geese of Beringia; and other joint conservation-related research projects. The National Oceanic and At-
mospheric Administration (NOAA) participated in joint studies of gray and bowhead whalesin order to allocate appropri-
ate hunting quotas for indigenous peoples and to support species protection. The U.S. Environmental Protection Agency
(EPA) cosponsored the Second All-Russia Environmental Congress, which was held in Saratov in June. In addition, the
U.S. Geological Survey (USGS) made a series of small grants to support Russian scientific institutions mapping geologic
structures in North Asiaand Siberia.

Social-Sector and Humanitarian Programs

U.S. Department of Agriculture (USDA) —Food Assistance: InFY 1999, USDA provided Russiawith 3.7 million met-
ric tons of food assistance, valued at $1.16 billion. The program consisted of approximately 1.7 million metric tons of
wheat and wheat flour donated under the P.L. 416 Program, 1.9 million tons of commodities provided under the P.L. 480,
Title 1 Concesssiona Sales and Food for Progress Programs, and 100,000 metric tons of various commodities donated as
humanitarian assistance and delivered through five U.S. private voluntary organizations (PVOs). Most of the proceeds of
the monetized components of this assistance were directed towards the Russian Government's Pension Fund, providing sup-
port for elderly pensioners. Proceeds from the seed sales under the Food for Progress Grants Program were used to support
credit cooperatives and seed research.

USAID Assistance to Russian Orphans (ARO): InFY 1999, USAID launched a new project to provide assistance to
Russian orphans, many of whom are still automatically put into state institutions soon after birth and are cared for outside of
families and communities. In many cases, reintroduction into society never occurs. The ARO Project will also support ac-
tivitiesto prevent child abandonment, promote the development of community services, and encourage organizationsin-
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volved with orphan issues to share ideas with each other. Two U.S. NGOs—Holt International Children's Services and
Mercy Corps International—will work with leading Russian NGOs in Novgorod, Samara and the Russian Far East, includ-
ing Magadan, to implement this $1.5 million project.

Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided over $602 million in humanitarian assistance to Russia. In FY 1999, the Office of the Coordinator of U.S. Assis-
tance to the NIS expended $1.34 million in transportation and grant funds to deliver $19.92 million in targeted humanitarian
assistance to the people of Russia. Much of this assistance was in the form of donated commaodities distributed by small and
medium-sized U.S. PVOs. However, the majority of this assistance was in the form of high-value pharmaceuticals provided
through large PV Os like Project Hope. During FY 1999, the Department of State funded six humanitarian airlifts and 163
surface shipments to Russia.

USAID Health-Care Reform Programs: InFY 1999, USAID designed and began to implement multi-year strategies
aimed at specific health problems in Russia, including women’s and infant health, AIDS/HIV prevention, and tuberculosis
control. USAID also continued to support U.S.-Russian primary health-care partnerships and facilitated a dialogue at the
national level on the quality of health care in Russia.

Women’s Reproductive Health Project: This project came to a successful closein FY 1999, with over four million
additional Russian women enjoying access to modern family-planning information and services. The Russian Govern-
ment estimates that abortion rates have fallen 23 percent throughout Russiain the last five years, largely as aresult of
U.S.-Russian cooperation on family planning. Although there have been many program successes, maternal and infant
mortality rates continue to range from two to ten times higher in Russia than in other industrialized countries. In June
1999, USAID completed awomen’s and infant health strategy that incorporates training in arange of prenatal, mater-
nity and postnatal care and treatment issues, based on the most modern information available in the area of women’s
health. The strategy also incorporates increased counseling on family planning, sexually transmitted diseases and fam-
ily violence. Field-based programs were initiated in Novgorod and Perm.

I nfectious Disease Programs: In FY 1999, USAID began implementing AIDS/HIV-prevention activities in Moscow
and Saratov. AIDS/HIV- and sexually transmitted disease (STD)-prevention |eaflets, brochures and posters were
placed in clinics and youth centers, and a series of youth events were organized to promote condom use and increase
AIDS/HIV awareness among young people. USAID also established two HIV/AIDS-prevention partnerships: one be-
tween the Moscow-based NGO “No to Alcoholism and Drugs’ (NAN) and the Lower East Side Harm Reduction Cen-
ter of New York City, and one between three organizations in Saratov—the Regiona AIDS Prevention Center, the
NGO “Harmony,” and the Center for International Understanding—and three Washington, D.C.-based organizations—
Helping Individual Prostitutes Survive, Metro Teen AIDS, and the Whitman-Walker Clinic. Both partnerships devel-
oped prevention strategies for high-risk groups, strengthening the capacity of the Russian partners to design and imple-
ment HIV-prevention programs. USAID's new program to fight tuberculosis (TB) identified three sites for pilot TB
projects. lvanovo, Orel and Vladimir. Program efforts will focus on upgrading laboratory capacity. Russia- and U.S.-
based training was provided for Russian TB professionals from Ivanovo, Vladimir, Orel and Novgorod. In October
1999, deputy governors and health administration leaders from Ivanovo, Orel and Novgorod participated in aU.S. ob-
servation tour to increase political will and understanding of the TB project.

Community-Based Health Care Project: In October 1998, the USAID-funded American International Health Alli-
ance (AIHA) initiated a new, broad-based series of U.S.-Russian partnerships focusing on community-based primary
health care. By working with municipal governments, social services, schools, universities, and public organizations,
the program began fostering more effective and efficient delivery of health servicesin communities. In FY 1999, 15
partnerships initiated under USAID’s original Hospital Partnership Program implemented activities in hospital man-
agement and administration, nursing, women's health, neonatal resuscitation, emergency medical care, maternal and
child health, hospital infection control and TB. As part of acommunity-based health initiative, USAID established four
new primary health-care partnerships in Khabarovsk, Kurgan, Samara and Sarov.

U.S. Department of Energy (DOE) — Radiation Health-Effect Studies. In FY 1999, DOE's Environmental Safety and
Health Office funded 12 joint studies on radiation health effects, focusing on the population and workers chronically ex-
posed to radiation emitted from Mayak, the Russian nuclear weapons production plant in the Southern Ural Mountains. The
long-term study, which costs $3 million per year, was initiated under a joint agreement signed in 1994.
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Preview of FY 2000 Programs

In FY 2000, U.S. Government assistance to Russiawill strengthen its regiona and grassroots emphases, supporting the

devel opment of small business and civil society, as well as health-care reform and environmenta activities. USAID will
provide technical assistance to Russia' s electoral commissions to help ensure that the presidential el ections scheduled for March
2000 arefree and fair. USAID-funded initiatives will also reach out to newly elected legislators in the State Duma
(parliament) and the regional legidlatures, aswell asto municipal officials. The U.S. Government will continue to target
funds away from the Russian federal government and Moscow, towards Russia s reform-minded regions. Exchange programs
will work to strengthen the val uable partnerships between U.S. and Russian communities and organizations in al sectors and
will serve as vehicles to bring more Russians to the West to observe democracy and free market economicsfirst-hand. In
Moscow, U.S. Government-funded programs will also continue to address significant obstacles to reform, including corruption,
organized crime, and the overall lack of an effective and comprehensive lega system that can ensure therule of law. USAID
will continue to work with other donors to promote banking and tax reform.

Under the multi-agency Expanded Threat Reduction Initiative (ETRI) implemented by the Departments of Defense, Energy
and State, the U.S. Government will significantly increase assistance to address the increased threat of weapons-of-mass-
destruction (WMD) proliferation in the wake of the Russian financial crisis. Cooperative Threat Reduction (CTR) activities
and nuclear materials security programs will continue to be the highest priority. In addition, expanded scientific collabora-
tion programs will provide alternative employment opportunities to prevent the proliferation of weapons expertise from the
tens of thousands of former Soviet weapons scientists in Russiawho are in demand by rogue states and terrorists. Anin-
creased focus will also be placed on redirecting former Soviet biological weapons (BW) scientists and technical expertsto
peaceful pursuits, as well as on enhancing Russia s export controls and border security by providing additional equipment
and training.

TAJIKISTAN
Political Overview

In FY 1999, Tagjikistan continued the national reconciliation process that began with the June 1997 signing of a general
peace accord, ending years of civil conflict. Implementation of the peace accord, while falling further behind schedule,
nevertheless continued in FY 1999. The demobilization and integration of former United Tajik Opposition (UTO) fighters
proceeded from its first phase—relocation to designated assembly areas and registration—to its second—suitability assess-
ment for integration into the national armed forces. During FY 1999, the Government of Tagjikistan and the UTO overcame
a serious impasse in the course of allocating one-third of high-level government positionsto UTO candidates, as called for
by the peace accord. Thiswas done by creating a new "power ministry” and appointing as minister UTO commander Mirzo
Ziyoev, who was supposed to take control of the Ministry of Defense, but was prevented from doing so because the incum-
bent, pro-government defense minister refused to step down. Problems arose with respect to severa former UTO field
commanders who no longer seemed to answer to the UTO leadership, much less to the Government of Tajikistan. These
field commanders collaborated with the guerilla force of Uzbek I1slamist militants who invaded Kyrgyzstan from the terri-
tory of Tajikistan in fall 1999, took hostages, and returned to Tajikistan. However, severa field commanders from the gov-
ernment side posed an ongoing threat to law and order in the capital of Dushanbe as they maneuvered for greater power and
territorial control over business and narcotics trafficking.

A September 1999 referendum on amendmentsto Tajikistan’s constitution and a November 1999 presidential election, both
of which were conditions of the peace accord, reflected serious weaknesses in Tgjikistan's transition to democracy. Presi-
dent Rahmanov was re-elected, winning a reported 98 percent of the vote. Election observers reported numerous flawsin
the conduct of both elections, including the violation of ballot secrecy, the compromised neutrality of polling place staff,
and government monopolization of mass media. The actions of both the government and opposition discredited the results
of the presidential election, with pro-government forces preventing opposition leaders from registering as candidates, and
the opposition leaders calling for a boycott of the election in response. Parliamentary elections are scheduled for early
2000, after the current parliament approves an election law. It isunclear if the parliamentary elections will meet the mini-
mum conditions of freeness and fairness necessary to merit the presence of international observers from the United Nations
and the Organization for Security and Cooperation in Europe (OSCE).
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Economic Overview

Tajikistan’s economy remained depressed in 1999, as the problems of economic transition took a back seat to the palitical
and security problems facing the country’s decision-makers. Government revenues remained dependent on the cotton and
aluminum sectors, both of which functioned below capacity in FY 1999. Small-scale privatization was largely completed,
but medium- and large-scale privatization remained stalled. Government statistics indicated a 2.1-percent rise in GDP dur-
ing the first seven months of 1999, but also indicated that nearly one-third of the population was either unemployed or un-
der-employed.

Overview of U.S. Government Assistance

In FY 1999, the U.S. Government provided an estimated $41.64 million in assistance to Tajikistan, including $12.97 million
in FREEDOM Support Act funds, $25.07 million in U.S. Department of Agriculture (USDA) funds, $120,000 in other U.S.
Government funds, and $3.48 million in U.S. Defense Department excess and privately donated humanitarian commaodities.
U.S. Government-funded assistance to Tajikistan supported the peace process, focusing on reintegrating refugees and de-
mobilized combatants, increasing employment and income through projects to reform the agricultural sector and provide
micro-credit, providing humanitarian assistance to vulnerable groups, and promoting privatization, commercial law reform,
private enterprise, and the devel opment of non-governmental organizations (NGOs). In addition, regional environmental
and energy programs supported Tajikistan's participation in water and energy management programs with neighboring Cen-
tral Asian countries.

The U.S. Embassy in Dushanbe suspended its normal operationsin October 1998, and they remained suspended throughout
FY 1999, with the Embassy’ s American staff resident in Almaty, Kazakhstan, and making periodic trips to Tgjikistan when
security conditions permitted. Although this made it more difficult for the U.S. Government to implement and coordinate
assistance programs on-site in Tajikistan, grantee organizations implementing U.S. Government-funded assi stance programs
remained in-country and continued their work at regular levels.

Training and Exchange Programs

Since FY 1993, U.S. Government-funded exchange programs have brought almost 800 Tgjik citizens to the United States
for short-term professional or long-term academic training, including some 130 in FY 1999 alone. These programs give
participants an opportunity to develop their skills and establish valuable contacts with U.S. counterparts.

USAID Training: InFY 1999, USAID training programs continued to provide key Tgjik officials and policy-makers with
an opportunity to develop their skills and observe other countries’ political and economic systems, helping them contribute
to Tajikistan’s progressin a number of sectors. Over 400 Tajik citizens participated in USAID training programsin FY
1999: over 60 of them in U.S.-based programs, some 170 in third-country programs and 180 in in-country programs. Of
this total, over 230 received training in the area of democratic reform, over 110 in economic restructuring, and some 50 in
social stabilization. USAID provided targeted training to government officials, members of the United Tajik Opposition
(UTO), and othersin key conflict-resolution posts. For example, Tajik representatives participated in a very successful
USAID-funded training program on reconciliation at the University of Nebraska. With the help of USAID-funded training
in the development of civil codes, Tgjikistan's parliament accepted the first part of a new civil code, and the second part isin
the process of adoption. In addition, two new training courses prepared government officials for conversion to International
Accounting Standards (IAS), a process under way throughout the country. A tuberculosis seminar held in neighboring
Kyrgyzstan resulted in the implementation of a national tuberculosis screening initiative in Tajikistan. Tajik alumni of
USAID training programs now form a cadre of reform-minded officials who are taking the lead in crafting long-term stabili-
zation and structural adjustment programs.

U.S. Information Agency (USIA) Exchanges: In FY 1999, over 60 Tgjiks traveled to the United States under USIA aca
demic and professional exchange programs, including four graduate students, four undergraduates, two scholars, 15 secon-
dary school students, and 27 professionals. Among these were a group of Tgjik journalists who participated in a USIA In-
ternational Visitors (1V) program focusing on U.S. press coverage of political campaigns, and had an opportunity to discuss
press-government relations with their U.S. counterparts. Upon returning to Tgjikistan, the participants immediately put their
experience to use in the context of their country’s elections. Other Tgjik |V participants included a delegation of women
NGO leaders who visited the United States on a program on human-rights education for women and a group of politicians
who participated in a program on political party organization.
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USIA University Partnerships: In FY 1999, USIA supported a partnership between the University of Nebraska at Lincoln
and the Technological University of Tgjikistan, who have undertaken a three-year program of cooperation in the areas of
food science and small business. USIA also supported an active partnership between the University of Nebraska and Kho-
jand State University focusing on establishing degree and extension programs in business education.

Other U.S. Government-Funded Training Programs: Tajiks also participated in training on combating child exploita-
tion and violence against women, sponsored by the Federal Bureau of Investigation (FBI); export control training sponsored
by the U.S. Department of Commerce; and training on post-blast investigative techniques, sponsored by the Bureau of Al-
cohol, Tobacco and Firearms (ATF). USDA's Cochran Fellowship Program sent three Tajik agriculturists to the United
States to gain first-hand experience in modern farming techniques. Programs sponsored by the State Department's Bureau
of International Narcotics and Law Enforcement Affairs (INL) at the International Law Enforcement Academy in Budapest
gave Tajik participants an opportunity to learn about law enforcement in a democratic society and to establish contacts with
counterparts from other NIS countries.

Trade and Investment Programs

In FY 1999, the U.S. Government promoted trade and investment in Tajikistan through a number of programs. The Central
Asian - American Enterprise Fund (CAAEF) made loans to private enterprises totaling over $1.1 million, and with USDA
and USAID support, Mercy Corps International (MCI) continued to implement a micro-credit program in Tgjikistan. In
addition, the U.S. Government began providing assistance to Tgjikistan in the area of commercial law reform, supporting
training programs on legislative drafting. The security situation in the country, however, hindered the ability of USAID-
funded advisors to fully implement this assistance.

Democracy Programs

USAID Democracy Programs: In FY 1999, USAID sought to promote citizen participation in political and economic
decision-making in Tgjikistan, not only as a foundation for democracy-building, but also as a cornerstone for efforts to build
peace in the aftermath of the country’s five-year-long civil war. In FY 1999, USAID-funded democracy programs focused
on election-related activities such as voter and civic education, reform of electoral legislation, and the development of a
voter registration system, each of which contributed directly to the peace process aswell. USAID provided support to the
Commission for National Reconciliation (CNR) and the Central Election Commission (CEC), familiarizing them with inter-
national standards for elections and promoting the development of electoral legislation in accordance with these standards.
For the past two years, USAID’ s support for civil-society development has been entirely focused on Tajik NGOs that are
working to promote peace and reconciliation. USAID assistance prompted these NGOs to become more involved in me-
diation efforts, utilize community development approaches in areas most affected by the inflow of returnees, and foster a
dialogue with government officials on addressing community concerns. In cooperation with the International Center for
Not-for-Profit Law (ICNL) and local NGOs, USAID facilitated the drafting and adoption of arevised law on public asso-
ciations, as well as amendments to the Civil Code and Tax Code. In addition, a quasi-governmental working group was
formed to address changes in the general NGO law, a draft of which was completed in August 1999. A new law on non-
commercia organizations is expected to be adopted in January 2000. Meanwhile, USAID media assistance programs
helped increase citizens' access to information in general—and specifically information about the peace process—by sup-
porting the emergence of additional independent television and radio stations throughout the country.

Energy and Environmental Programs

USAID Resource Management Programs: In the area of regional water management, USAID helped Tajik Government
officials improve the trans-border management of shared water systems. With USAID assistance, the Government of Ta-
jikistan devel oped a water-use optimization model for the Syr Darya River, adopted a uniform system of calculating opera-
tions and maintenance costs for shared basin facilities, and fully implemented the 1998 water and energy exchange agree-
ment with the governments of Kazakhstan and Uzbekistan. The Government of Tgjikistan also participated in an energy-
and water-use roundtabl e group that met regularly to resolve regional issues on management of water and energy resources.

Social-Sector and Humanitarian Programs
Support for the Peace Process. In FY 1999, the U.S. Government supported Tajikistan’s peace process by providing

critically needed funding to United Nations agencies and NGOs for peace- and confidence-building measures. With USAID
support, the United Nations Development Program (UNDP) and United Nations Office of Project Services (UNOPS) im-
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plemented job-creation programs and provided employment opportunities for ex-combatants in the Karategin Valley, one of
the country’ s former opposition-held areas. Without these projects, ex-combatants would have had greater difficulty reinte-
grating into society. USAID also provided a grant to Counterpart Consortium to promote peace-building activitiesin Ta-
jikistan’s schools by teaching conflict resolution methods in the classroom. USAID provided a grant to the Aga Khan
Foundation (AKF) to manage an agricultural program designed to modernize and update farming methods in the Karategin
Valley, so that former combatants can improve their farming practices and increase their income. AKF also worked in
mountai nous areas damaged by fighting, providing new private farmers with supplies of seed and fertilizer, as well as tech-
nical advice, to help them expand wheat and potato production in difficult growing conditions. AKF' s efforts achieved re-
markable results, with wheat and potato yields increasing three- to fourfold. In addition, the USAID-supported United
Methodist Committee on Relief (UMCOR) began implementing youth programs for victims of the conflict, providing a se-
cure environment for education and reconciliation. All these programs are designed to restore and rebuild communities
through reconciliation and to promote the expansion of employment and income.

U.S. Department of Agriculture (USDA) —Food Assistance: InFY 1999, USDA alocated $25.07 million for the provi-
sion of approximately 36,470 metric tons (MT) of food commoditiesto Tajikistan, including 27,790 MT under its Section
416(b) Program. Of thisamount, 5,090 MT was directly distributed by the U.S. private voluntary organization (PVO) Save
the Children. In addition, Mercy Corps International (MCI) distributed 4,700 MT of wheat flour and monetized 8,000 M T
to establish afarm credit program, the Aga Khan Foundation (AKF) distributed 4,000 MT of wheat flour and CARE dis-
tributed 5,500 M T of wheat flour. The United Nations World Food Program (WFP) distributed 500 MT of dry milk pro-
vided under the Section 416(b) Program. In addition, U.S. PV Os operating in Tgjikistan managed the distribution of 8,680
MT of commaodities under USDA’s Food for Progress Program. MCI distributed 1,200 MT of rice, 1,400 MT of vegetable
oil, and 200 MT of yellow peas to vulnerable groups and participants in food-for-work programs. MCI supported these
programs by monetizing 9,000 MT of vegetable oil and wheat flour. AKF also directly distributed some 2,900 MT of corn-
soy blend (CSB), vegetable ail, wheat flour, and dry whole milk. Rounding out the direct distribution efforts were Save the
Children, which distributed 2,420 MT of commaodities (550 M T of corn-soyamilk, 1,340 MT of rice and 530 MT of vege-
table oil) and CARE, which distributed 560 M T of vegetable ail.

Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided amost $33 million in humanitarian assistance to Tgjikistan. In FY 1999, the Office of the Coordinator of U.S.
Assistance to the NIS expended $180,000 in transportation and grant funds to deliver $3.48 million in targeted U.S. Defense
Department excess property and privately donated humanitarian commodities to the people of Tajikistan. The magority of
this assistance consisted of high-value pharmaceuticals delivered through the U.S. PV O Project Hope.

Security Programs

Tajikistan isthe only NIS country that is not a member of the Partnership for Peace and is therefore not eligible for support
under the Warsaw Initiative. Tajikistan has committed to cooperating with the U.S. on countering the proliferation of
weapons of mass destruction and receives modest assistance primarily for strengthening its legal structure of export con-
trols.

In FY 1999, the U.S. Defense Department (DoD) Military Contract Program funded the participation of 10 Tgjik studentsin
courses at the. Marshall Center for Security Studiesin Germany. In addition, DoD funded the participation of 20 Tgjiksin
Marshall Center conferences, as well asa seminar in Tagjikistan on cooperation and competition among political partiesin a
democracy.

Cross-Sectoral Programs

In FY 1999, the Eurasia Foundation continued to operate a small grants program in Tgjikistan, awarding 15 grants totaling
$420,000 to Tajik NGOs in the areas of private-sector development and public administration. (Please see Eurasia Founda-
tion section in Part 111 of thisreport.)

Preview of FY 2000 Programs

Although normal operations of the U.S. Embassy in Dushanbe remain suspended, the U.S. Government is committed to
maintaining good relations with Tajikistan and to supporting the country’ s transition to democracy and a market-based

economy. In FY 2000, the U.S. Government will continue to provide assistance in the areas of democracy and governance,
economic development, energy and environment, health, and food aid. The emphasis of assistance will shift from emer-
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gency assistance to more sector-specific, long-term development activities. USAID will support the creation of a more ro-
bust private sector and will seek opportunities to expand business education and training. With parliamentary elections
scheduled for February and March 2000, democracy assistance will focus on election observer training and political party
development. In addition, training and exchange programs will continue to expose Tajiks to participatory democracy and
human rightsissues. The U.S. Government will continue to support the United Nations Mission on Tgjikistan (UNMOT),
other United Nations agencies, and NGOs working toward peace accord implementation and national reconciliation. Also
in FY 2000, under the multi-agency Expanded Threat Reduction Initiative (ETRI) implemented by the Departments of De-
fense, Energy and State, the U.S. Government will provide limited support in the form of training and seminars to enhance
Tajikistan’s export controls and border security.

TURKMENISTAN
Political and Economic Overview

In FY 1999, President Niyazov tightened his control over political, social and economic life in Turkmenistan, and the coun-
try’s economy continued along a downward path amid signs of increasing instability in the Caucasus and Central Asia. The
December 1999 elections to the Mgjlis (parliament) belied President's Niyazov’s promise to hold elections on a "broad
democratic basis." Only government-selected candidates were allowed to run, and the government-controlled media did not
carry any independent discussion of critical issues. On December 28. 1999, the newly elected Mejlis extend Niyazov's term
of office indefinitely, effectively declaring him president for life. The country’s civil code, which was adopted in 1998 and
contains guarantees for citizens' rights, was frequently disregarded in favor of more restrictive legidation. Meanwhile, judi-
cia branch officials explained that the civil code was being “phased-in gradually.”

Turkmenistan’s slow movement in the area of economic reform grew even slower in FY 1999, especially with respect to
reforms that would potentially weaken the government’ s control over the economy. The one areain which there was prog-
ress was budget reform, as dwindling state revenues clearly heightened the government’ s appreciation for improved fiscal
management and budgetary procedures. However, generally speaking, most senior-level officials continued not to appreci-
ate the need for true reform. Meanwhile, Turkmenistan’s financial picture continued to worsen, as export revenues re-
mained depressed in the wake of the government’s March 1997 decision to suspend gas exports through the Russian pipe-
line system. Nevertheless, oil production and export increased in FY 1999, and the rise in global ail prices provided some
increased foreign-exchange earnings. As part of its steady effort to demonstrate the benefits of operating in Turkmenistan to
international investors and companies, the Government of Turkmenistan adopted a regulatory framework designed to meet
international standards for environment, safety and worker protection in the oil and gas sector. Although the prospect of a
trans-Caspian pipeline enabling the export of Turkmen gas to Turkey offers promise for the future, throughout FY 1999,
Turkmenistan’s near-term outlook continued not to offer any prospects for growth.

Overview of U.S. Government Assistance

In FY 1999, the U.S. Government provided an estimated $23.20 million in assistance to Turkmenistan, including $11.29
million in FREEDOM Support Act funds, $4.36 million in other U.S. Government funds, and $7.55 million in U.S. Defense
Department excess and privately donated humanitarian commodities. In FY 1999, USAID obligated $6.9 millionin
FREEDOM Support Act funds for devel opment assistance to Turkmenistan, of which 43 percent was for economic restruc-
turing activities, 24 percent for health-care reform activities, 18 percent for training activitiesin all sectors, and 12 percent
for activities to support democratic reform. In addition, Turkmenistan also benefited from several USAID programs for the
Central Asian region that focused on the oil and gas, water and energy sectors. The mixed results of U.S. Government-
funded assistance to Turkmenistan in FY 1999 reflected the refusal of President Niyazov to permit broad-based economic
and political reform.

Training, Exchange and Educational Reform Programs
Since FY 1993, U.S. Government-funded exchange programs have brought some 875 Turkmen citizens to the United States
for short-term professional or long-term academic training, including some 120 in FY 1999 alone. These programs give

participants an opportunity to develop their skills and establish valuable contacts with U.S. counterparts.

USAID Training: InFY 1999, USAID’s Global Training for Development (GTD) Project conducted atotal of 26 training
programs for Turkmen participants—three programsin the United States, 10 in third countries and 12 in Turkmenistan.
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USAID trained some 330 participantsin FY 1999: some 25 of them in the United States, 30 in third countries and over 270
in Turkmenistan. USAID-funded regional training programs continued to expose Turkmen participants to neighboring
countries’ approaches to solving issues of mutual interest. However, new exit-visa requirements imposed by the Turkmen
Government impeded the implementation of third-country and U.S.-based training programs. For this reason, in-country
training programs will account for the majority of GTD's training portfolio in the future. Already in FY 1999, the GTD
Project worked closely with local technical assistance partnersto provide cost-effective in-country training to a wider local
audience.

U.S. Information Agency (USIA) Exchanges: In FY 1999, over 70 Turkmen citizens participated in USIA exchange pro-
grams, approximately 50 in academic exchanges and 20 in professional exchanges. The secondary-school exchangesim-
plemented under the Future Leaders Exchange (FLEX) Program continued to be one of the most popular U.S. Government-
funded assistance programs in Turkmenistan, with thousands of Turkmen high school students applying for only 30 slots.
Some 15 Turkmen students participated in USIA undergraduate and graduate exchange programsin FY 1999, up from
seven participantsin FY 1998. In addition, 15 Turkmen students traveled to the United States on USIA Internationa Visi-
tor (V) and FREEDOM Support Grant programs addressing priority topics such as women's rights, continuing education,
food safety and socia reform. Turkmen participants also benefited from two locally offered USIA programsin English
language instruction and American studies.

USIA University Partnership Program: InFY 1999, USIA awarded a university partnership grant to Texas A&M Uni-
versity to help Magtumguli State University develop a business education program.

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: In FY 1999, USDA’s Cochran Program
continued to support agricultural reform in Turkmenistan, organizing short-term exchange programsin seed policy, agri-
business management, farm management, agriculture finance and irrigation technology for atotal of 13 Turkmen partici-
pants.

Private-Sector Support Programs

In FY 1999, the U.S. Government sought to expand private-sector operations and entrepreneurial skillsin Turkmenistan.
While the activities noted above aimed to create a better environment for business and entrepreneurial growth by working
with the Turkmen Government, other projects worked directly with the Turkmen private sector in an effort to foster its
growth and development.

Central Asian-American Enterprise Fund (CAAEF): InFY 1999, the CAAEF provided financing to private Turkmen
businesses, as well as limited training and technical assistance. The CAAEF is currently implementing its single largest
investment in Turkmenistan, a cotton-spinning factory that will employ over 250 people, of whom 70 percent will be
women. Asof the end of FY 1999, the CAAEF's loan program had disbursed over $4.7 million to atotal of 67 borrowersin
Turkmenistan. The CAAEF continued to work with itslocal partner banksto find and devel op borrowers and had a pipeline
of potential 1oans worth more than $3 million. Currency conversion continued to represent the single largest risk factor—
one that required close monitoring. In addition, overly complex regulatory regquirements placed a large burden on entrepre-
neurs and restricted development of the country’s private sector.

I nter national Executive Service Corps (IESC): InFY 1999, IESC’s office in Turkmenistan implemented 12 private-
sector projectsin the areas of publishing, agricultural development, retail sales, plastic production, and banking. Volunteer
U.S. executives directly assisted small and medium-sized private businesses, increasing their understanding of a market-
based economic system, and introducing them to basic management techniques and financial analysis skills. 1ESC's
USAID-funded work with private entrepreneurs and commercial banks resulted in an upgrading of business standardsin
Turkmenistan, thus contributing to the development of private enterprise. |ESC volunteers also taught at the Turkmen In-
stitute of National Economy, helped the U.S. Embassy carry out an assessment of business constraints, and participated in
seminars designed to improve accounting standards in several local banks. |ESC is actively exploring small and medium-
sized enterprise development in the Dashoguz Region. Five private companies working in printing and photo development,
bakery products, and cotton spinning in Dashoguz will receive IESC's assistance in FY 2000.

USAID Farmer-to-Farmer (FTF) Program: InFY 1999, USAID-funded Winrock International fielded 19 U.S. volun-
teers on 12 FTF assignments involving more than 1,000 Turkmen farmers and entrepreneurs. In cooperation with USAID’s
Globa Training for Development (GTD) Project, the FTF Program published a field guide and trained 700 farmersin
Dashoguz in the identification of harmful insects so that they can better use the biologically based control system in place
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there, which is cost-effective and safe for the environment. Winrock volunteers also helped establish three associations of
private farmers that will function as Western-style cooperatives. A number of other FTF assignments focused on on-farm
production and agribusiness development. The FTF Program also continued to focus on the development of more efficient
water delivery systems, and in FY 2000, it will promote the development of water-user associations in conjunction with im-
proved water-delivery systems.

Economic Restructuring Programs

In FY 1999, acentral objective of U.S. Government-funded assistance to Turkmenistan was to encourage the government to
restructure and redefine its role and operationsin the national economy. Reducing the direct control of government in busi-
ness and the marketplace is critical to private-sector growth and international trade and investment. To thisend, USAID
financed technical assistance in creating sound fiscal policies and economic management practices, aswell asin improving
commercia and business laws. USIA contributed to this objective by bringing U.S. experts to Turkmenistan through its
Speakers Program and by bringing Turkmen entrepreneurs and policy-makers to the United States under its International
Visitors (V) Program. One of USIA's most successful IV programs introduced Turkmen women holding senior positionsin
regional and local government to the role of women in a market economy.

USAID Budget Reform Programs: As described above, the Government of Turkmenistan demonstrated some degree of
commitment to budget reform in FY 1999. With the help of a USAID-funded resident advisor, the Ministry of Economy
and Finance adopted internationally recognized financial and accounting classifications and coding, and upgraded the ana-
lytical and computer capabilities of its budget department. The number of agency budgets now included in the budget
document submitted to the national parliament has substantially increased, and the analytical documentation supporting the
proposed FY 2000 budget document is expected to expand substantially in quantity and quality. Much remains to be done,
however, before Turkmenistan actually has a transparent and rational budget system that allocates resources across all gov-
ernment operations.

USAID Support for Privatization: InFY 1999, USAID provided technical support to the privatization units of the Min-
istry of Economy and Finance, the State Agency for Foreign Investment (SAFI) and the Ministry of Agriculture. USAID
provided substantial advice and training on privatization strategies and methods, and organized a national conference to
review the constraints to the privatization program and to build greater commitment to privatization among key senior-level
Turkmen Government officials. In addition, a USIA visiting professor discussed the need for economic reform with senior
Turkmen Government officials. Unfortunately, these efforts did not result in any perceptible change in the pace of privati-
zation. Since the only enterprises being privatized in Turkmenistan were small enterprises whose privatization was clearly
within the capability of the country’s privatization officials, USAID suspended its technical support for privatization at the
end of FY 1999,

USAID Trade and Investment Programs: Progressin reforming Turkmenistan’s legal and policy framework for trade
continued to be incremental in FY 1999. Most of the trade and investment reform issues raised by USAID-funded advisors
were addressed in Turkmenistan's new civil code, which entered into force on March 1, 1999, and is providing a framework
upon which Turkmenistan is building a system of commercial law. USAID facilitated the devel opment of laws that are fun-
damental to private-sector development, including laws on customs and tariffs, business organizations, company registra-
tion, and intellectual property rights. In addition, USAID’s Trade and Investment Project worked with Turkmen Govern-
ment counterparts and the private sector to identify and reduce administrative barriers to trade, enact greater protection and
clearer remedies for foreign investors, simplify and make more transparent the process of business registration, and reduce
the degree of state regulation in general.

Democracy Programs

USAID Democracy Programs: InFY 1999, the objectives of USAID's modest democracy programs in Turkmenistan
were to encourage citizen participation, foster demaocratic concepts, and facilitate access to information. USAID pursued
these objectives by supporting NGO efforts in the areas of civic and legal education and community devel opment/self-help
activities.

Counterpart Consortium NGO Support Initiativefor Central Asia: In FY 1999, the Government of Turkmenistan
accredited and registered the Counterpart Consortium, the first international organization to gain this statusin Turk-
menistan, reflecting the government’ s reluctant consent for continued civil society development. Counterpart revised
its assistance strategy to take into account the lack of an enabling environment and the Turkmen Government’ s suspi-
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cious attitude towards NGOs. Counterpart’s programs targeted the following areas: (1) regional outreach, including a
program that delivers clean water to rural communities in Dashoguz Province that are served by a USAID-built reverse
osmosis water plant; (2) clarifying the role of NGOs in Turkmenistan, in conjunction with the International Center for
Not-For-Profit Law (ICNL); (3) promoting social partnership through activities designed to bring local government and
NGOs together; (4) strengthening the international community's focus on and support to NGOs by hosting an NGO do-
nor subgroup to encourage partnerships and channel international resources to appropriate NGOs; and (5) having for-
eign assistance providers play alower-profile role in NGO development, thus helping the NGOs themselves take the
lead in this process. Over 1,450 members of some 200 Turkmen NGOs and civic groups participated in Counterpart
training programsin FY 1999. To follow up on the results of this training, Counterpart awarded 22 grants totaling
$122,000, eight of which were partnership grants and 14 of which were NGO support grants. This brought to 31 the
number of grants awarded by Counterpart since it began operationsin Turkmenistan. In addition, Counterpart organ-
ized over 18 roundtablesin FY 1999, including a number of presentations at regional and district government offices
designed to broaden their dialogue with NGOs. Counterpart’ s community-based activities promoted citizen participa-
tion in local decision-making, an infrequent occurrence in highly centralized Turkmenistan. To increase skill-building
opportunities for Turkmen NGOs, Counterpart worked closely with other international organizations such as the Soros
Foundation, United Nations, and British Know-How Fund to send over 80 Turkmen NGO representatives to interna-
tional conferences on themes ranging from gender and development, to refugees and advocacy. Upon their return, the
participants shared their new knowledge with their NGO colleagues at focus groups and roundtables hosted by Coun-
terpart. Significantly, Counterpart’s fundraising efforts on behalf of Turkmen NGOs led the Embassy of New Zealand
to donate $5,000 to support awater users' association in Dashoguz.

American Bar Association — Central and East European Law Initiative (ABA/CEELI): InFY 1999, ABA/CEELI
began alegal education and information program with Turkmen State University and the National Library.

U.S. Department of State— Anti-Crime Training and Technical Assistance (ACTTA) Program: InFY 1999, more
than 100 Turkmen Government officials, ranging in rank from police investigators to the head of the anti-smuggling division
of the State Customs Service, participated in ACTTA training programs, which were coordinated by the State Department's
Bureau of International Narcotics and Law Enforcement Affairs (INL) and took place in the United States, Turkmenistan
and third countries. As Turkmenistan has become a popular transit country for drug traffickers, U.S. Government-funded
training has increasingly focused on counter-narcotics. In addition, the U.S. Government provided assistance and training
for police academy instructors, major criminal case investigators and other law enforcement officials.

Security Programs

In FY 1999, U.S. Government-funded limited counter-proliferation assistance to Turkmenistan focused on developing and
enhancing the border-security and export-control capabilities of Turkmenistan and its Central Asian neighbors, with afocus
on interdicting the smuggling of weapons of mass destruction (WMD). Thisisa particular concern in Turkmenistan, which
lies along centuries old trade and smuggling routes running both north-south and east-west.

U.S. Department of Defense: In FY 1999, Turkmenistan's Ministry of Defense (MOD) maintained a consistent, but low-
profile relationship with the U.S. Department of Defense (DoD), participating in the International Military Education and
Training (IMET) Program, the Expanded IMET (E-IMET) Program, and the Foreign Military Financing (FMF) Program.
Turkmenistan received $251,000 in IMET funds and $600,000 in FMF fundsin FY 1999. The Turkmen Government plans
to use FMF funds to support a demining initiative, airfield improvements at afacility near Ashgabat and the transfer of an
excess U.S. Coast Guard 82-foot patrol boat to Turkmenistan in FY 2000, which the U.S. Government has allocated to
Turkmenistan's maritime border guards in order to improve their capabilities. 1n addition, the U.S. Government began pro-
viding counter-narcotics training to Turkmen border guards, and follow-on training visits are scheduled in FY 2000. In FY
1999, the Turkmen MOD sent itsfirst high-level military delegation to U.S. Central Command (CENTCOM) in Tampa,
Floridato develop a military contact plan. Contact events and joint training opportunities have been planned for FY 2000 in
both the United States and Turkmenistan.

Energy and Environmental Programs
U.S. Government-funded energy and environmental programsin Turkmenistan are designed to help develop an effective

policy framework for an environmentally sound, regionally efficient, and market-oriented energy sector and to reduce eco-
nomic and political tensions generated by trans-border environmental issues. USAID’sregional approach to these issues
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has yielded solid results benefiting both Turkmenistan and the Central Asian region asawhole. Progress towards these ob-
jectives exceeded expectationsin FY 1999.

USAID Energy-Sector Programs: InFY 1999, USAID technical assistancein the area of power pooling and international
power contracting resulted in an agreement on parallel cooperation and frequency regulation of the five Central Asian
countries national power systems. USAID-funded advisors in Turkmenistan sought to create a regulatory environment that
will facilitate the influx of much-needed foreign investment to develop a modern and transparent energy sector. They also
helped prepare environmental rules and regulations on petroleum production and transportation in Turkmenistan. The for-
mation of independent regulatory agencies for Turkmenistan’s petroleum and energy sectors resulted in progress towards
fair and transparent pricing schemes and improved payment enforcement, which in turn improved economic incentives for
foreign and domestic investment in newer and cleaner technologies and practices.

Social-Sector and Humanitarian Assistance

In FY 1999, U.S. Government-funded social-sector programs in Turkmenistan focused on improving the country’s health

sector, specifically through health partnerships, reproductive health programs, and the surveillance and treatment of tuber-
culosis and other infectious diseases. U.S. Government-funded humanitarian assistance also supported these social -sector
objectives, specifically targeting vulnerable groups such as the elderly, the disabled and disaster victims. Wherever possi-
ble, USAID activities sought to team Turkmen Government agencies with NGOs in the provision of social services.

USAID Health Partnerships: Building on its successful health partnership between Turkmenistan's Ministry of Health
and Medical Industry and the Ambulance Authority of Richmond, Virginia, which is focused on improving emergency
medical servicesin Ashgabat, the USAID-funded American International Health Alliance (AIHA) initiated a new health
partnership between the Ministry and the University of North Dakota to retrain Ashgabat family physiciansin primary
health care. The partners have identified training needs and are developing atraining curriculum. The Ashgabat Emer-
gency Services training center continued to upgrade the skills of emergency service staff and to serve asamode for similar
health partnerships elsewherein Central Asia.

USAID Infectious Disease Programs. In FY 1999, the USAID-supported Centers for Disease Control and Prevention
(CDC) continued to work with Turkmenistan's Ministry of Health to improve the Ministry's infectious disease control, pre-
vention and surveillance systems. The CDC Policy Project's resident advisor was instrumental in strengthening the capacity
of the Ministry of Health to work collaboratively with international organizations and local NGOs, particularly in the area of
reproductive health.

Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided over $34 million in humanitarian assistance to Turkmenistan. In FY 1999, the Office of the Coordinator of U.S.
Assistance to the NIS expended $680,000 in transportation and grant funds to deliver $7.55 million in targeted humanitarian
assi stance to the people of Turkmenistan, primarily through the Counterpart Humanitarian Assistance Program (CHAP). In
FY 1999, CHAP made approximately 29 humanitarian shipments (totaling the equivalent of 45 forty-foot containers) of
mainly U.S. Defense Department excess property, with an estimated total commodity value of over $6.3 million. CHAP,
which has been operational in Turkmenistan since FY 1998, provided this assistance through Turkmenistan’s Ministries of
Health, Social Welfare and Education; the Red Cross Society of Turkmenistan; and a coalition of seven Turkmenistani so-
cia-service NGOs. CHAP monitoring visits confirmed that each of these partners met CHAP's high standards for commod-
ity accountability. Most of CHAP s assistance was, and will continue to be, distributed in the provinces outside of the
capital city of Ashgabat. CHAP focused on serving Turkmenistan's most vulnerable groups: children, the elderly, the dis-
abled, single mothers and large families. For FY 2000, CHAP is considering providing support for a national tuberculosis
program, and to strengthen the delivery of health-care servicesin the Aral Sea ecological disaster area.

U.S. Department of Agriculture (USDA) —Food Aid: InFY 1999, USDA allocated $1.23 million for the provision of
food commodities to Turkmenistan as part of the American Red Cross's Aral Sea Regional Program: $389,000 through
USDA'’s Section 416(b) Program and $844,000 through its Food for Progress Program. The beneficiaries of this assistance
included 18,000 isolated elderly, orphans, invalids and families with special needsin the Tasauz Region.
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Cross-Sectoral Programs

Peace Corps: Asof theend of FY 1999, there were 52 Peace Corps volunteersin Turkmenistan: seven in the health sector,
focusing on community, maternal and child health; 41 teaching English as a foreign language, English-language teaching
methodologies, and English for specia purposes; and four in business education. A total of 45 new Peace Corps trainees
arrived in Turkmenistan at the end of FY 1999: four in business education, 18 in English language education, and 23 in
community health education. In addition, the Peace Corps Small Project Assistance (SPA) Program funded seven commu-
nity-based projects implemented by Peace Corps volunteers, including the installation of a school heating system, the estab-
lishment of an English language and computer resource center, two anemia prevention projects, two English-language im-
mersion summer camps and a methodology conference for female teachers. Peace Corps volunteers worked with other U.S.
Government assistance providers, including USIA, Counterpart Consortium, Aid to Artisans, as well as other donors, to
identify and support Turkmen initiatives to develop community resources.

Eurasia Foundation: InFY 1999, the Eurasia Foundation awarded $210,000 in grants to Turkmen NGOs in the areas of
private-enterprise development, civil society and public administration. The Foundation awarded five grants totaling over
$113,000 in support of efforts to devel op business education courses that meet international standards, reduce legal and
regulatory barriers to small-business development, and disseminate information and provide consultations to entrepreneurs
and farmers on legal questions and business devel opment issues. Private-enterprise development grants have been among
the most effective type of grant in Turkmenistan, with one of them resulting in the registration of 36 new businesses.

Preview of FY 2000 Programs

Taking into account President Niyazov’'s continued refusal to permit broad-based economic and political reform in Turk-
menistan, the U.S. Government is closely reeval uating its ongoing assistance programs and is cutting those areas that have
produced little or no results. In FY 2000, assistance will be targeted on those sectors where performance has been good and
positive results have been evident. Limited assistance will be provided in other sectors, with afocus on building a solid
foundation for future reform efforts. First and foremost, the U.S. Government intends to increase its focus on exchange
programs and training activities, on the premise that, dollar for dollar, these programs offer the greatest return on the U.S.
Government’ s investment, as far as promoting Turkmenistan’s long-term democratization and economic transformation is
concerned.

In FY 2000, U.S. Government-funded assistance will support budget reform, private-sector growth and energy-sector devel-
opment. Effortsin strengthening civil society and the rule of law will continue. Priority will also be given to supporting
budget reform and developing Turkmenistan’'s oil and gas sector. In the area of budget reform, USAID will continue to
advise the Turkmen Government on how to improve the country’ s budgeting process, and will begin working with the Min-
istry of Economy and Finance to help it predict more accurately the impact of major government decisions on the national
economy. Inthe oil and gas sector, USAID will support the implementation of the regulatory framework recently adopted
by the Turkmen Government.

Given that the Turkmen Government remains highly centralized and appears fearful that democratic reform will undermine
the country’s stability, U.S. Government-funded assistance in the area of democracy-building will focus on illustrating that
democracy and rule of law need not threaten social order. Proposed rule-of-law activities for Turkmenistan will include
assistance in strengthening the professionalism and ethical practices of lawyers and providing increased access for citizens
and officials to Turkmen and international legislation.

In the health sector, USAID will give priority to supporting the delivery of health-care services. In FY 2000, USAID will
expand its assistance in the areas of reproductive health, and infectious disease surveillance and control, with an emphasis
on hepatitis and the Directly Observed Therapy Short Course (DOTS) tuberculosis control program. USAID also expectsto
begin support for training family physiciansin FY 2000.

USAID’s private-sector support programs will focus on smaller-scale enterprises and activities promoting entrepreneurial
development. USAID anticipates supporting a micro-credit program and business education in collaboration with the State
Department and Peace Corps.

In FY 2000, under the multi-agency Expanded Threat Reduction Initiative (ETRI) implemented by the U.S. Departments of
Defense, Energy and State, the U.S. Government will provide modest assistance to Turkmenistan to prevent the prolifera-
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tion of weapons of mass destruction (WMD), weapons technology and expertise. This support will focus on enhancing
Turkmenistan's export controls and border security by providing equipment and training.

UKRAINE
Political and Economic Overview

FY 1999 saw new accomplishments but also new challenges in Ukraine. Preparations for the October 1999 presidential
elections dominated the political scene for much of FY 1999. While Ukraine has had four generally free and fair national
elections, and was the first post-Soviet nation to change its head of state democratically, the pace of its democratic re-
formswas uneven in FY 1999. The period before the October 31 presidential elections was characterized by government
pressure on Ukraine's generally lively and pluralistic media, as well as on supporters of opposition candidates. Interna-
tional monitors criticized unbalanced media coverage and the involvement of government officials on incumbent Presi-
dent Kuchma's behalf but concluded that procedural violations were neither widespread not systematic. In the aftermath
of Kuchma's decisive victory, pressure on the media continued with Ukraine's "oligarchs" buying up several of the coun-
try's remaining independent outlets. The development of closer ties with the European Union (EU), the North Atlantic
Treaty Organization (NATO), and other Euro-Atlantic institutions remained a priority of the Ukrainian Government—a
priority reinforced by Kuchma's electoral victory. In FY 1999, Ukraine participated in the international peacekeeping
missionsin Bosnia and Kosovo, and ratified its Black Sea Fleet agreements with Russia. A U.S.- Ukrainian treaty on
mutual legal assistance in criminal matters (MLAT) signed in 1998 by Vice President Gore and President Kuchma en-
tered into force provisionally in September 1999, pending final ratification.

Ukraine wasiinitialy hard hit by the August 1998 Russian financia crisis. After nearly a decade of decline, Ukraine's
economy went into afull-scale recession during the first three quarters of FY 1999. The recession slowed as the year
progressed, and the economy showed signs of growth in the last quarter. Despite a fourth-quarter surge due to election-
related spending, inflation remained relatively low for the year, at 16 percent. Throughout the year, Ukraine was on- and
off-track with its International Monetary Fund (IMF) extended fund facility (EFF) program. September 1998 saw the
first EFF disbursements to Ukraine, and in July the three-year program was increased to $2.6 hillion. However, in Sep-
tember 1999, Ukraine fell off-track when the Ukrainian Government failed to extend communal tariff increases beyond
Kiev. The EFF program stipulates that the Ukrainian Government take steps to implement tax reform, lower its budget
deficit, and achieve progress in privatization, deregulation and other measures encouraging private investment. Ukrain-
ian foreign currency reserves increased steadily during the January-September period, reaching approximately $1.2 hil-
lion.

Nevertheless, the Ukrainian Government's financial problems mounted. In the wake of the 1998 Asian and Russian fi-
nancia crises, Ukraine's previously easy access to private foreign financing diminished. Ukraine successfully restruc-
tured several hard-currency commercial loans during the course of FY 1999, avoiding a sovereign default, but the specter
of default continues into FY 2000, when some $3 billion in external debts come due. Deterioration of the important Rus-
sian market for Ukrainian goods caused a significant drop in exports, but the recession-driven fall in imports has kept the
trade balance stable. The situation in Ukraine's private banking sector, which was rife with non-performing loans and
lacked good lending opportunities, remained precariousin FY 1999. There was only limited progressin the area of de-
regulation in FY 1999, and Ukraine's poor investment climate continued to deter potential investors. At $55 per capita,
Ukraine had one of the lowest levels of foreign direct investment in al of Europe, as foreign investors remained discour-
aged by a confusing and burdensome array of taxes, customs and certification requirements, corruption, and the absence
of an effective system of commercia law.

Overview of U.S. Government Assistance

InFY 1999, the U.S. Government provided an estimated $344.49 million in assistance to Ukraine, including $199.01
million in FREEDOM Support Act funds, $47.85 in U.S. Defense Department funds, $21.07 million in other U.S. Gov-
ernment funds, and $76.56 million in U.S. Defense Department excess and privately donated humanitarian commodities.
In FY 1999, USAID obligated over $135 million in assistance to Ukraine, and USIA exchange programs accounted for
over $19 million.

In FY 1999, the U.S. Government's assistance priorities for Ukraine included enterprise development, deregulation,
macro-economic reform, civil-society development, community-based programs, nuclear safety and programs to promote
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afree and fair presidential election. U.S. Government-funded democracy assistance included Democracy Commission
small grants to non-governmental organizations (NGOs) and independent media outlets, Internet access training and de-
velopment, university partnerships, and grassroots citizen exchanges focusing on women's |eadership, anti-corruption,
and prevention of trafficking in people, among other topics. U.S. Government-funded security assistance programs con-
centrated on promoting military reform and strengthening Ukraine's capability to operate jointly with NATO forces.

Cross-Sectoral Programs

Poland-America-Ukraine Cooper ative I nitiative (PAUCI): PAUCI isatrilateral initiative launched by senior officials
of the three participating countries at a meeting in Kiev in October 1998. The initiative is designed to promote cooperation
among citizens and governmental and non-governmental organizations from the three countries, with a particular emphasis
on helping Ukraine draw upon Poland’ s successful experience in implementing political and economic reforms. The three
participating countries agreed that PAUCI will initially focus on three priority areas: local government reform, macro-
economic reform, and small-business development. In FY 1999, USAID supported the establishment of a PAUCI Secre-
tariat with officesin Kiev and Warsaw, as well as the launching of a PAUCI grants program. At ameeting of PAUCI’ stri-
lateral council in July 1999, grant application guidelines were approved, as was the composition of the PAUCI Secretariat’s
senior staff and the first PAUCI grants. These grants, which totaled $150,000, funded a cross-border training and local rural
development program for Crimean farmers, best business practice and curriculum development programs between Kiev and
Warsaw, exchanges between Polish and Ukrainian agri-business associations, and local government training involving Pol-
ish and Ukrainian Government officials and NGO representatives.

Kharkiv Initiative: In FY 1998, the U.S. Government made Ukraine’ s Kharkiv Region an assistance priority. Kharkiv
isthe center of Ukraine's nuclear industry, and the Kharkiv Initiative was conceived to help the region in the wake of the
Ukrainian Government's decision to end nuclear cooperation with Iran. The initiativeis designed to help diversify and
develop the region’s economy, particularly through assistance to small and medium-sized businesses. In FY 1999, the
U.S. Government opened an office in Kharkiv that will assist local businesses and potential investors, and signed ajoint
statement on designing an economic development program for the region. In October 1998, the U.S. Department of En-
ergy (DOE) hosted a U.S.-Ukraine Nuclear Commerce Cooperation Conference in Washington, which involved numer-
ous companies from Kharkiv's nuclear power industry. A follow-up DOE-sponsored energy and trade conference took
place in Kharkiv in May 1999, with U.S. businesses and the Deputy Secretary of Energy among its participants. In
August-September 1999, the U.S. Government delivered $18.5 million in humanitarian aid and U.S. Defense Department
excess medical equipment and supplies to the Kharkiv Region. In September 1999, the U.S. Government placed aresi-
dent coordinator in Kharkiv to oversee ongoing Kharkiv Initiative activities, and completed a scope of work on an eco-
nomic development program, issuing a request for proposals. USAID, the U.S. Embassy’s Public Diplomacy Office, the
Science and Technology Center in Ukraine (STCU) and the U.S. Commercial Service implemented a number of other
activities under thisinitiative, including training for entrepreneurs, operation of a business incubator, collaborative re-
search project involving former weapons scientists and institutes, and dissemination of information about trade and in-
vestment opportunitiesin Kharkiv.

Eurasia Foundation: InFY 1999, the Eurasia Foundation awarded $2.66 million in grants to Ukrainian NGOs. Included
in thistotal were 97 grants totaling some $1.98 million awarded by the Foundation's Western NIS Regional Officein Kiev
in three program areas. 56 grants totaling approximately $960,000 in private enterprise development, 31 grants totaling
almost $625,000 in civil-society development, and 10 grants totaling approximately $395,000 in public administration and
policy. InFY 1999, the Eurasia Foundation uncovered evidence of fraud in its Kiev-based operations, the scope of whichis
the subject of an ongoing audit and investigation by USAID’s Office of the Inspector General. The grant-making activities
of the Foundation’s Kiev office have been suspended, pending the outcome of the investigation.

Training and Exchange Programs

Since FY 1993, U.S. Government-funded exchange programs have brought almost 11,400 Ukrainian citizens to the
United States for long-term study or shorter-term professional training, including almost 2,000 in FY 1999 alone. Asa
result of these programs, there is a growing cadre of Ukrainian citizens in leadership positions with an understanding of
the basic elements of a democratic, free-market system.

U.S. Information Agency (USIA) Exchanges: InFY 1999, over 1,450 Ukrainians traveled to the United States under

USIA academic and professional exchange programs, which included a greater variety of programming than any previous
year, seeking to engage students and teachers, NGOs and government officials, journalists, legal professionals, environ-
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mental experts and research scholars. Over 350 Ukrainians traveled to the United States through nationwide open and
merit-based academic competitions, while an additional 250 participated in school and university partnership exchanges.
Over 600 Ukrainian professionals traveled to the United States on USIA’s Community Connections and International
Visitor (1V) / FREEDOM Support Grant programs in fields ranging from legislative development and banking to Ameri-
can studies and journalism. Women's programming received a significant emphasis, with atotal of over $500,000 in
grantsin support of programs on women'’s leadership, prevention of trafficking in women, small-business support and
environmental health issues. An anti-corruption grant was awarded to Michigan State University to provide in-country
and U.S.-based training to legal professionals from four regions of Ukraine.

USAID Training: InFY 1999, USAID provided training to some 720 Ukrainians: over 500 in the United States, 115 in
third countries (including 78 in Poland), and almost 100 in Ukraine. Training topics included economics and business,
democracy and civil society, health, environment and agriculture. Female participation in these programs increased from
49 percent in FY 1998 to 52 percent in FY 1999.

Peace Cor ps English-Teaching Volunteers: InFY 1999, the Peace Corps Teaching English as a Foreign Language
(TEFL) Project expanded to atotal of 97 volunteers teaching in 48 communities around Ukraine. In addition to teaching
English, the volunteers helped their Ukrainian colleagues gain exposure to Western-style teaching techniques and class-
room activities. Peace Corps volunteers also helped Ukrainian teachers overcome their country's acute shortage of
teaching materials by producing English-language materials for schools and working to acquire textbooks and other lan-
guage materials from U.S. publishers, organizations and institutes, for use in Ukrainian schools and communities. Since
the beginning of the TEFL project in 1993, Peace Corps volunteers have facilitated the donation of almost 500,000 books
and periodicals to Ukrainian libraries, schools and resource centers.

U.S. Department of Agriculture (USDA): InFY 1999, USDA’s Cochran Fellowship Program provided short-term
training in the United States for 21 Ukrainian agricultural specialistsin topics related to agricultural trade, management,
marketing, policy and technology transfer. Since beginning operations in Ukraine in 1992, the Cochran Program has
trained atotal of 234 Ukrainian participants. In FY 1999, the Cochran program for Ukraine was jointly funded with
FREEDOM Support Act funds and a contribution from the Foreign Agricultural Service's Emerging Markets Program.

In addition, USDA's Faculty Exchange Program has been working with Ukraine since 1995, providing training for agri-
cultural educators from Ukrainian agricultural institutionsin marketing, economics, and law. Since 1995, 30 Ukrainian
educators have received training under the Faculty Exchange Program. In FY 1999, seven Ukrainians studied at U.S. ag-
ricultural universities. USDA also helped create farmers' associationsin Ukraine, and to improve Ukrain€e' s national ag-
ricultural grades and standards.

Trade and Investment Programs

U.S. Department of Commerce: Under the Commerce Department's Special American Business Internship Training
(SABIT) Program, 56 Ukrainians traveled to the United Statesin FY 1999 for one- to three-month internshipsin the fol-
lowing areas: middle-management training, defense conversion, technical standards, financial services, investment
stimulation, environmental technologies, and science. Alsoin FY 1999, the Commerce Department's Business Informa-
tion Service for the NIS (BISNIS) "Search for Partners' program processed 150 lead applications and published 40
leads. BISNIS also published four trade opportunity leads and held four presentations on the commercial climate and in-
vestment opportunities in Ukraine, which were attended by atotal of approximately 120 U.S. companies. In addition, 54
U.S. companies received consultations during a BISNIS Outreach program held in September 1999. The Commerce De-
partment-sponsored American Business Center (ABC), open since 1996, continued to function as both a business infor-
mation resource and alogistical resource for U.S. companies entering the Ukrainian market.

Western NI S Enterprise Fund (WNISEF): Sinceits establishment in 1994, the WNISEF has been providing capital
and management tools for restructuring and expanding medium-size private enterprises. Asof the end of FY 1999, the
WNISEF had invested approximately $55 million in 16 medium-sized Ukrainian companies employing atotal of some
6,800 people. The WNISEF' s 18 portfolio companies were also exerting a growing economic impact on their communi-
tiesin FY 1999, with estimated sales of about $123 million. The management and employees of these companies are
part of a growing grassroots constituency for improving Ukraine's commercia environment. Since 1994, the WNISEF' s
Small Business Loan Program has made 59 loans totaling $2.5 million to small businesses employing some 1,600 people.
Of these loans, 16 were still active, with $400,000 outstanding. About $1.6 million had been repaid, and $500,000 had
been written off.
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Business and Economic Development Programs

USAID Support for Small and Medium-Sized Enterprises (SMES): InFY 1999, USAID implemented an SME de-
velopment program that was active in policy reform, the transfer of business skills, and the provision of business services
and credit. The program’s focus on gender issues and the participation of women entrepreneursin SME programsin-
creased in FY 1999. Support to Ukraine's State Committee for Entrepreneurship Development (SCED) resulted in a de-
tailed analysis of constraints to business growth and the passage of legislation reducing tax and inspection burdens on
entrepreneurs. USAID sponsored national and regional policy roundtables to facilitate a dialogue between entrepreneurs
and local and central government representatives. Assistance to over 90 business associations focused on membership
services and lobbying capacity. A USAID-funded survey of over 10,000 businesses and individuals in Ukraine provided
solid demographic information on business activity in the formal and informal sectors. Thisinformation will serveasa
basis for Ukrainian Government, Western donor, and private-sector policy decisionsin FY 2000. In FY 1999, USAID
shifted its focus away from direct funding of business service centers to targeted support of skills-transfer initiatives.
Some 2,000 individuals received training under USAID’s Marketing Assistance Program in the Kharkiv Region. In early
1999, USAID launched a Business Management Education Program that will involve over 30 Ukrainian educational in-
stitutions and will reach thousands of undergraduate students. USAID-funded business credit programs included the
small-business loan funds of the Western NIS Enterprise Fund (WNISEF) and the Eurasia Foundation, as well as techni-
cal assistance in conjunction with SME credit lines issued by the European Bank for Reconstruction and Devel opment
(EBRD). To date, the EBRD program has provided 153 loans worth over $4.6 million. Businessincubator programsin
Lviv, Kiev and Kharkiv provided business services and credit. Enterprise land privatization continued in FY 1999, trans-
ferring ownership of land parcels of significant value to over 1,000 businesses.

Peace Cor ps Business Development Program: In FY 1999, 117 Peace Corps business development volunteers served
in 38 Ukrainian communities. In cooperation with the National Agency of Ukraine for Development and European Inte-
gration (NAUDEI), the volunteers facilitated the transfer of free-market business skills and expertise at various levels by
working with current and future entrepreneurs, as well as with schools, universities, banks, business centers, businessin-
cubators, non-governmental organizations (NGOs) and government agencies at the regional and local levels. A pilot
program in agribusiness support continued to expand in FY 1999 and will represent approximately 10 percent of the
Peace Corps entire Ukraine program by FY 2000.

USAID Macro-Economic Assistance: In FY 1999, USAID supported the Ukrainian Government’ s efforts to meet the
conditions of the International Monetary Fund's (IMF) extended fund facility (EFF) pertaining to taxation, budgeting, de-
regulation and public administration, al of which are key to Ukraine's pending World Bank loans. USAID also contin-
ued to provide technical assistance in the areas of intergovernmental funds transfers and local government finance.

USAID Financial-Sector Programs. After the IMF identified Ukraine's seven largest banks as a problem area for sys-
temic risk, USAID helped the IMF and the National Bank of Ukraine (NBU) complete extensive diagnoses of these
banks. In summer 1999, the banks signed | etters of commitment with the NBU in which they committed to undertake a
series of structural improvements. USAID and TACIS (the European Union’s technical assistance program for the NIS)
designed activities that will support these letters of commitment and will assist the restructuring efforts of four of the
banks. Meanwhile, with USAID support, the NBU’s Bank Supervision Department is implementing a program of full-
scope examinations of Ukraine's "second-tier” banks, which account for another twenty percent of the assets of the

country’ s banking sector.

USAID Privatization Assistance: USAID completed its assistance to the Ukrainian Government's Mass Privatization
Program in December 1998, after the privatization of 8,723 medium-sized and large enterprises to alevel of 70 percent
and 5,592 enterprisesto alevel of 100 percent. During the course of the program, the public collected over 94 percent of
the privatization property certificates and 70 percent of such certificates were exchanged for ownership rights in auctions
and preferential sales. In FY 1999, USAID shifted the focus of its privatization program to grain elevators and small-
scale projects, primarily unfinished construction sites, while hel ping the Government of Ukraine meet World Bank lend-
ing conditions. Some 1,500 unfinished construction sites were privatized in FY 1999 and atotal of 1,000 new jobs were
created. All inal, atotal of 5,500 unfinished construction sites have been privatized, with select sites creating upwards
of 5,000 new jobs upon completion.

USAID Capital Markets Programs: Ukraine's broker-dealer association (PFTSA) and its nationwide electronic trading

system (PFTS), both of which were created with USAID assistance in 1996, grew in FY 1999 to 260 members and an av-
erage monthly trading volume of $14 million. PFTSA's strong standards, internal controls and arbitration procedures
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have made it the dominant market in Ukraine and the only trading system to attract foreign brokers as members. Progress
also continued on a USAID-supported securities industry depository, which was able to conduct transactional delivery-
versus-payment functions in accord with basic international standards. In FY 1999, the USAID-assisted State Stock
Market Securities Commission (SSM SC) strengthened its relationship with the U.S. Securities and Exchange Commis-
sion (SEC). In addition to holding annual reports from 670 large-issuer companies, SSMSC's Public Information Office
has established an Internet site for wider public access. Key laws and regulations have been passed, including laws on a
national depository system, accounting and financial disclosure, state regulation of the securities market, and unification
of market oversight authority; requirements that large firms use independent registrars; and regulatory requirements for
all professional market participants.

USAID Commercial Law Programs: InFY 1999, USAID supported regulatory, collateral and bankruptcy reformin
Ukraine. USAID’sregulatory reform project provided deregulation assistance to the State Committee for Entrepreneur-
ship Development (SCED) and supported three pilot municipal regulatory activities. With USAID assistance, a state
pledge registry for movable property and tax liens became operational on March 1, 1999, and work began on additional
legidlative reform to broaden the scope of the registry. A new law on bankruptcy was passed in August 1999, which pro-
vides for major advances in the protection of creditors and allows for debtor-led restructuring. A comprehensive
USAID-funded training program was under way, and USAID also supported efforts to prepare a draft civil code for its
second reading in parliament. A USAID-supported commercial law clearinghouse became operational in March 1999,
serving as arepository of information about legidative initiatives and encouraging broadened public participation in the
legidative process.

U.S. Department of Commerce— Commercial Law Development Program (CLDP): InFY 1999, a CLDP resident
advisor placed at Ukraine's Ministry of Foreign Economic Relations and Trade coordinated a series of short-term pro-
grams, both in Ukraine and the United States, involving U.S. Government and private-sector experts who consulted with
numerous Ukrainian Government officials and representatives of public organizations on topics including customs valua-
tion and procedures, in conjunction with the U.S. Customs Service; the protection of intellectua property rights, in con-
junction with the U.S. Patent and Trademark Office and the U.S. Customs Service; sanitary and phyto-sanitary measures,
in conjunction with the U.S. Food and Drug Administration and the U.S. Department of Agriculture; and technical barri-
ersto trade, in conjunction with the National Institute of Standards and Technology (NIST).

U.S. Department of the Treasury — Technical Advisors: InFY 1999, Treasury Department resident advisors worked in
Ukraine in the areas of budget policy, banking-sector oversight, tax administration and financial-sector reform. (Please
see the Treasury Department section in Part 111 of this report.)

USAID Agricultural Reform Programs: InFY 1999, the pace of reform in agriculture remained slow in Ukraine; nev-
ertheless, USAID’s agricultural reform programs showed some positive results. USAID-supported farm-restructuring ef-
forts were expanded, with 539 farms restructured to date and 200 more in the process of being restructured. In FY 1999,
land titles were issued to over 90,000 Ukrainians and another 40,000 had received titles by the end of 1999. In addition,
USAID initiated five new U.S.-Ukrainian agribusiness partnershipsin FY 1999. By the end of FY 1999, 410 grain ele-
vators eligible for privatization had been privatized to alevel of 70 percent and 53 were 100-percent privatized. The
Ukrainian Cabinet of Ministers facilitated this process by passing aresolution allowing the full privatization of 304 grain
elevators that were partially privately owned at thetime. Inlate FY 1999, USAID began implementing a new agriculture
strategy focused on land and farm privatization, and on the provision of agricultural inputs and support services to private
farmersin two progressive oblasts (regions). A request for proposals wasissued in August 1999, and technical assistance
is expected to commence in early 2000.

Energy Programs

USAID Energy-Sector Programs: InFY 1999, USAID's energy programs focused on strengthening Ukraine's National
Energy Regulatory Commission, implementing a competitive wholesale electricity market, continuing energy-sector part-
nerships and training activities, enhancing municipal energy efficiency, and supporting the commercialization of

Ukraine' s coal-bed methane (CBM) sector. By the end of FY 1999, USAID's power-sector programs were focusing in-
creasingly on the privatization of electricity-sector assetsto ownership by strategic investors. USAID played aleading
role in the G-7/Ukrainian Government Task Force on Power-Sector Privatization, a high-priority effort to revitalize the
operations of Ukraine’ swholesale and retail electricity markets. Over 600 Ukrainian energy professionals participated in
USAID-funded training programs and the number of USAID-funded utility partnership programs increased from four to
six, with the establishment of a new partnership between KharkivOblEnergo and the First Energy Corporation of Akron,
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Ohio, and one between Ukraine' s National Energy Regulatory Commission and the Ohio Public Utilities Commission.
USAID aso helped form an advisory board to the Alternative Fuel Center (AFC), which brings together key individuals
from eleven Ukrainian Government agencies. In FY 1999, the AFC contributed amendments to key legislation to im-
prove CBM utilization, safety and commerciaization. USAID also supported the devel opment of production-sharing
agreement (PSA) legidation for the oil and gas sector, which parliament passed and the president signed into law in FY
1999.

U.S. Department of Energy (DOE) Programs:; In FY 1999, DOE-funded projectsin Ukraine included the construction
and equipping of aradio-ecology laboratory in Slavutych, the further development of a nuclear fuel qualification project
in Zaporizhzhia, an in-depth safety analysis at several Ukrainian nuclear power plants, and aMay 1999 energy and trade
conference in Kharkiv. At the Chornobyl nuclear power plant, DOE-funded programs included a heat plant project, fire-
safety upgrades, the installation of safety parameter display system computers in the Unit Three control room, as well as
arobotic system inside the “ sarcophagus.” DOE also began work on the creation of a dry-cask spent-fuel storage system,
fire-safety upgrades, and a safe shutdown analysis at the Zaporizhzhia nuclear power plant. FY 1999 funding for these
DOE projects totaled $50.6 million.

Democracy Programs

U.S-E.U. Transatlantic Partnership: FY 1999 saw the launching of the first stage of the U.S.-European Union (EU)
Transatlantic Partnership for Ukraine, atwo-year, $5 million civil society-building project being implemented by the
United States and countries of the European Union as part of the U.S.-EU New Transatlantic Agenda. Announced at the
December 1998 U.S.-EU summit in Washington, thisinitiative breaks new ground in U.S.-EU cooperation. In addition
to being co-funded equally by the U.S Government and the EU, the program’ s projects are also administered jointly.
This cooperation reflects a shared interest in seeing Ukraine develop into a modern democratic state, of which civil soci-
ety isavital element. This past summer, with USIA support, 18 Ukrainian professors of public administration spent six
weeks in intensive courses at the University of Kansas, and the EU will organize and fund a similar course in summer
2000. Thefirst stage of the Transatlantic Partnership’s U.S. small-grants component, which is designed to support
Ukrainian NGOs, attracted 360 proposals competing for $500,000 in grant funds. Thiswas in addition to the U.S. Em-
bassy's Democracy Fund Small-Grants Program, which awarded over $166,000 to Ukrainian NGOsin FY 1999 (see be-
low). Other components of the Transatlantic Partnership, including civic education, parliamentary training, public ad-
ministration training for civil servants and cooperative U.S.-Ukrainian television productions on transparency in the legal
field were also getting under way in FY 1999. (Seealso USIA section in Part 111 of this report.)

Democracy Fund Small-Grants Program: Under this USIA-administered program, the U.S. Embassy’s Democracy
Commission awarded 22 grants totaling over $166,000 to Ukrainian NGOs and independent media outlets, bringing the
cumulative total since 1996 to 49 grants.

USAID Election-Related Assistance: In preparation for the October 31 presidential elections, USAID implemented a
variety of activitiesto promote free and fair elections. USAID-funded technical assistance to Ukraine’s Central Election
Commission (CEC) helped it improve election administration procedures and develop materialsto train election officials
to implement the new procedures. In response to the emergence of a broad coalition of NGOs committed to free and fair
elections, USAID supplemented existing grant programs to provide funding to groups throughout Ukraine wishing to co-
ordinate plans for voter mobilization, civic education, and el ection monitoring.

USAID Local Government Programs. InFY 1999, USAID-funded efforts to improve urban public transportation re-
sulted in vastly improved service delivery in all nine project cities, greatly improved management (indicated by large in-
creases in revenues and decreases in municipal subsidies), and improved financia planning. USAID’s Local Govern-
ment Project concluded with the implementation of a computerized budget, expenditure and revenue analysis model in
six cities, and the adoption of awater enterprise financial analysis model in five cities. Through regional training work-
shops, this model was introduced to—and is now being used by—over 50 Ukrainian cities. Under USAID’s Municipal
Development Loan Fund Project, two pilot cities completed two business plans each, for major infrastructure projectsin-
volving the active participation of citizens and the business community, in preparation for applying for loans from major
financial institutions, including the World Bank. In FY 1999, five additional USAID-funded U.S.-Ukrainian city part-
nerships were established between Berdiansk and Lowell, Massachusetts; Rubizhne and Flint, Michigan; Kamianets-
Podilsky and Athens, Georgia; Lviv and Philadel phia; and Rommy and Longview, Texas. USAID-funded in-country
training and U.S.-based internships focused on economic devel opment, budget, housing and communal services, citizen
participation and transportation. The successful Lviv Vodokana Project was implemented in three other Ukrainian cit-
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ies, resulting in significant improvementsin water quality (a seven-percent improvement in water quality in one of the
participating cities) and in reduced energy consumption (25 percent in another participating city). USAID continued to
provide support to the Association of Ukrainian Cities (AUC), whose membership expanded to 270 citiesin FY 1999.
The AUC effectively lobbied for passage of the FY 2000 budget code, which gave local governments more fiscal auton-
omy. The association also increased its training capacity and improved its communications network.

USAID Palitical Process Programs: In FY 1999, USAID continued to help develop the institutional capacity of
Ukraine' s national parliament (the Supreme Rada) and local councils, by providing practical advice on how to conduct
legidlative hearings, exercise oversight of the executive branch, and increase the professionalism of parliamentary depu-
ties and their staff. USAID-funded political party training and organizational work with Ukrainian NGOs helped raise
the palitical skills of Ukrainian citizens, many of whom used their new skillsto run for office themselves or to lobby lo-
cal governments for civic improvements. In addition, acomplementary program of small grants to independent think
tanks continued to broaden the sphere of public-policy debate in Ukraine.

USAID Judicial Reform and Rule-of-Law Programs: In FY 1999, USAID-funded training helped Ukrainian lawyers
improve their professionalism and ethical standards, helped the Constitutional Court and other Ukrainian courtsimprove
the professionalism of judges and promote judicial independence, and helped create lawyers associations. Significantly,
in FY 1999, the head of Ukraine's Supreme Court responded publicly to government criticism by stating that the job of
the courtsis not to serve the government but to base its rulings on Ukraine’ s laws and constitution. In addition, USAID’s
Rule-of-Law Program continued to promote citizen participation in government decision-making and to empower citi-
zensto hold their government accountable through advocacy NGOs and through services provided by pro bono legal
clinics. InFY 1999, Ukrainian citizens advocacy groups registered successes in defending citizen and community
rights, especially on environmental matters.

USAID Anti-Corruption Programs: InFY 1999, USAID implemented model anti-corruption programsin Donetsk
and Lviv that were based on the concept of a public-private partnership. These community partnerships developed their
own strategies to fight corruption and had several major accomplishments in combating corruption in Donetsk, contrib-
uting to the decision by a U.S.-British business venture to invest over $65 million in a Donetsk-based project. The part-
ners also recommended changes to the existing anti-corruption law, which were incorporated into the new draft law pre-
pared by the Presidential Anti-Corruption Committee.

U.S. Department of State— Anti-Crime Training and Technical Assistance (ACTTA) Program: In FY 1999, aBi-
lateral Law Enforcement Working Group was established under the auspices of the U.S.-Ukraine Binational Commission.
The State Department’s Bureau of International Narcotics and Law Enforcement Affairs (INL) continued to fund aresi-
dent legal advisor (RLA) in Kiev to provide technical assistance to the Ukrainian Government and to coordinate U.S.
Government-funded criminal justice and law enforcement programsin Ukraine. The RLA worked with the Ukrainian
Government on new criminal law and criminal procedure codes and money-laundering statutes. In FY 1999, ACTTA
courses and seminars for law enforcement agencies and members of the judiciary were held in Kiev, Kharkiv, Mykoliav,
Odesa, Yaltaand Luhansk. In addition, Ukrainian law enforcement officials participated in regiona training on combat-
ing transnational organized crime at the International Law Enforcement Academy (ILEA) in Budapest, Hungary. The
U.S. Government also sponsored the travel of Ukrainian Supreme Court judges to the United Statesto participate in a
program on criminal procedures.

Criminal Justice Programs: With FREEDOM Support Act funding provided by the U.S. Department of Justice (DOJ),
the American Bar Association’s Central and East European Law Initiative (ABA/CEELI) placed acriminal law liaisonin
Kiev, and established an extensive criminal law training program for Ukraine'sjudiciary. The U.S. Embassy’s Resident
Legal Advisor sponsored a seminar with FBI instructors on law enforcement safety and survival for 35 employees of
Ukraine' s Ministry of Internal Affairs (MVD), aswell asaseminar on financial institution fraud. The U.S. Government
also sponsored the travel of several Ukrainian law enforcement officialsto visit U.S. FBI offices for training, to hold
meetings at FBI headquarters, and to testify before a congressional appropriations committee. Also with DOJfunding,
the American University established a center for the study of organized crime at Ukraine’s National Law Academy.

USAID Women's Programs and Anti-Trafficking Programs: Through the NIS-U.S. Women's Consortium, USAID
worked with over 200 Ukrainian women's organizationsin FY 1999. Trafficking-prevention centers were established in
Lviv, Dnipropetrovsk and Donetsk to serve those women and girls who are most vulnerable to trafficking, by providing
them with job-skills training, hotlines, walk-in consultations, and referrals for legal, psychological and medical assis-
tance. A total of $75,000 was awarded to 28 Ukrainian NGOs in 18 cities and towns to work on USAID’ s anti-

82



trafficking initiative. A new program working with primary health-care clinicsin six Ukrainian cities and a network of
18 small-business support centers were also established to assist women directly. In addition, the USAID-funded
Women's Economic Empowerment Program (WEEP) provided targeted assistance to women to establish and run busi-
nesses and women's business associations. Through these and other activities, the U.S. Government helped raise public
awareness of the trafficking issuein Ukraine. Asaresult of USAID-sponsored training, ajoint NGO/Ukrainian Govern-
ment organization, the Coordination Committee to Combat Trafficking in Women, was formed and began pressuring the
Ukrainian Government to revise laws and strengthen international cooperation on thisissue, as well as sensitizing policy-
makers and lawyersto it.

USAID Independent Media Programs: In the face of increasing governmental pressure on independent media during
an election year, USAID programs continued to help defend freedom of the press through educational, media monitor-
ing, legal defense and business management programs designed to increase the independence of Ukraine's media outlets.
USAID programs included seminars on the rights and responsibilities of journalists reporting on election campaigns, and
sponsored visits for journalists to Belgium and Israel to examine election campaign coverage by the mediain those
countries. USAID assistance also directly supported the production of independent news programs, non-partisan civic
education broadcasts, and public service announcements.

Environmental Programs

USAID Environmental Programs: InFY 1999, USAID continued to support the integration of environmental issues
into sectoral policy through a program to promote sustainable development, in cooperation with the United Nations De-
velopment Program (UNDP) and Ukraine's Commission on Sustainable Development. USAID initiated a program to
help the Ukrainian Government reduce greenhouse emissions and meet its commitments under the Framework Conven-
tion on Climate Change. Cooperation between the United States and Ukraine in this areais expected to increase
Ukraine's potential for investment and to improve productivity in those sectors of the economy that are responsible for
emissions of greenhouse gases. USAID also provided support to establish a network for raising awareness among
Ukrainian communities on the use of local environmental action programs to identify, rank and address environmental
problems. USAID helped Ukrainian communities share lessons learned and build partnerships with communitiesin other
transition countries and in the United States. Alsoin FY 1999, USAID launched Eco-Links, afive-year, $25 million re-
gional program, which established alocal officein Kiev. Eco-Links grants will promote market-based solutions to envi-
ronmental problems.

Peace Cor ps Environmental Program: InFY 1999, 32 Peace Corps volunteers placed in 22 communities worked with
the Ministry of Environmental Protection and Nuclear Safety to increase the organizational capacity of Ukraine's envi-
ronmental institutions, support environmental protection efforts at Ukraine's national parks and reserves, and help
Ukrainian educators and environmental program leaders develop and implement environmental awareness projectsin
their local communities.

Social-Sector and Humanitarian Programs

USAID Health-Care Reform Programs: In October 1999, USAID supported an international health donor conference
as afirst step in establishing a system for long-term coordination of technical assistance to the Ukrainian Ministry of
Health. Aspart of itseffort to build Ukraine’ s capacity to effect health-care reform, USAID sponsored a pre-conference
executive seminar for senior Health Ministry staff. In addition, the USAID-funded U.S.-Ukraine Health Partnership Pro-
gram identified Ukrainian and U.S. partners for six community-based primary health-care activitiesin Ukraine. In FY
1999, USAID also worked to build the sustainability of women's wellness centers and opened an additional center in
Kiev. The USAID-supported Chornobyl Childhood I1Iness Project launched thyroid cancer and psycho-social screening
outreach programs. |n addition, birth-defect data collection and up-to-date statistics processing activities were launched
with USAID support in two radioactively contaminated regions of Ukraine. After intensive U.S.-based training of
Ukrainian specialists in genetic disease diagnosis and registry, USAID’ s Rational Pharmaceutical Management Project
launched a drug selection system, and provided technical assistance to revise the guidelines for the standard treatment of
severa groups of diseases. In addition, pilot implementation of the standard breast cancer chemotherapy protocol was
completed, and a breast cancer survivors' psycho-socia support network was initiated. USAID’s Women's Reproductive
Health Initiative promoted the Health Ministry's strategic policy approach to women's reproductive health issues, created
an information base on current legal and regulatory policiesin Ukraine, and facilitated a policy dialogue on these issues.
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USAID Social-Sector Programs; In FY 1999, USAID designed a pension-reform strategy for Ukraine. In partnership
with the Ukrainian Government, USAID continued to support efforts to establish alegal framework for areformed three-
pillar pension system. The government created an Office of the Actuary for Pension Fund Issues, and actuarial models
were developed to forecast pension fund and employment fund revenues and expenditures. USAID also continued as-
sistance designed to increase the capacity of Ukrainian Government agencies responsible for poverty-alleviation pro-
grams. InFY 1999, USAID helped facilitate the nationwide implementation of a new family assistance program that
provides a guaranteed minimum per-capitaincome. USAID also supported the nationwide rollout of the Mykolaiv
Oblast (Region) social-protection model, which features one-stop services for social protection. In addition, USAID de-
signed and conducted a quarterly household labor force survey in collaboration with the State Committee for Statistics
and the U.S. Embassy’ s International Labor Office.

USAID Support for the Development of Sustainable Social-Sector NGOs. In FY 1999, USAID-funded U.S. private
voluntary organizations (PV Os) helped Ukrainian NGOs working with children, at-risk youth and the elderly, on drug
and alcohol addiction and prevention, HIV prevention, civic advocacy and assistance to the disabled. To date, 181 seed
grants totaling more than $1.8 million have been awarded to 139 grantees, with cost-sharing contributions of over $1.5
million from the recipient organizations. Corporate and Ukrainian Government challenge-grant programs successfully
promoted NGO partnerships with the public and private sectors, with USAID matching more than $200,000 raised by lo-
cal NGOs from local business and governmental sources. USAID also provided training in business skills and social en-
terprise skills to support the financial sustainability of NGOs.

U.S. Department of Defense (DoD) — Humanitarian Assistance: In FY 1999, humanitarian assistance funded under
DoD security assistance provided support to a children's pulmonary tubercul osis sanitarium and aregional burn center,
both located in Odesa. In addition, components of the U.S. European Command (EUCOM) carried out humanitarian as-
sistance activities while on operational deployments or training exercises. In FY 1999, the children's tubercul osis sani-
tarium and the burn clinic received over $135,000 worth of excess DoD property. The delivery was made in March and
consisted of items such as blankets, sheets, computers, beds, mattresses, night stands, wardrobes and medical supplies
and equipment. In addition, the Office of Defense Cooperation received $135,000 for renovation of an orphanage in FY
2000.

Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided over $416 million in humanitarian assistance to Ukraine. In FY 1999, the Office of the Coordinator of U.S. As-
sistance to the NIS expended $3.79 million in transportation and grant funds to deliver $ 76.56 million in humanitarian
assistance to targeted groups in Ukraine. Much of this assistance was in the form of commaodities provided through the
U.S. Defense Department Excess Property Program and delivered by the Counterpart Humanitarian Assistance Program
(CHAP). CHAP sassistance was the centerpiece of an emergency relief effort focused on the victims of flooding in
Ukraine' s Zakarpatia Region. Several other U.S. PV Os provided critically needed high-value pharmaceuticals to
Ukraine: Children of Chornobyl, Project Hope, Heart-to-Heart, International Medical Corps, and the World Council of
Hellenes Abroad. In FY 1999, Operation Provide Hope funded atotal of six humanitarian airlifts and 544 deliveries via
surface transportation, including the transportation of humanitarian cargoes by many small and medium-sized PV Os.

Humanitarian Assistance to the Kharkiv Oblast (Region): A total of $18.5 million in U.S. Defense Department ex-
cess medical equipment, supplies and pharmaceuticals was delivered and distributed during the August-October period to
18 hospitals and clinicsin Kharkiv Oblast. (Please see Kharkiv Initiative section above.)

Security Programs

Science and Technology Center in Ukraine (STCU): The STCU was established in 1995 under an international
agreement among the United States, Canada, Sweden and Ukraine, to provide former Soviet weapons scientists with op-
portunities to work on peaceful civilian research projects so that they would not be tempted to sell their expertise to
countries of proliferation concern. In FY 1999, the STCU completed its fourth year of operations at its headquartersin
Kiev. The STCU’sthree branch officesin Kharkiv, Dnipropetrovsk and Lviv, which are located at major Ukrainian re-
search complexes, facilitate participation in the STCU by a broader spectrum of the former Soviet weapons-research es-
tablishment in Ukraine. Asof September 1, 1999, the STCU had committed funding to 235 projects throughout Ukraine,
valued at over $29 million and employing over 3,000 former Soviet weapons scientists, plus substantial numbers of other
technical and support personnel. The STCU also conducts a number of related activities, including a partnership pro-
gram that brings in additional funding from the private sector.
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U.S. Department of Defense (DoD) — Cooperative Threat Reduction (CTR) Program: Since FY 1992, the U.S.
Government has budgeted over $521.6 million in CTR assistance for Ukraine, of which $475.5 million had been obli-
gated as of October 1999. Almost two-thirds of the CTR resources for Ukraine have been devoted to the elimination of
strategic nuclear arms. The CTR program helped Ukraine reach the landmark goal of removing all nuclear warheads
from itsterritory by June 1996. Nuclear missile dismantlement and storage, and silo destruction in accordance with the
START Treaty was originally scheduled for completion in FY 1998. By November 1998, nearly al of the 130 SS-19
missiles, launch silos (including one training silo), and al 13 SS-19 launch control center silos had been eliminated with
the help of CTR assistance. In FY 1999, DoD agreed to work with Ukraine to help eliminate the infrastructure associ-
ated with its SS-19 and SS-24 missile systems. Other components of Ukraine's CTR program included industrial partner-
shipsto redirect resources from the production of weapons of mass destruction to civilian production, enhance Ukraine's
control over its nuclear materials and weapons technology, and provide emergency-response training.

Regional Stability Programs

International Military Education and Training IMET) Program: InFY 1999, the U.S. Government provided Ukraine
$1.34 million in IMET funds for the training of Ukrainian military and related civilian personnel, with an emphasis on dem-
onstrating the proper roles of the military in acivilian-led democratic government, promoting effective defense-resources
management, training individuals likely to hold key positions in the Ukrainian Government, and promoting military profes-
sionalism. In addition, the Expanded IMET (E-IMET) Program trained Ukrainian military and civilian officials, including
civilian personnel from non-defense ministries and the legislative branch who work on military-related issues. E-IMET
training focused on managing and administering military establishments and budgets, promoting civilian control of the
military, and creating and maintaining effective military justice systems and military codes of conduct. The FY 1999
IMET-Ukraine program funded the participation of some 47 Ukrainiansin U.S.-based courses and approximately 200 in
mobile training programs in Ukraine.

Foreign Military Financing (FMF) Program: In FY 1997, Ukraine became eligible to receive FMF grants for the pur-
chase or leasing of U.S. defense articles and services. Since then, the U.S. Government has provided Ukraine $13.1 million
in FMF funding, including $3.4 million in FY 1999, to advance the objectives of NATO’s Partnership for Peace (PFP) pro-
gram and enhance Ukrainian capabilities to operate jointly with NATO forces in peacekeeping, search and rescue opera-
tions, and other humanitarian exercises. Ukraine used its FMF funds to procure English-language laboratories, computers
and night-vision devices, and to provide training for language laboratory instructors, non-commissioned officers (NCOs),
army medical officers, and navy international health-resource managers.

Support for Ukrainian Involvement in K osovo Peacekeeping Forces (KFOR): In August 1999, the U.S. Department of
State reprogrammed $700,000 in FMF funds to support the participation of a Ukrainian helicopter unit and security com-
pany in NATO peacekeeping operations in Kosovo. In September, the Department of State authorized Ukraine to use the
remaining $4 million in its FMF account to fund its participation in KFOR. Thisfunding is expected to support an extended
deployment at Camp Bond Stedl in Kosovo, and will provide housing, food, fuel, aircraft maintenance facilities, a motor-
pool and other base operations support. The Ukrainian contingent is making a significant contribution to KFOR operations
and in so doing, is gaining valuable experience in peacekeeping operations.

Enhanced International Peacekeeping Capabilities (EIPC) Program: In FY 1999, Ukraine received $900,000 under
the EIPC program, for the purpose of providing additional training and equipment to improve the effectiveness of Ukraine's
peacekeeping forces. The training will focus on the devel opment and standardization of Ukraine' s peacekeeping doctrine.
EIPC funding will also be used to purchase communications equipment, computers, printers, projectors, language labs and
instructional material to support peacekeeping training.

War saw | nitiative / Partner ship for Peace (PFP): In FY 1999, Ukraine received approximately $1.2 million under the
U.S. Defense Department's Warsaw Initiative to facilitate Ukraine's participation in PFP events. These funds helped
Ukraine host two “In the Spirit of PFP" exercises—Peace Shield ‘99 and Sea Breeze ' 98—as well as planning conferences
for these exercises. Warsaw Initiative funds also supported Ukrainian participation in exercises such as Combined En-
deavor ‘99, Rescuer ‘99, CENTRASBAT ‘99, Cooperative Partner, Cooperative Best Effort ‘99, and Cooperative Dragon
‘99. In addition, Warsaw Initiative funds enabled Ukraine's Ministries of Defense and Emergencies to participate in numer-
ous NATO-sponsored small-scale, non-exercise events.
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Preview of FY 2000 Programs

In FY 2000, the U.S. Government will implement the Next Generation Initiative in Ukraine, providing increased funding for
training and exchange programs for Ukraine' s future leaders. U.S. Government-funded high-school exchanges under the
State Department’ s Future Leaders Exchange (FLEX) Program, as well as its undergraduate and graduate exchange pro-
grams, are expected to attract an increased number of qualified candidatesin FY 2000. With the inauguration of a new
Ukrainian presidential administration in late 1999, the U.S. Government will seek to help the new government develop and
implement a sound economic reform program, while continuing to build grassroots support for reform by strengthening civil
society.

USAID’sbudget for Ukraineis going to drop in FY 2000, as increased funding will be provided for activities under the
multi-agency Expanded Threat Reduction Initiative. The top priority for USAID assistance to Ukraine will be to support
critical economic structural reforms. Other key areas will include civil society, anti-corruption, small business, and spe-
cia initiatives such as global climate change, community-based programs, the Kharkiv Initiative, the Poland-America-
Ukraine Cooperative Initiative (PAUCI), and combating trafficking in women. With support from USAID, Junior
Achievement will teach market economics, including business basics, computer skills, ethics and gender issues, to some
4,500 Ukrainian high school students and 100 teachers. USAID is also planning to implement an expanded small and
medium-sized enterprise (SME) support program in FY 2000, including a new micro-lending initiative. The Western
NIS Enterprise Fund (WNISEF) will join with the European Bank for Reconstruction and Development (EBRD) , the
International Finance Corporation (IFC) and others to establish a $50 million small-business/micro-finance bank in
Ukraine.

Under the Expanded Threat Reduction Initiative (ETRI), through programsin the NIS account and the Non-Proliferation,
Antiterrorism, Demining and Related Activities (NADR) account, the U.S. will significantly expand assistance to prevent
the proliferation of WM D, weapons technology and expertise in FY 2000. Increased funding for the Science and Technol-
ogy Center in Ukraine and the Civilian Research and Development Foundation will help prevent proliferation of weapons
expertise and redirect former Soviet weapons experts to peaceful pursuits. Support also increase to enhance export controls
and border security by providing equipment and training.

UZBEKISTAN

Political and Economic Overview

Uzbekistan, which became an independent country in 1991, is structured as a parliamentary democracy, and the president
consistently voices support for democratic values and market-based economic reform. In practice, however, the Govern-
ment of Uzbekistan has been reluctant to undertake serious economic reform and has made little progress in promoting de-
mocracy and human rights. The official approach of gradual, incremental economic reform has been ineffective in over-
coming an unwillingness to relinquish control to market forces. This hasled to a series of unsuccessful policies over the
past several years, the worst of which was the 1996 suspension of free convertibility of the national currency, the som. Fail-
ure to restore currency convertibility and to create attractive conditions for investors has crippled Uzbekistan’ s economy
and has driven off international donors such as the International Monetary Fund (IMF) and World Bank.

The Government of Uzbekistan has not taken effective steps to build democracy. Despite a congtitutional guarantee of free-
dom of speech, political opposition to the government is not permitted in practice. The December 1999 parliamentary elec-
tions and January 2000 presidential elections were not democratic, as no opposition candidates were alowed to participate.
Newspapers were censored outright, and the country’ s 30 to 40 independent tel evision stations practiced self-censorship or
risked losing their licenses. Civil society is nevertheless developing in Turkmenistan, albeit within the limits set by the gov-
ernment. A new law on non-governmental organizations (NGOs) drafted with U.S. assistance was passed in August 1999,
but implementing regulations have yet to be issued. The existence of more than 300 grassroots NGOs, such as artisans,
lawyers' and judges’ associations, demonstrates government tolerance for citizen activities in uncontroversial areas. How-
ever, in FY 1999, the Uzbek Government continued to deny registration to two independent human-rights organizations and
conducted a campaign to silence their members. Authorities imprisoned two human-rights activists on fabricated charges,
severely beat athird and threatened several others. Such abuses of human rights were not uncommon in Uzbekistan. In
addition, the Uzbek Government holds political prisoners. Police routinely plant evidence on suspects, and beat and torture
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detainees to obtain confessions. Despite a 1997 law on prison reforms, prison conditions remain poor. There have been
numerous deaths in custody due to beatings and mistreatment.

In response to the explosion of five bombsin Tashkent in February, the Government of Uzbekistan cracked down against
Islamist groups and pious Muslims, perceived by the government as security threats. The police detained thousands of peo-
ple, often after planting narcotics, weapons, ammunition or Islamist literature on them. Many of those detained were held
incommunicado and accusations of torture were not uncommon. With one exception, the trials of those arrested have been
closed to international observers. Hundreds of those convicted of belonging to Islamist groups unconnected to the bomb-
ings have been sentenced to 12 to 20 yearsin prison. Although the pace had slowed by the end of the year, arrests of mem-
bers of these Islamist groups continued.

Overview of U.S. Government Assistance

In FY 1999, the U.S. Government provided an estimated $75.26 million in assistance to Uzbekistan, including, $27.40 mil-
lionin FREEDOM Support Act funds, a $10 million concessional food-aid loan under USDA’s P.L. 480, Title | Program,
$8.84 million in other U.S. Government funds, and $29.01 million in U.S. Defense Department excess and privately do-
nated humanitarian commodities. FREEDOM Support Act-funded assistance, of which USAID programs accounted for
some $17 million, was focused on the broad areas of economic restructuring, democracy and governance, energy and envi-
ronment and social-sector reform. USAID activities focused on improving the tax, budget, accounting and bank supervision
capabilities of the Government of Uzbekistan; supporting private enterprise development; helping to create alegal and
regulatory environment conducive to free trade and investment; and promoting health-care reform and infectious disease
control. The U.S. Government also provided support to Uzbekistani non-governmental organizations (NGOs) through ca-
pacity-building training and small grants, to independent media through technical assistance and seminars, and to Uzbeki-
stan'slegal profession and judicia branch mainly by supporting judges and lawyers associations. U.S. Government-funded
assi stance programs continued to achieve mixed results in Uzbekistan, primarily due to the Uzbek Government's lack of
political will and failure to accept the need for reform.

Business and Economic Development Programs

USAID Accounting and Banking Reform Programs: InFY 1999, with USAID assistance, Uzbekistan adopted account-
ing standards based on International Accounting Standards (IAS). A new chart of accounts was submitted to the Ministry of
Justice for registration. USAID modeled this accounting training and conversion activity on its successful programsin Ka-
zakhstan and Kyrgyzstan. Uzbekistan also made some notable progress in banking-sector reform in FY 1999. Despite vari-
ous constraints, improvements were made in the licensing and pre-screening of applicants who want to purchase a bank,
prudential regulations were strengthened, and, most importantly, enforcement powers were increased and a problem-bank
unit was created.

USAID Budget and Tax Reform Programs: Since the Uzbek Government has not made any progress in budget reform
during the last four years, U.S. Government-funded assistance in this area was phased out in mid-1999, and the Uzbek Gov-
ernment was informed accordingly. On the other hand, USAID's tax administration assistance was highly successful in the
areas of computerization and collections. Virtually all businesses and more than 2.4 million industrial taxpayers have iden-
tification numbers and are entered in the State Tax Committee’ s databases. USAID helped the Tax Inspectorate complete
the computerization of its headquarters operationsin early 2000.

Trade and Investment Programs

Central Asian - American Enterprise Fund (CAAEF): InFY 1999, USAID continued support the CAAEF's operations
in Uzbekistan. The CAAEF continued to try to sustain $22 million in troubled equity investments in Uzbekistan, despite a
lack of reliable client access to foreign exchange and severe governmental financial constraints.

USAID Support for WTO Accession: InFY 1999, USAID organized two key seminars designed to educate Uzbek offi-
cials on the benefits and requirements of accession to the World Trade Organization (WTO), and on techniques for devel-
oping WTO negotiation strategies. USAID helped the Uzbek Government's Inter-Ministerial WTO Committee respond to
the questions of various WTO member-states. USAID also continued to help the Uzbek Government prepare and adopt the
necessary legal and regulatory framework for WTO accession.
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Training, Exchange and Educational Reform Programs

Since FY 1993, U.S. Government-funded exchange programs have brought over 1,500 Uzbekistani citizens to the United
States for short-term professional or long-term academic training, including some 230 in FY 1999 alone. These programs
give participants an opportunity to develop their skills and establish valuable contacts with U.S. counterparts.

USAID Training: Over 1,700 Uzbekistani citizens participated in USAID-sponsored training programsin FY 1999,
roughly two-thirds of them men and one-third women. Of thistotal, over 40 participated in U.S.-based programs, over 30 in
third-country programs and over 1,600 in in-country programs. Over 1,240 received training in the area of economic re-
structuring, over 400 in democratic reform and some 15 in social stabilization. Over 200 USAID-trained Finance Ministry
officials now lead the Uzbekistani Government’ s agenda of conversion to International Accounting Standards (IAS). Fol-
lowing a USAID-sponsored regional conference on women's issues, family and health, conference participants formed sev-
eral working groupsin critical areas relating to the role of women in society. Training for health-sector policy-makersin
general practice development resulted in a Health Ministry initiative to establish family group medical practicesin 18 rural
areas. USAID aso funded training in contraceptive technology, counseling, clinical skills and infection prevention. In ad-
dition, a USAID training program on irrigation management complemented ongoing USAID technical assistance to water-
users' associations throughout the country.

U.S. Information Agency (USIA) Exchanges: In FY 1999, almost 160 Uzbekistani citizens traveled to the United States
on USIA exchange programs, some 125 on academic exchanges and the remaining 30 on professional exchanges. Over 75
Uzbekistanis participated in one- to two-year academic exchanges through USIA’s FREEDOM Support Act (FSA) Gradu-
ate Exchange/Muskie Fellowship Program, FSA Undergraduate Program, and Future Leaders Exchange (FLEX) Program
for high school students. A total of 17 Uzbekistani scholars traveled to the United States under Fulbright, Regional Scholars
and Contemporary Issues Fellowships. Some 30 high school teachers and administrators traveled to the United States under
USIA’s Partners in Education (PIE) and Teaching Excellence Awards (TEA) programs. In addition, 20 leading Uzbekistani
professionals traveled to the United States under USIA’s International Visitors (1V) Program in FY 1999,

USIA University Partnership Program: InFY 1999, USIA’s NIS College and University Partnership Program launched
anew partnership between the Tashkent State Economics University (TSEU) and the State University of New Y ork
(SUNY) at New Paltz, which will work together to develop a new business curriculum for TSEU.

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: In FY 1999, USDA’s Cochran Program
continued to support agricultural reform in Uzbekistan, organizing short-term exchange programs for atotal of 20 Uzbek
agriculturists.

U.S. Department of Commer ce — Special American Business Internship Training (SABIT) Program: In FY 1999, the
SABIT Program provided internships for nine Uzbek participants. (Please seethe U.S. Commerce Department - SABIT
section in Part 111 of thisreport.)

Democracy Programs

Democracy Fund Small-Grants Program: In FY 1999, the U.S. Embassy’ s Democracy Commission awarded 13 small
grants totaling approximately $100,000 to local NGOs working in such areas as human rights, women'’s rights, and business
development.

USAID Democracy Programs: InFY 1999, USAID provided increased support for the development of an active civil
society in Uzbekistan. The Uzbek Government used the perceived threat of 1slamic extremism to justify infringements on
the media and political processes, restricting independent media and free dissemination of information, particularly at the
national level. Aspart of its effort to help Uzbekistan's media survive and function under these difficult conditions, USAID
supported broadcasts by independent television stations on community-level issues. A number of these broadcasts
prompted local government action to resolve community problems. In FY 1999, the U.S. Government curtailed election-
related assistance to the Government of Uzbekistan because of the latter's lack of commitment to electoral reform or to
genuinely competitive elections. At the same time, however, USAID made progress in supporting the development of the
country's NGO sector, especialy in areas outside the capital. NGOs became stronger and more assertive in Uzbekistan in
FY 1999, and many of them embraced local advocacy as part of their agenda and were interfacing more with local govern-
ment officials. Similarly, at the national level, NGOs and parliamentarians engaged in a dialogue on NGO-related legisla-
tion; asaresult, adraft law that included the input of NGOs was passed and signed into law.
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U.S. Department of State — Anti-Crime Training and Technical Assistance (ACTTA) Program: In FY 1999, the U.S.
Government provided approximately $2.0 million in law enforcement training programs for Uzbekistan, whose objectives
were to combat the growing regional threats of narcotics trafficking and organized crime while promoting the rule of law
and human rights. During FY 1999, more than 200 officers from the Ministry of Internal Affairs, the Customs Committee,
the Border Guards and the National Security Service received training under the ACTTA Program, which is coordinated by
the State Department's Bureau for International Narcotics and Law Enforcement Affairs (INL). Highlightsincluded along-
term forensics laboratory development program; a six-month police academy development program; and a variety of train-
ing programs in such topics as organized crime, narcotics interdiction and post-blast investigation. In addition, the Tashkent
Municipal Police Department participated in an extended INL-sponsored community policing exchange with the Police De-
partment of the City of San Antonio, Texas. Uzbek law enforcement officials also actively participated in training programs
at the INL-supported International Law Enforcement Academy (ILEA) in Budapest, Hungary. In FY 1999, 15 Uzbek offi-
cers graduated from ILEA's eight-week mid-level management program, and the Government of Uzhekistan actively par-
ticipated in ILEA's curriculum development, retraining and needs-assessment programs.

U.S. Department of Justice (DOJ) — Criminal Justice Programs: In FY 1999, DOJ s Office of Overseas Prosecutorial
Development, Assistance and Training (OPDAT) conducted an assessment of Uzbekistan’slegal system. Through a grant
to the American Bar Association’s Central and East European Law Initiative (ABA/CEELI), aDOJCEELI criminal law
liaison began working with Uzbekistan’s procuracy and Ministry of Justice on legidative issues. The DOJCEELI Program
also conducted training for the procuracy in avariety of crimina justice-related areas. A regional training program held in
Tashkent on the procedural requirements of reducing the number of pre-trial detainees resulted in the drafting and adoption
of anew bail law.

U.S. Department of State— Anti-Terrorism Assistance: Following the February 16 bombingsin Tashkent, the State De-
partment's Office of the Coordinator for Counterterrorism and Bureau for Diplomatic Security conducted an assessment of
Uzbekistan's anti-terrorist capabilities. Asafollow-up to the assessment, officials from the Ministry of Internal Affairsand
National Security Service attended a course on explosive incident countermeasures and one on the role of policein acrisis.
In addition, an assessment of Uzbekistan's bomb-sniffing dog program was initiated, and senior officials from the Ministry
of Internal Affairs and the National Security Service represented the Government of Uzbekistan at a State Department-
sponsored international counter-terrorism conference held in Washington, D.C., in June 1999.

Security Programs

The primary objectives of the U.S. Government’ s security programs in Uzbekistan are to foster democracy, civilian control
of the military, the rule of law and human rights, to promote stability and strengthen and expand regional security coopera-
tion through the Central Asian Peacekeeping Battalion (CENTRASBAT), and to deter political and military adventurism.
This assistance has been provided to Uzbekistan primarily through the U.S. Defense Department’s Cooperative Threat Re-
duction (CTR) Program and the Warsaw Initiative Fund.

DoD Cooperative Threat Reduction (CTR or Nunn-Lugar) Program: InFY 1999, the CTR program allocated $6 mil-
lion to a project to demilitarize the former chemical weapons facility in Nukus and $1.39 million to the CTR Defense and
Military Contacts Program, which sponsored atotal of 49 events for Uzbekistan in FY 1999—35 outside of Uzbekistan and
14 in-country.

Warsaw Initiative Programs. In FY 1999, the U.S. Department of State provided Uzbekistan $1.65 million in Foreign
Military Financing (FMF) for Uzbekistan and $526,000 for training under the International Military Education and Train-
ing (IMET) Program. In addition, $485,000 in DoD Warsaw Initiative funding was used to support Uzbekistan's participa-
tionin NATO Partnership for Peace (PFP) exercises, eighty percent of which was funded by NATO and twenty percent by
the U.S. Government. Uzbekistan sent a platoon to the exercise Cooperative Best Effort, and participated fully in the exer-
cise Combined Endeavor. Uzbekistani representatives also participated as observersin several other PFP exercises.

U.S. Department of State— Nonproliferation Programs: In FY 1999, Uzbek enforcement agencies (primarily the Cus-
toms Committee, Border Guards and the Ministry of Foreign Economic Affairs) actively participated in various U.S. Gov-
ernment-funded counter-proliferation programs. Following an interagency assessment conducted in December 1999, the
Customs Committee and the Border Guards participated in a two-week training session in large port operations, which was
conducted in conjunction with the delivery of fiber-optic scopes, laser range-finders and nuclear detection pagers. In addi-
tion, in June 1999, the Customs Committee received a portable x-ray van for use in inspecting cargo and large packages.
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I nteragency Export Control Programs: InFY 1999, the U.S. Department of Commerce led an interagency effort to de-
velop Uzbekistan's import and export controls. After representatives of Uzbekistan's Customs Committee and the Ministry
of Foreign Affairs completed a draft import-export control law, aU.S. delegation comprised of representatives from the
Department of Commerce, Federal Bureau of Investigation (FBI), U.S. Customs Service and the U.S. Department of De-
fense traveled to Tashkent in September to review the draft legislation. In addition, the Uzbek Government sent representa-
tives to several regional and international conferences on controlling the proliferation of weapons of mass destruction and
their components.

Energy and Environmental Programs

USAID Energy-Sector Programs: InFY 1999, USAID's effortsin this area were focused on developing an effective pol-
icy framework for an environmentally sound, regionally efficient, and market-oriented energy sector, which will aso help
reduce economic and political tensions generated by cross-border environmental disputes. In FY 1999, the Central Asian
countries signed an agreement for parallel operation and frequency regulation of the regional electricity grid. In addition,
Uzbekistan's Cabinet of Ministers adopted a new petroleum law and the government signed a protocol with USAID to draft
aplan to privatize the country’s state-owned oil and gas sector. If the government accepts the draft plan, USAID will pro-
vide implementation-related assistance. In addition, the U.S. Energy Association initiated a USAID-funded energy partner-
ship between Uzbekistan's Dispatch Center and the New Y ork Energy Pool.

USAID Environmental Programs: InFY 1999, USAID facilitated the development of a strategy for the Uzbek Govern-
ment's participation in the United Nations Framework Convention on Climate Change, which will be announced at the Fifth
Conference of the Parties.

USAID Water-Management Programs. Representatives from Uzbekistan participated in several USAID technical assis-
tance activities related to the development of aregional water-use optimization model for the Syr DaryaBasin. Uzbek offi-
cials can now use computer modeling to set water-quality standards and manage water use locally through user groups.
However, several key Uzbek Government water officials were reluctant to participate in USAID's regiona activities with
the Central Asian Economic Community, thus hampering USAID's efforts to facilitate several much-needed regional water-
use agreements.

Social-Sector and Humanitarian Assistance

USAID Health-Care Reform Programs. InFY 1999, USAID continued to focus on the development of an efficient
health-care modd in Uzbekistan. USAID sought to build a policy consensus and legal framework for health-care reforms,
provide technical assistance to develop and implement primary health care interventions, provide training, and inform the
public about the impact of the health-care reforms on their daily lives. USAID aso provided legal analysis and assistancein
drafting legislation supporting health reform. A USAID-funded health partnership with the Ambulance Authority of Rich-
mond, Virginia, helped develop an emergency training center at the Tashkent Medical Institute. A USAID-funded infec-
tious disease control program helped develop areference laboratory for hepatitis and engaged in a policy dialogue on the
importance anti-hepatitis interventions. A tuberculosis treatment and prevention program is currently in the preparation
phasein five pilot regions. In addition, USAID's efforts to strengthen local health-care capacity contributed to the estab-
lishment of community-based primary health care centers in three demonstration rayons (counties). All of these independ-
ent primary-care practices will participate in the implementation of new payment methods based on a“ capitated” rate (a set
amount per enrolled client). USAID sponsored clinical training for approximately 70 family physicians and nurses on top-
ics such as reproductive health, acute respiratory infection, and first aid. USAID's Contraceptive Social Marketing Program
was adversaly affected by currency-conversion problems, and as aresult, changed its focus to community-based reproduc-
tive health education.

U.S. Department of Agriculture (USDA) —Food Aid: InFY 1999, USDA allocated $12.38 million for the provision of
food commodities to Uzbekistan, including a $10 million 30-year concessional loan under USDA's P.L. 480, Title | Pro-
gram, which Uzbekistan used to import 33,350 metric tons of U.S. soybeans. Under USDA’s GSM-102 export credit guar-
antee program, Uzbekistan used atwo-year concessional loan to import 90,000 tons of U.S. soybeans worth $20 million. As
part of the American Red Cross's (ARC) Ara Sea Regional Program, USDA provided over $750,000 in commodities
through its Section 416(b) Program, which was complemented by the ARC'’ s direct distribution of 4,043 metric tons of
commodities under USDA’s Food for Progress Program, for atotal value of $2.38 million.
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Coordinator’s Office Humanitarian Assistance: Since 1992, the U.S. State Department’s Operation Provide Hope has
provided almost $87 million in humanitarian assistance to Uzbekistan. In FY 1999, the Office of the Coordinator of U.S.
Assistance to the NIS expended $1.46 million in transportation and grant funds to deliver $29.01 million in targeted hu-
manitarian assistance to the people of Uzbekistan. This assistance, which consisted of privately donated high-value phar-
maceuticals, other donated commodities and U.S. Defense Department excess property, was provided primarily through the
following U.S. PVOs. Heart-to-Heart/Physicians with Heart, Americares, and Counterpart International.

Cross-Sectoral Programs
Peace Corps

In FY 1999, the Peace Corps continued to provide assistance to Uzbekistan in the fields of English-language education and
business education and initiated a new project in the health sector. The number of Peace Corps volunteers (PCVs) in
Uzbekistan grew from approximately 55 in the beginning of FY 1999 to approximately 105 at the end of the fiscal year.

English-Language Education: The objective of this program is to increase the availability, quality and resources of
English-language programs and information in Uzbekistan for students and education professionals. PCV s taught stu-
dents in the classroom and also interacted with them informally in English centers and clubs. PCV's helped implement
group activities that required students to speak English, work together to solve problems and think critically about the
results. PCVs spent considerable time with their Uzbekistani counterparts, developing lesson plans and organizing
training activities. PCVs and their counterparts also worked together to organize teacher enhancement workshops.
PCV's participated in summer teacher workshops in which they discussed communicative methodology, teaching curric-
ula and student motivation, and were also involved in community development projects such as English clubs, dance
clubs, and sports clubs. In FY 1999, PCV s taught over 2,800 university and secondary school studentsin Uzbekistan,
and worked with over 175 secondary-school and university teachers. PCVS' secondary projects included the introduc-
tion of little league baseball to over 241 students, the initiation of English-language television programs, initiation of
TOEFL (Teaching of English as a Foreign Language) and English clubs, as well as alumni clubs for participantsin U.S.
Government-funded exchange programs. In late FY 1999, the Peace Corps also began working in the area of elemen-
tary education, in response to areguest by the Minister of Public Education for assistance in developing a national cur-
riculum for elementary education. Schoolsin Uzbekistan are now implementing English-language instruction from the
first grade; however, teachers are poorly trained and there is no curriculum for elementary English education. The
Peace Corps has been given a unique opportunity to be involved in the devel opment of the national curriculum and a
strategy for training teachers in elementary education. The first group of elementary education PCV's began working in
Uzbekistan at the end of October 1999, and a senior Peace Corps staff member isworking closely with the Ministry to
ensure that this project achievesits goals.

Business Education: The purpose of this program is to educate Uzbekistani citizens in market economics and basic
business skills, and to help build small-enterprise capacity by providing future and current entrepreneurs with the busi-
ness skills necessary to operate profitably in afree-market economy. The program is part of the Uzbek Government's
broader effort to address the challenges of developing a market economy and providing economic and business educa-
tion in Uzbekistan. Under this program, PCV's seek to increase the knowledge and skills of students, teachers and man-
agers of small enterprises by focusing on the transfer of basic business skills. In FY 1999, business education PCV's
trained teachers, conducted seminars, and taught at retraining institutes, business centers, business schools and univer-
sities, reaching approximately 2,200 students, 160 teachers and over 250 entrepreneurs. PCV's provided students and
entrepreneurs with skills, concepts and information in awide range of areas, including marketing, economics, Junior
Achievement, law and legal ingtitutions, banking, writing grant proposals and business letters, aspects of U.S. business,
international economics, basic economics concepts, applied economics, conversational English, business English and
teaching methodologies.

Health Program: The Peace Corps began working in the health field in Uzbekistan in March 1999, helping to
strengthen the Ministry of Health's program to provide primary health-care services to Uzbekistan's rural population
and thereby reduce morbidity and mortality, particularly due to easily preventable or treatable ilinesses. The health
project’ s three main objectives are as follows: (1) to improve the health status of women and children in rural commu-
nities through prevention and health promotion efforts, (2) to improve the management capacity of staff at rural clinics;
and (3) to improve the English-language abilities of physiciansin Uzbekistan. The latter goal isimportant because
most current medical literature iswritten in English. In conjunction with Abt Associates, a USAID contractor, PCVs
helped train Uzbek health managers in management and financial techniques, and began developing a policy and pro-
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cedural manual for use by rura clinics in implementing new management and financial procedures. The manual will
cover topics such as health-care reform in Uzbekistan, strategic planning and general administration of health-care fa-
cilities, accounting, financing, budgeting, legal issues, and information systems. PCVs also worked with doctors and
nurses to provide educational seminars on anemia, diarrhea, reproductive health, tuberculosis and acute respiratory dis-
eases. Target audiences included school children and women of reproductive age. As of June 1999, these seminars had
reached over 2,000 individuals.

Eurasia Foundation: InFY 1999, the Eurasia Foundation awarded some 25 grants totaling $750,000 to Uzbekistani
NGOsin the areas of civil society, public administration and private-enterprise development. (Please see Eurasia Founda-
tion section in Part 111 of thisreport.)

Preview of FY 2000 Programs

In FY 2000, the U.S. Government will continue to provide assistance to Uzbekistan in the areas of economic reform, energy
and environment, health-care reform, and democratic transition. However, the U.S. Government will continue to shift the
assistance portfolio away from non-performing activities such as macro-economic reform and election support towards areas
of greater opportunity, such as accounting reform, health-care reform and civil-society development. A recent presidential
decree on reforms suggests possible increased interest by the Uzbek Government in receiving technical assistance. How-
ever, whether or not the government will be genuinely committed to reform remains to be seen. While the decision to create
aformal regiona initiative in Uzbekistan has not been made, the U.S. Government will seek to concentrate assistance ac-
tivities in the Ferghana and Nukus Obl asts (Regions).

In FY 2000, USAID will continue to phase out fiscal-reform activities and introduce new local-level efforts to promote en-
terprises and provide much-needed business and economics education. The U.S. Government will continue to explore ways
to increase the effectiveness of the Central Asian - American Enterprise Fund (CAAEF), given the currency non-
convertibility issue. USAID’sregiona energy and environment efforts will continue, and USAID will consider a public-
education component to raise the consciousness of government officials and citizens on the necessity of market-oriented
pricing, energy regulations and energy conservation and efficiency awareness. USAID will seek to promote improved water
usage and reduce the environmental effects of Caspian Sea oil devel opment.

USAID will continue to expand its NGO devel opment activities and to promote civic education for youth in close collabo-
ration with the U.S. Embassy’ s Office of Public Diplomacy and the Peace Corps. USAID’s democracy portfolio will em-
phasize NGO coordination with mahallas (neighborhood committees) and an extensive women'slegal rightsinitiative. Due
to staffing constraints and concerns over government policies, expansion of USAID assistance in the health sector has been
slow, athough USAID is expanding dialogue, capacity and activitiesin this sector. USAID will continue to expand the
family group practice model, and infectious disease control, specifically tuberculosis, will be alarge component of USAID’s
overall health portfolio. Two new USAID-funded health partnerships will be established. In addition, USAID training pro-
grams will continue to support reformsin all sectors.

In FY 2000, under the multi-agency Expanded Threat Reduction Initiative (ETRI) implemented by the U.S. Departments of
Defense, Energy and State, the U.S. Government will provide modest assistance to Uzbekistan to prevent the proliferation
of weapons of mass destruction (WMD), weapons technology and expertise. This support will focus on enhancing Uzbeki-
stan’s export controls and border security by providing equipment and training.
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1. ASSESSMENTSOF MAJOR PROGRAMS

The following section describes the objectives of the mgjor regional U.S. Government-funded NI S assistance programs by
agency, summarizes their achievements and assesses their effectiveness.

U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT (USAID) - BUREAU FOR
EUROPE AND EURASIA (E&E)

USAID’s democratic reform, economic restructuring, and social transition programs seek to help the NIS countries build
institutional capacity and establish sustainable and mutually beneficial partnerships with the United States, other regions of
the world, and amongst themselves. At this stage of their transition, USAID is helping the NIS countries improve their ca-
pacity to manage their own political and economic systems, facilitate private enterprise devel opment, increase employment
opportunities, and reduce poverty.

USAID is seeking to promote the fundamental values of democratic governance and citizen participation, and the develop-
ment of democratic institutions in the NIS countries. USAID-funded assistance is focused on strengthening the rule of law,
fighting corruption, strengthening independent media, enhancing democratic elections, and increasing the involvement of
non-governmental organizations (NGOs), communities and local governmentsin political and economic decision-making.

USAID isincreasing its social-sector assistance in the region, as the transition to democracy and free-market economics has
placed heavy burdens on many segments of the populations of the NIS countries. While building robust market-based
economies remains the best long-term strategy for improving living standards in the region, the mitigation of negative social
trends merits assistance in the medium term. Improved education, health care and social protection systems are needed to
sustain economic restructuring and democratic reform. In addition, social transition programs are serving U.S. foreign pol-
icy objectives by promoting regional stability and reducing transnational health risks.

The USAID-funded assistance activities described in the 12 country assessmentsin Part |1 of this report fit into the E& E
Bureau’ s strategic framework for the NIS, which consists of 11 strategic objectives divided into four broad strategic
stance aress:

STRATEGIC ASSISTANCE AREA 1. ECONOMIC RESTRUCTURING

1.1 Privatization: Theincreased transfer of state-owned assets to the private sector

1.2 Fiscal Reform: Increased soundness of fiscal policies and fiscal management practices

1.3 Strengthening Private Enterprises. Accelerated development and growth of private enterprises

1.4 Financial Sector Reform: A more competitive and market-responsive private financial sector

1.5 Sustainable Energy Systems: A more economically sound and environmentally sustainable energy
system

1.6 Environmental Management: Increased environmental management capacity to support
sustai nable economic growth

STRATEGIC ASSISTANCE AREA 2: DEMOCRATIC TRANSITION
2.1 Citizen Participation: Increased, better-informed citizen participation in political and economic
decision-making
2.2 Ruleof Law: Legal systemsthat better support democratic processes and market reforms
2.3 Local Government: More effective, responsible, and accountable local government

STRATEGIC ASSISTANCE AREA 3: SOCIAL TRANSITION
3.1 Reduced human suffering and crisis impact
3.2 Sustainable Social Services: Improved sustainability of health and other social benefits and
services
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STRATEGIC ASSISTANCE AREA 4. CROSS-CUTTING PROGRAMS AND SPECIAL INITIATIVES

Descriptions of these strategic objectives, as well as summaries of the progress achieved under each of them in FY 1999, are
provided below:

STRATEGIC ASSISTANCE AREA 1. ECONOMIC RESTRUCTURING

Goal: Tofoster the emergence of a competitive, market-oriented economy in which the majority of
economic resour ces are privately owned and managed

STRATEGIC OBJECTIVE 1.1: Theincreased transfer of state-owned assetsto the private sector

This abjective involves USAID support for the transfer of public enterprises and other state-owned assets (e.g., land,
housing stock, financial institutions and utilities) to private ownership and management. Areas of emphasisinclude the
following:

policy, legislative and regulatory actions to facilitate and provide confidence in privatization;

technical assistance, training, and policy advice to strengthen local institutional capabilities to manage privatization
programs,

assistance in organizing and financing privatization arrangements (e.g., mass privatization, auctions, competitive
tenders and employee ownership);

assistance in providing public education on privatization; and

post-privatization assistance as part of a continuum of privatization assistance for a specific state-owned enterprises.

ProgressMade In FY 1999

After nearly eight years of USAID support for privatization in the NIS, the vast majority of enterprises in the region have
been transferred from state ownership to some form of private ownership. FY 1999 witnessed continued forward movement
inthisarea. The focus of USAID’s privatization assistance has shifted from increasing the quantity of enterprises and assets
privatized to increasing the quality of privatization and post-privatization support for restructuring. Asthe initial phase of
mass privatization programs nears completion in most of the NIS countries, increased emphasisis being placed on the
second phase of market reform, which includes improving shareholders’ rights and corporate governance, ensuring that
effective pledge and collateral laws give businesses sufficient access to capital; creating a business environment conducive
to investments by adopting and implementing international accounting and auditing standards, privatizing urban land, and
decollectivizing the agriculture and energy sectors.

Completed Work in Mass and Small-Scale Privatization

By the end of FY 1999, Moldova, Georgiaand Armenia had essentially completed their mass privatization programs, but
additional efforts are still needed.

Moldova: Moldova has completed its mass privatization program, with more than 2,200 small, medium-sized and large
enterprises having been totally or partially privatized. In FY 1999, the Government of Moldova continued to make
progress, as the parliament passed significant legislation to continue the privatization of land, telecommunications, grain
storage facilities and wineries. Land in Moldovais now fully tradable, and a national land registry exists for land titling and
ownership registration. USAID-funded advisors helped the Moldovan Government complete the break-up of 282 collective
farms, resulting in the issuance of 634,000 legally recognized individual land titles to 233,000 former empl oyees of
collective farms. In addition, over 180,000 land titles have been issued to 56,300 individual farmers. With continued
USAID support, Moldova is scheduled to complete its national farm privatization program in December 2000, by which
point, more than 3.5 million individual land titles will have been issued.

Georgia: Privatization is nearing completion in Georgia. Small-scale privatization has been completed, with 12,860 small
enterprises having been sold. Medium-sized and large enterprise (MLE) privatization is nearly complete, with about 87
percent of 1,133 MLEs (enterprises with 250 or more employees) having been privatized. The remaining state enterprises
are mainly energy and oil and gas companies, which are slated for privatization, and some 30 larger enterprisesthat are
scheduled for privatization by the end of February 2000. Privatization of rural land has been completed, but additional work
is needed to complete titling and registration. Urban land privatization was begun in late 1998 and is moving forward
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quickly. USAID was instrumental in the privatization of Georgia s energy distribution company Telasi, and is working with
the World Bank to support the privatization of Georgia’ s telecommunications sector. A USAID-funded project is helping
the Ministry of State Property Management conclude the privatization of MLEs. The USAID Land Privatization project has
been instrumental in facilitating the passage of legislation on urban (enterprise) land privatization and in supporting titling
and registration of rural land.

Armenia: Armenia has made significant accomplishmentsin the area of privatization, although it still has away to go, and
the pace of privatization has slowed. Small-scale privatization is essentially complete, with 6,769 businesses having been
privatized. MLE privatization is estimated to be 75-percent complete, with 1,492 of 1,967 MLEs having been sold.
Armenid s telecommunications sector was privatized in 1997-98. Privatization slowed in early FY 1999, with the only
significant sale being that of the Hotel Y erevan. Most remaining state-owned enterprises have failed to attract investor
interest at auctions or tenders. However, the privatization law does not enable liquidation of these firms. The privatization
of Armenid s energy distribution company is proposed for FY 2000.

Remaining I ssues

The quality of privatized enterprises continues to be a problem for most NIS countries, with a significant proportion of large
enterprises sold to insiders (i.e., management or employees) in many countries, and the state retaining a controlling share of
many supposedly privatized firms. Corporate governance is seriously hampered by state and insider control over newly
privatized enterprises, which often prevents them from being restructured, since the state, enterprise employees and
management have a common interest in retaining current employees and maintaining the status quo. State control over
private holding companies in the energy or agricultural sectors tends to create monopolistic power, and constrains the
growth of enterprises that depend on these sectors as suppliers of inputs. Shareholders’ rights and corporate governance are
concepts that are still not well understood in the NIS. USAID will need to continue to support the passage of legislation to
ensure protection and strength of these market institutions in order to guarantee that the positive benefits from privatization
will be fully realized.

As USAID moves closer to completing all activities under this strategic objective, it is clear that successful privatization
requires more than simply transferring property from state to private hands. The transfer of property is merely afirst step
down along path of creating the rules, institutions and environment necessary for a market economy. For several more
years, USAID will need to remain engaged in issues concerning quality of privatization and post-privatization assistance,
especialy in restructuring enterprises, lowering investment and trade barriers, and creating business-friendly environments,
in order to guarantee the sustainability of the reformsthat it has helped set in maotion.

Major Contractorsand Grantees

Major implementing partners under this strategic objective include the Carana Corporation, International Business and
Technical Consultants, Booz-Allen and Hamilton, Price Waterhouse Coopers, RONCO, Sibley International, Wilbur Smith
and Associates, the Recovery Group, and the East-West Management | nstitute.

STRATEGIC OBJECTIVE 1.2: Increased soundness of fiscal policies and fiscal management practices

This objective seeks to put in place fiscal policies and fiscal management practices that are conducive to macro-economic
stability, increased private-sector investment, sustained economic growth, and sustainable social programs.

The principal fiscal reform areas are tax policy, tax administration, budget formulation and execution, intergovernmental
fiscal relations and pension reform. Improvements in these areas should lead to macro-economic improvements such as
growth in GDP, low inflation, reduced deficits, and manageable debt. Specific objectives include the following:

modernization of tax codes and administration to achieve fairness, simplicity and efficiency in revenue collection;
development of performance-based public-sector budgets, with improved execution and transparency;
rationalized sharing of revenue and expenditures between central, regional and local governments; and

amodern and sustainable pension system.
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ProgressMadein FY 1999

Armenia: Theyear 1999 was one of progress in economic reform, with elections leading to the formation of areform-
minded government, an approach that was retained after the tragic October 1999 assassination of the prime minister and
parliamentary leaders. Growth in real GDP was expected to be higher than the projected five percent, the projected budget
deficit isless than the target of 5.9 percent, and inflation is less than one percent. USAID assistance led to substantial prog-
ress towards preparing credible annual revenue forecasts and devel oping realistic budgets, including plans to begin produc-
ing three-year revenue and expenditure forecasts. Also with USAID assistance, the Armenian Government has prepared
improvements to the tax code. Under a USAID-funded pilot program, two tax inspectorates are in the process of comput-
erization and are implementing an audit selection process. All companies are now required to use International Accounting
Standards (IAS).

Kazakhstan: On balance, 1999 was a year of macro-economic progress in Kazakhstan. Although the overall economic
situation deteriorated early in the year, real economic growth appeared to have begun by mid-year. Statistics on industrial
production show a continuous increase over this period, as do tax revenues. In spite of currency depreciation of approxi-
mately 70 percent, annual inflation remained moderate. Reasons for the improvement include a recovery in commaodity
prices, sound monetary policy, and government disciplinein all fiscal areas. There were genuine improvementsin tax pol-
icy and in tax administration, producing revenue collection that greatly outstripped economic growth. Increased official
disapproval and publicity yielded progressin containing corruption. USAID assistance has helped Kazakhstan complete its
first year with afully modernized pension system. The country’s FY 2000 budget uses the program budgeting approach, is
based on conservative assumptions, and includes three-year revenue and expenditure forecasts. All off-budget programs
and funds were moved into a consolidated state budget. Progress in intergovernmental finance included the fixing of tax-
sharing rates for all regions of the country and clarification of expenditure responsibilities between central and local gov-
ernments. Although not perfect, laws were enacted providing for local borrowing (within limits), and a draft law on sub-
ventions and withdrawal s was prepared.

Other Central Asian Republics: With USAID assistance, Kyrgyzstan has begun program budgeting and public sector
accounting, and has started to focus on issues of intergovernmental finance. Fiscal reform efforts also continued in Turk-
menistan; however, USAID discontinued its technical assistance in these areasin Uzbekistan due to alack of commitment to
reform.

Georgia: InFY 1999, the country’s macroeconomic situation was characterized by a stable currency and alarge informal
sector, but also significant revenue mobilization problems and continuing corruption. USAID assistance facilitated some
progress in tax administration in 1999, specifically the implementation of an excise stamp regime on cigarettes and a cohol.

Despite continuing tax collection problems, excise collections on cigarettes were up 400 percent over the previous year.
Customs collections at the border also improved, along with import and sale controls on petrol, diesel and related products.
Also with USAID assistance, Georgia' s 2000 budget shows sensible improvements to budget accountability and transpar-
ency. On the other hand, there has been no reduction in public-sector arrears, the government is till overstaffed, and staff
are underpaid.

Moldova: Moldova s economy, like those of the other NIS countries, suffered from the after-effects of the Russian finan-
cia crisis, which in the case of Moldova resulted in high inflation and a five-percent reduction in GDP. In particular,
Moldova sindustrial production and exports declined severely. In 1999, lending by international donors resumed in
Moldova after atwo-year hiatus. Although Moldova s actual debt levels declined in 1999, the contraction of the country’s
economy led to an increase in its debt burden, which in turn led the Moldovan Government to focus on improving its debt
management, with USAID assistance. While the government’ s budget process is now sound, budgets are still unrealistic
and characterized by high spending on social services. USAID has also provided important tax administration assistance.
Moldova should have a complete tax code enacted soon, and tax collections have improved, through changesin laws and
improvements in administration, including the establishment of border units. Other progressin tax administration included
a USAID-supported pilot project on managing tax arrears and the repeal of an undesirable collection law that allowed the
tax service to freeze bank accounts arbitrarily.

Russia: The overall macro-economic situation in Russia was more positive in 1999 than had been anticipated. The decline
in Russia’'s GDP and the devaluation of the Russian ruble was not as steep and inflation was lower than expected, and ex-
ports increased significantly, duein part to the rise in world ail prices. USAID-supported improvementsin tax policy and
administration included the flattening of personal income tax brackets and the introduction of a 30-percent ceiling. Russia’s
value-added tax now brings caterers and retailers into the credit invoice system, and extends value-added tax crediting to
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congtruction inputs. The Ministry of Finance has increased its capacity to conduct fiscal analysis by using analytical models
and has produced estimates to support budget legislation. Amendments to the general part of the tax code have increased
the effectiveness of tax administration, including improvements to the audit process. Technical amendments have brought
the general portion into compliance with the civil code. USAID assistance in the area of intergovernmental finance contrib-
uted to anew transfer formulato make the budgetary relationship between the federal and regional levels more transparent,
efficient and objective; the Russian Government plans further refinementsin this areain the future. With the help of a
USAID-funded pilot program, five oblasts (regions) changed their inter-budgetary relations with municipalities; as a result,
their draft FY 2000 budgets featured a revised revenue-sharing approach and increased transparency, making the budget
process more stable and predictable. Thisin turn created enhanced opportunities for public and private direct investment.
In addition, federal legislation was drafted on the development of fiscal cadastres, which are necessary to expand the use of
the property tax beyond its current experimental status.

Ukraine: A new tax code, developed with USAID assistance, has been submitted to the parliament and, with additional
improvements, has the potential to result in real progressin the area of tax policy. However, thereis also a potentia for
backdiding if acompeting draft tax code is adopted that replaces the value-added tax and enterprise profits tax with aturn-
over tax. USAID helped establish a Tax Policy Office in the Ministry of Finance; although in its beginning stages, the of-
fice'smission isto place in one ministry the primary responsibility for developing and assessing the economic impact of tax
laws and regulations. USAID assistance also contributed to a comprehensive modernization program for tax administration
that includes functional reorganization at al levels and computerized processes for registration, collection, auditing and
enforcement. Improved auditing procedures and increased reliance on taxpayer education and taxpayer services are ex-
pected to encourage voluntary compliance. International Accounting Standards will be introduced in January 2000.

USAID assistance also facilitated the devel opment of a more realistic, detailed and transparent FY 2000 Ukrainian Gov-
ernment budget proposal, which includes comparisons with the prior year's approved and actual figures, although it includes
some questionable privatization revenues aswell. A Fiscal Analysis Officeis working closely with the parliament and has
won wide acceptance for its publications analyzing budget execution. Asaresult, this year's parliamentary budget resolu-
tion took a more responsible approach to expenditure and revenue recommendations, although there remains considerable
room for improvement. USAID effortsin the intergovernmental finance area resulted in significant preparatory work on the
development of fiscal databases for regional and local governments, proposals for formula-based transfers from the national
budget, and legidative proposals covering intergovernmental finance (which have not yet been adopted). Preliminary work
has been done on implementing a property tax. In the area of pension reform, laws to create a three-pillar pension system
were drafted with USAID assistance and should be presented to the parliament in early 2000. Progressin pension reform
also included an increased capacity for actuarial forecasting and the development of unique personal identification numbers
for tracking individual contributions.

Major Contractorsand Grantees

Georgia State University isthe contractor in Russia under this strategic objective, and the Barents Group is the major
contractor in the other NIS countries. In Ukraine, the Harvard Institute for International Development (HIID) and the Rand
Corporation are additional contractors. Close coordination between the U.S. Treasury Department’ s Office of Technical
Assistance, USAID’s E& E Bureau in Washington, and USAID’ s field missions ensures productive collaboration and avoids
overlap or duplication of effort.

STRATEGIC OBJECTIVE 1.3: Accelerated development and growth of private enterprises

This objective encompasses the policy reforms, legislation and regulatory actions necessary to create an enabling
environment for private enterprise. It also emphasizes assistance to individual enterprises, with the goal of improving their
productivity and competitiveness, and the development of business service institutions that will continue to support the
growth of private firms. Micro-level assistance is directed at broad-based improvement of business practices in such areas
as planning, management, production, marketing, accounting and resource mobilization. Representative policy-reform,
legidlative and regulatory activities include the following:

developing commercial law and associated regulatory procedures on such topics as formation of corporations and
partnerships, contracts and bankruptcy;

promoting the protection of land ownership and intellectual property rights;

promoting trade-enhancing improvements in customs administration and tariff reform;

promoting simplified laws and regulations on foreign investment;

promoting competition, control of monopolies, and protection of consumer rights;
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helping to establish the legal framework and conditions for a private housing market; and

helping to remove environment-related barriers to investment, by promoting a greater reliance on market-based,
incentive-oriented environmental management policies, use of environmental audits and government indemnification to
reduce new-investor liability risks, and simplified environmental compliance procedures.

Assistance to firms may be provided directly or channeled through business service organizations. Such assistance includes
the following:

establishing and strengthening business development centers, producer and trade associations, small-business incubator
facilities, management consulting and training organizations, etc.;

facilitating small and medium-sized enterprise devel opment;

technical assistance, training and equipment for improved agricultural production, processing and marketing, including
farmer-to-farmer assistance;

enterprise fund assistance provided directly to firms, including equity investments, credit, investment insurance, etc.;
Eurasia Foundation small grantsin support of business education, management training, agribusiness promotion, small
and medium-sized enterprise development, defense conversion, etc.

strengthening the capabilities of private land developers, housing contractors, and realtors;

assistance for condominium development and management; and

assistance to individual firmsin the areas of environmental audits, cost-effective compliance with environmental
regulations, and waste recycling.

ProgressMadein FY 1999

This strategic objective has the broadest scope of any of USAID’ s strategic objectives for the NIS, with activitiesin all of
the NIS countries except Belarus, where USAID is supporting private enterprise development activities under its cross-
cutting initiatives. (Please see the Belarus country assessment in Part |1 of thisreport.) This strategic objective includes
fostering the policy reforms, legislation and regulatory actions necessary to create an enabling environment for private
enterprise; providing assistance, including finance capital, to enterprises to help them improve their productivity and
competitiveness; and creating and supporting indigenous organizations that furnish business services.

Palicy, Legal and Regulatory Reform Programs

In FY 1999, there were widespread variations in rates of progress among those NIS countries in which USAID was working
on commercial legal and institutional reform. While overall progress has been made in strengthening the commercial law
environment throughout the region, newly enacted laws are in many cases poorly implemented and unevenly enforced. This
implementation and enforcement gap has major ramifications: it deters would-be entrepreneurs and foreign enterprises from
making investments in the NIS economies. For example, Ukraine has a well-regarded legal framework to encourage foreign
investment, but comesin last in the NIS in terms of per capita foreign direct investment due to inconsistent interpretation of
laws, haphazard enforcement of judicial decisions, and corruption—all of which are problems that exist to one degree or
another in the other NIS countries.

Central Asia: FY 1999 saw increasing differentiation among the Central Asian countriesin the area of commercial legal
and ingtitutional reform. A commercial law framework islargely in place in Kazakhstan and Kyrgyzstan. In Kyrgyzstan,
thisincludes firm congtitutional and legal bases, both enacted during FY 1999, for private land ownership. These countries
now need to move forward with the much more difficult process of institutional development to turn the legal framework
into reality; Kyrgyzstan seemswilling, if not necessarily prepared, to do so. Tajikistan only now seems ready to begin
commercia legal and institutional reform, which it demonstrated by enacting a new civil code in FY 1999, as well as by
beginning to develop a new, constitutionally mandated Council of Justice that will, among other things, adjudicate commer-
cia cases. In contrast, Uzbekistan and Turkmenistan provide little encouragement to private commercial activity, thus lim-
iting the demand for commercial legal and institutional reform, which has been limited to the adoption of measures required
for international trade.

Georgia: InFY 1999, Georgia made steady progressin thisarea. Notably, it adopted the laws and regulations needed for
accession to the World Trade Organization (WTO), although additional work needs to be done in afew key areas, such as
the government procurement law and the equalization of tax rates on domestic and imported cigarettes. As of January 2000,
all that was needed for Georgia to be able to accede to the WTO was formal ratification by the Georgian parliament. Also
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in FY 1999, the Georgian parliament passed |legisation requiring all joint-stock companies to implement international
accounting standards (IAS) by January 1, 2000.

Armenia; Armeniaadopted a new civil code in January 1999, establishing alegal framework for property rights, contract
enforcement and banking activities. Use of IAS was mandated for certain commercial sectors and will be required for all
enterprises by 2002. A new customs code, which is expected to pass parliament in early 2000, will facilitate trade
liberalization and boost Armenia’ s drive to accede to the WTO.

Russia: Fundamental problems with the country’s commercial law framework persisted, and perhaps even worsened, in
Russiain FY 1999. For example, following the financial crisis stemming from the August 1998 ruble devaluation, Russian
Government authorities appeared to favor certain politically connected business interests by propping up select insolvent
banks at the expense of depositors and taxpayers. The numerous instances of corporate governance abuse, largely consist-
ing of asset stripping that defrauds foreign investors and minority shareholders, were also causes for concern. The pictureis
not entirely bleak, however, given the enactment of new laws on insolvency of financial institutions and protection of secu-
rities market investors. Also positive is the emergence of watchdog groups that are creating an indigenous force for obser-
vance of corporate governance. Notably, responsibility for competition policy was given to a new Ministry for Anti-
Monopoly Policy and Support of Entrepreneurship, which has the legal authority to promote open, competitive marketsin
such strategic sectors as telecommunications and financial services. Nearly all USAID-funded technical assistance activities
under this strategic objective focused on education, implementation and enforcement. Programs included continuing legal
education to help practicing commercial lawyers stay on top of changing developments in legidation and practice; training
for Russid s newly established Bailiffs Service to help it enforce court judgments; roundtables on corporate governance is-
sues with the participation of Russian agencies, judicial bodies and representatives of private business; technical assistance
for Russian competition policy authorities, including a seminar jointly sponsored with the Organization for Economic Co-
operation and Development (OECD); and technical assistance to the Russian Trade Ministry to support WTO accession.
Although Russia reinvigorated its efforts to accede to the WTO in FY 1999, its accession is probably several years off.

Ukraine: There were several reasons for optimism in Ukraine's otherwise bleak commercial legal environment in FY 1999,
The Ukrainian parliament adopted amendments to the pledge law (including an amendment providing for the creation of a
collateral registry), and overhauled itsinsolvency law, which deals with both bankruptcy and the reorganization of enter-
prises. USAID provided technical support for these two developments. A December 1999 presidentia decree mandated the
privatization of Ukraine’s remaining collective and state farms. USAID-supported policy reform programs have hel ped
Ukraine's presidential administration rationalize and codify these reforms. On the other hand, Ukraine’ s movement toward
WTO accession was reversed as a result of the adoption of several resolutions and laws on agriculture that were inconsistent
with WTO standards. Moreover, amodern civil code establishing the basis of commercial relationships (including contracts
and property rights) has yet to be adopted in Ukraine. In order to help create a consensus in Ukrainian commercial legal
circles about this and other needs for reform, USAID funded a commercial law clearinghouse in cooperation with the
Ukrainian Legal Foundation (ULF).

Moldova: InFY 1999, Moldova made progress in removing the remaining Soviet-era laws and norms from its legal
framework. USAID assistance was instrumental in the elaboration of anew civil code and a unified tax code. Other laws
that were adopted include laws on bankruptcy, enterprise restructuring and securities. Moldova made notable progress to-
wards WTO accession in FY 1999. Expectations of accession in time for the 1999 WTO Ministerial in Seattle were dashed,
however, due to the incompatible negotiating positions of Moldova's major trading partners. In the area of land reform, the
Moldovan parliament passed alaw providing for the privatization and registration of enterprise land, and a presidential de-
cree was signed doing the same for agricultural land. A pledge law was amended to promote the purchase of money mort-
gages and streamline foreclosure procedures.

Business Development Programs

Central Asia: In Central Asia, micro-enterprises and small to medium-sized enterprises (SMES) continue to be an impor-
tant target of USAID business development assistance. In Kyrgyzstan, USAID supported a micro-lending project that pro-
vided over $11.9 million in loans to amost 77,700 clientsin FY 1999. The Central Asian - American Enterprise Fund
(CAAEF), which promotes the creation of small and medium-sized business in Kyrgyzstan, Tajikistan, Turkmenistan and
Uzbekistan, provided $12.8 million in small-enterprise lending in FY 1999. To date, the CAAEF has made $29 millionin
small and medium-sized loans, of which $13 million has been repaid. The CAAEF invested an additional $3.6 millionin
micro-lending programs in Kazakhstan and Kyrgyzstan.
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Caucasus: InFY 1999, USAID business development programs in the Caucasus region also emphasized micro-enterprises
and SMEs. In Armenia, the Eurasia Foundation loaned over $4.3 million to 149 SMEs and helped create aimost 1,100 jobs.
With USAID support, the Trans-Caucasus Enterprise Fund began implementing a $20 million grant to implement afive-
year Trans-Caucasus SME finance program in Armenia, Azerbaijan and Georgia, the primary focus of which isto create and
promote financial products and institutions that meet the needs of small businesses and entrepreneurs. In Georgia, the
Trans-Caucasus Small and Micro Loan Program disbursed $1.36 million in loans to more than 4,000 clients, with an aver-
age loan size of $300, while in Azerbaijan, 2,895 clients received loans totaling more than $600,000 under this program,
although program operations were suspended in mid-1999 pending the resolution of taxation issues. In Armenia, more than
400 clients received loans totaling over $46,000 under this program, with an average loan size of $110. In addition, USAID
complemented its financial sector initiatives with non-financial enterprise development efforts such as training and net-
working. Two grant competitions were undertaken in Georgia: one for professional associations and one for business asso-
ciations. USAID implemented 48 technical assistance projects this past year to assist businesses and business associations
in marketing, finance, strategic planning, and improved management, and helped create alocal organization, BusinessLink,
which will continue to provide technical assistance and services to businesses throughout Georgia. An agricultural credit
program, based on eight newly created credit cooperatives and the use of land as an acceptable form of collateral, provided
over $350,000 in loans to 317 members of cooperatives.

Russia: In September 1999, the Ministry of Anti-Monopoly Policy and Support of Entrepreneurship and the U.S.
Government signed an action plan under the auspices of the Small Business Working Group of the U.S.-Russia Joint
Commission on Economic and Technical Cooperation. The action plan commits the Ministry to work with USAID, the U.S.
Department of State and the U.S. Small Business Administration (SBA) in four areas: improving the legisative basis for
entrepreneurial development in Russia, developing financial mechanisms of entrepreneurial support, addressing regional
aspects of entrepreneurial development, and providing business training. In December 1999, the Ministry asked for and
received USAID assistance in preparing a legidative agenda for the upcoming session of the newly elected State Duma
(parliament). USAID will continue to support the Ministry’s efforts to fulfill the action plan. As of October 31, 1999, The
U.S.-Russia Investment Fund (TUSRIF) had funded a cumulative total of $32.07 million in loansto 1,300 small businesses
and individuals. Meanwhile, direct financing of $112.89 million has been made to 30 firms. USAID has aso provided $35
million in funding to the EBRD’ s Russian Small Business Fund (RSBF), which has provided 28,000 |oans to small and
micro-enterprises through selected Russian commercia banks. USAID also provided $20 million to the Lower Volga
Regional Venture Fund (LVRVF), which supports newly privatized enterprises. The USAID-supported “Mobilizing
Agricultural Credit” Program provided capital to eight Russian farm cooperatives supporting private farms. The Program
for the Revitalization of Agriculture through Regional Investment (PRARI) saw positive developmentsin policy reform at
the oblast (regional) level and facilitated U.S. direct investment in Russian agricultural processing enterprises. USAID also
continued to support business training for entrepreneurs, as well as various kinds of technical assistance to individual
enterprises and business support institutions in more than 30 regions throughout Russia.

Western NIS: USAID’s program to support SME development in the Western NI'S concentrates on removing constraints
and creating an enabling environment for private-sector growth. Through 1997, the program focused on improving access
to business skills, but in 1998 it began to assist business associations and the Ukrainian Government in promoting reforms
in the legal and regulatory environment, a critical constraint to the development of SMEsin Ukraine. Accessto creditis
another important ingredient for SME growth, and USAID has targeted this problem directly through support for the West-
ern NIS Enterprise Fund (WNISEF), the Eurasia Foundation’s Small Lending Program, the Microcredit Program of the
European Bank for Reconstruction and Development (EBRD), credit union development and other micro-enterprise credit
initiatives. Over the past four years, 15 USAID-funded business service centers have been created in Ukraine and Moldova,
and over 30,000 clients have received services through these business centers. USAID has also trained over 1,000 Ukrain-
ian accountants and auditors in International Accounting Standards (IAS), reporting and managerial accounting. In early
1999, a USAID-financed Business Management Education Program began strengthening the capacity of Ukrainian institu-
tions to provide business management education, by establishing partnerships between U.S., Polish and Ukrainian faculty
and ingtitutions. A total of 35 Ukrainian institutions are participating in this program. USAID also funded the Women's
Economic Empowerment Project to increase opportunities for women entrepreneurs. A USAID-funded Agribusiness Part-
nerships Program in Moldova resulted in the creation of three farm support centers, as well asdirect U.S. investment in ag-
ricultural processing ventures. In an effort to create economically viable private farms, these programs are providing mort-
gage loan capital through local banks to private farmers wishing to acquire additional farmland. In addition, a USAID-
supported privatization program is breaking up collective and state farms, and has created several hundred new private
farms.

100



Major Contractorsand Grantees

Major implementing partners under this strategic objective include the European Bank for Reconstruction and Devel opment
(EBRD), Booz-Allen and Hamilton, Associates in Rural Development(ARD)/Checchi, the University of Maryland's Institu-
tional Reform and the Informal Sector (IRIS), Deloitte and Touche, the American Bar Association’s Central and East Euro-
pean Law Initiative (ABA/CEEL), the Foundation for International Community Assistance (FINCA), Shorebank Advisory
Services (SAS), the Eurasia Foundation, the International Executive Service Corps (IESC), Agricultural Cooperative De-
velopment International/Volunteers in Overseas Cooperative Assistance (ACDI/VOCA), the Citizens Democracy Corps
(CDC), and the MBA Enterprise Corps. USAID isclosely coordinating its activities with other U.S. Government agencies
providing assistance in this area, including the U.S. Federal Trade Commission (FTC), the U.S. Department of Justice
(DQJ), and the U.S. Commerce Department Commercial Law Development Program (CLDP).

STRATEGIC OBJECTIVE 1.4: A morecompetitive and market-responsive private financial sector

This objective seeks to improve the private sector’ s access to capital through awide array of financial instruments at
market-determined rates. It places an emphasis on strengthening the efficiency, reliability and transparency of financial
markets and building participation by users of capital and investors/lenders. Representative activities include the following:

helping to establish efficient, well-regulated private banking operations;

strengthening central bank functions and regulatory oversight of commercial banking;

improving security of the banking system through bank guaranty funds and deposit insurance facilities;

helping to establish strong, effective and fair securities regulatory entities and creating liquid and transparent secondary
financial markets;

creating safe, efficient and effective post-trade facilities to move securities and funds, as well as promoting safekeeping
of securities and funds by intermediaries and depositories;

promoting good corporate governance through full and fair disclosure and sharehol der rights; and

developing corporate bond markets to support the long-term financia stability of enterprises; spot- and forward-
commaodities contracts to support agriculture and industry; market-based mortgage lending to support housing and real
estate markets; municipal bond markets and other instruments to support local government resource mobilization; and
providing market-based, short-term credit facilities for small and medium-sized enterprises.

ProgressMadein FY 1999

Given the fact that no private capital formation took place in the Soviet Union, USAID’s financial-sector reform programs
in the NIS seek to facilitate the sustainable devel opment of banking and capital markets. USAID assistance has centered on
creating privately owned and operated exchanges. Even though banks nominally existed in the Soviet period, they did not
function as financial intermediaries. Asaresult, replacing existing Soviet-era banking institutions (through privatization,
restructuring or liquidation) with a free market-oriented system has been as challenging as creating new capital markets
from scratch. USAID assistance is focused on the institutional strengthening of bank regulation and promoting capital for-
mation and the creation of sustainable exchanges. A related emphasis has been placed on establishing and helping to en-
force the necessary legal and regulatory framework for a competitive market system. A third emphasis is the devel opment
of professional associations and self-regulatory organizations to promote industry, help train participants, and educate the
general public.

These efforts notwithstanding, financial-sector reforms are far from complete in the NIS region, where banking sectors are
characterized by alarge state presence, alow level of financial intermediation, a high percentage of bad loans, and weak
central bank supervision. According to some estimates, the average volume of credit to enterprisesin the NIS countriesis
aslow asten percent of GDP—substantially below levelsin Central and Eastern Europe. While bank privatization has
moved forward in Russia, Kazakhstan and Kyrgyzstan, most NIS banks continue to be under substantial state influence.
Despite improved regulatory and ingtitutional frameworks, NIS capital markets remain as underdevel oped as the region’s
banking sectors. In general, the newly created securities regulatory entities have progressed well, as have securities ex-
changes and post-trade facilities, at least in terms of infrastructure and organizational development. Remaining problemsin
these markets include alack of volume and poor corporate governance—problems that will be addressed by future Western
donor programs.

As aresult of the contagion effects of the 1998 Russian and Asian financial crises, the sovereign credit ratings of the four
biggest NIS economies (Kazakhstan, Moldova, Russia and Ukraine) were downgraded, which in turn raised the rates on

101



government debt (due to demands of foreign investors) and consequently choked off investment in the private sector. The
decrease in investment interest in the private sector, coupled with little noticeable improvement in corporate governance, led
to low turnover in the secondary equities markets, which in turn threatened the financial viability of exchanges and the fi-
nancial system.

I nter-Regional Comparisons

Several regional trends can be discerned from recent efforts to rate progress in reforming the financial sectors of the NIS
countries. First, thereisalarge gap in progress in financial-sector reform (in both the banking and capital markets) between
the NIS countries and the northern-tier Central and East European (CEE) countries, the “transition leaders.” According to
the European Bank for Reconstruction and Development (EBRD), the gap in progress between the two regionsislarger in
financial-sector reform than in any other area of economic reform. Second, progressin capital-market reformsinthe NISis
comparable to that in the southern-tier CEE countries. However, banking-sector reform lags notably behind southern-tier
CEE standards.

Kazakhstan and Kyrgyzstan: Kazakhstan and Kyrgyzstan are the region's leaders in banking sector reform. Many banks
in Kyrgyzstan are now in general conformity with prudential requirements, and the banking sector was healthier this year
than in late 1998. The forecast isfor continued strengthening of ingtitutions but limited, if any, improvements in financial
intermediation. Banking in Kazakhstan remains highly concentrated, although privatization and foreign participation have
recently strengthened the sector. Capital markets are underdevel oped but are growing. Pension reform in Kazakhstan and
Kyrgyzstan and large-scale privatization in Kazakhstan is facilitating this growth. All capital markets ingtitutionsin Ka-
zakhstan and Kyrgyzstan are in place and functioning, although they have been affected by a reduction in trading volume.
The advent of pension funds may fuel future market volume in the years ahead.

Other Central Asian Republics: Uzbekistan and Turkmenistan continue to lag behind all other NIS countries in financial-
sector reform; state control of the financial sector is pervasive. To alarge extent, banks continue to function in a Soviet
manner by serving as intermediaries (through directed credits) between the government and priority sectorsin the economy.
Capital markets do not function in either Uzbekistan or Turkmenistan at thistime. Meanwhile, Tgjikistan has yet to recover
from the aftermath of its civil war, and there is no organized financial system operating in large portions of the country. The
financial situation is not expected to improve in Tgjikistan in the near term.

Russia: The August 1998 devaluation of the Russian ruble and the forced restructuring of government debt plunged much
of Russia’ s banking sector into insolvency and brought securities-market trading to a halt. A weak regulatory structure con-
tributed to the collapse of financial intermediation, including several bank runs. The Russian stock market dropped by
ninety percent from October 1997 to October 1998, and the market turmoil in Russia had a significant adverse impact on
financial markets elsewhere in the NIS. USAID isworking with the World Bank and other donors to develop a bank re-
structuring plan to strengthen Russia' s banking sector, as well as the Russian Government's oversight capacity. The level of
future USAID assistance in this area depends on the degree to which Russia demonstrates a commitment to financial-sector
reform.

Caucasus:. Both Georgiaand Armenia have embarked on significant reforms of their banking and capital markets. While it
will be at least ayear before it can be determined if significant progressis being made, initial indications are encouraging.
Both countries have reduced the number of banks, increased the level of bank supervision and raised the required capital
levels. Neither country has privatized any significant state-owned banks. In the area of capital markets, both countries have
made significant progress in establishing securities regulators and exchanges. Georgia has privatized almost all medium-
sized enterprises, while Armenialags behind inthisarea. Thereis an extreme distrust of financial intermediaries in both
countries—a legacy of numerous banking system failures and pyramid schemes—which is probably the single most signifi-
cant obstacle to capital markets development.

Ukraine and Moldova: Both countries have received significant USAID assistance and have made substantial stridesin
financial-sector reform: institutions have been created, laws and regulations introduced, associations formed and training
conducted. However, while the necessary building blocks are in place or under construction, Ukraine and Moldova cannot
seem to generate the direction and momentum to create a viable, trustworthy financial sector. USAID-supported financial
sector programs in both countries are focused on devel oping financial infrastructure, including bank supervision, the con-
version of banks and businesses to international accounting standards (IAS), the development of the payments system, the
creation of a securities depository, and training for bankers and securities dealers. Fallout from the 1998 Russian financial
crisis made USAID technical assistance in this area particularly relevant and sought after in 1999. These activities are ex-
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pected to have along-term impact. USAID's role has been a catalytic one, hel ping these countries concentrate on the fun-
damentals and develop cadres of trained professionals.

Ukraine: As part of the International Monetary Fund’s (IMF) extended fund facility (EFF) program, the National
Bank of Ukraine created rehabilitation plans for Ukraine’s largest banks (which account for about 55 percent of the
country’ s banking-sector assets) and is beginning asimilar exercise with the group of second-tier banks (which account
for another 35 percent of banking-sector assets). Additional technical assistance is being provided through the Barents
Group-KPMG, and Booz Allen and Hamilton. A USAID-funded project on accounting and bank risk management
implemented by International Business & Technical Consultants, Inc. (IBTCI) is now moving beyond the conversion to
IAS to the development of basic bank risk-management tools such as internal audits and management reports. USAID
has also begun an intensive project on the devel opment of a securities depository. In addition, a USAID-established
training school isincreasing its reliance on Ukrainian instructors. when the program concludes in 2000, the Ukrainian
entity islikely to be self-sustaining.

Moldova: In Moldova, USAID’s bank supervision project now has a well-articulated off-site analysis system. Asin
Ukraine, the accounting project in Moldova has been expanded to concentrate on fundamentals of bank risk
management.

Major Contractorsand Grantees

Major contractors under this strategic objective are Financial Markets International, Inc.; Barents Group LLC; International
Business and Technical Consultants, Inc.; KPMG; the Pragma Corporation; PriceWaterhouseCoopers; and Booz-Allen and
Hamilton. Magjor grantees include Financial Services Volunteer Corps (FSVC), and the Foundation for International
Community Assistance (FINCA) International, Inc.

STRATEGIC OBJECTIVE 1.5: A moreeconomically sound and environmentally sustainable energy
system

Energy isclosely linked to important U.S. foreign policy interestsin the NIS region, including the security of energy
supplies from the Caspian Sea Basin and Russia, nuclear reactor safety, the increased economic and political independence
of the NIS countries through decreased dependence on oil and gas imports from Russia, and, in support of the Global
Climate Change Initiative, areduction in greenhouse gas emissions (the NIS countries account for nearly one quarter of the
world's total carbon dioxide emissions).

This strategic objective focuses on achieving greater efficiency in energy production and use through the development of
competitive, market-based energy systems that reduce environmental pollution and risk. Program emphases include the
following:

developing sound national energy policies and pricing systems;

improving energy efficiency inindustry, building, residential and power/heat systems and reducing environmental
emissions,

restructuring, regulatory reform and the privatization of energy systems, particularly the electric power system;
increasing safety at Soviet-designed nuclear power plants and developing economic alternatives to continued operation
of high-risk plants;

expanding the energy trade and integration of NIS energy systems with those of Western Europe and international
energy markets.

ProgressMadein FY 1999

In FY 1999, USAID implemented bilateral energy-sector reform programsin nine NIS countries: Armenia, Georgia,
Kazakhstan, Kyrgyzstan, Moldova, Russia, Turkmenistan, Ukraine and Uzbekistan. Energy-sector restructuring effortsin
these countries have been plagued by serious non-payment problems, entrenched political interests wanting to maintain
monopoly structures, and central government control of the energy sector. Nevertheless, significant progress was made in
FY 1999. The most aggressive energy-sector reformers have been Moldova, Armenia, Georgia and Kazakhstan. Each of
these countries, having completed basic restructuring, is now moving to privatize its energy-sector companies and create a
well-functioning power market. A major donor effort is focused on the privatization of electricity distribution companiesin
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Ukraine as an essential first step to improving the financia viability of the system and as part of the agreement on the
closure of the Chornoby! Nuclear Power Plant planned for 2000.

The NIS countries have continued to make progress in developing the regulatory framework for the energy sector, particu-
larly in electric power. With the help of USAID assistance, Russia, Ukraine, Moldova, Georgia, Armenia, Kyrgyzstan and
Kazakhstan have all established separate energy-regulatory codes with varying degrees of autonomy. To facilitate the ex-
change of experience among these nascent organizations, as well aswith similar energy regulatory organizations in Central
and Eastern Europe and the Baltic states, USAID has established aformal regiona regulatory network that focuses on tar-
iffs, licensing, market development, privatization, organizational development, and funding issues. Through a cooperative
agreement with the U.S. Natural Association of Regulatory Utility Commissioners (NARUC), the creation of aformal asso-
ciation is expected over the next year.

Russia: InFY 1999, USAID began phasing out its energy-sector programs in Russia, with the exception of the utility
partnerships between U.S. companies and two private regional companies through the U.S. Energy Association, energy-
efficiency activitiesin the Russian Far East; and assistance to Russia' s nuclear regulatory agency provided by the U.S.
Nuclear Regulatory Commission (NRC). A team from the non-governmental Center for Energy Efficiency (CENEf) has
developed an emergency heat efficiency program for Sakhalin Island and Magadan Oblast to ameliorate the impact of
winter energy shortages.

Moldova and Ukraine: The focus of USAID’s energy-sector programsin Moldova and Ukraine is on privatizing
electricity distribution companies and establishing a regulatory framework to promote foreign strategic investment. With
support from USAID-funded privatization and regul atory advisors and World Bank investment bankers, Moldova has
solicited international tenders and is reviewing proposals. Following its presidential elections, Ukraine made reform of its
electricity market and privatization of its distribution companies a priority. The U.S. Government, together with the
European Bank for Reconstruction and Development (EBRD), European Union (EU) and World Bank, is providing
technical and investment banking assistance to privatize the first seven of Ukraine's distribution companies in 2000.

Armenia and Georgia: With USAID assistance, Armenia and Georgia have made significant advancements in energy
reform over the past three years, despite their difficult financial positions. Both countries have created effective energy
regulatory commissions that are developing transparent tariff methodologies. Georgia has continued to privatize its electric
power system, including the major thermal plant at Gardabani, with U.S. Government and World Bank support. Armeniais
preparing to privatize its four main distribution companies in early 2000 with USAID, World Bank and EBRD support.
Georgia has cooperated with and strongly supported both the U.S.-backed main oil pipeline from Baku to Ceyhan and the
Trans-Caspian Gas Pipeline. InFY 1999, USAID helped to develop and enact legislation on eminent domain and
environmental liability that will facilitate the development of these pipelines.

Kazakhstan and Kyrgyzstan: USAID's continued work in the power sectorsin these two countries has contributed to
policy reforms which have led to the sale of over 90 percent of Kazakhstan's electric generation system to private investors
since 1995 and the establishment of a more independent regulatory commission in Kyrgyzstan. However, Kyrgyzstan has
been struggling to overcome strong internal opposition to de-monopolizing its power holding company, with the
privatization of distribution companies postponed to 2000. Political pressure to keep tariffslow still encourages wasteful
energy use by consumers and inefficient heating. In contrast, Kazakhstan is privatizing its remaining state-held distribution
companies and is establishing an effective and well-regulated power market; USAID helped develop two loans of over $300
million from the World Bank and EBRD to support the development of this market and establish a sound regulatory
framework. New USAID-funded utility and regulatory partnerships implemented by the U.S. Energy Association (USEA)
link Kazakhstan' s regulatory entity, transmission company and the Kazakhstan Electricity Association with U.S. energy
companies. |n addition, USAID and other U.S. Government agencies continued to work with Kazakhstan in developing its
commitment to reducing greenhouse gas emissions.

Central Asian Regional Energy Initiatives: Inaddition to its bilateral energy-sector reform programs, USAID has also
supported regional energy cooperation in Central Asia. Given the globally significant oil and gas potential of thisregion,
USAID has worked in collaboration with the European Union to help establish a sound legal and regulatory framework
conducive to private foreign investment and export. Progress has been made in devel oping petroleum legisation and
implementing regulations in Kazakhstan and Turkmenistan, but Uzbekistan has been slower in thisregard. Significant new
petroleum regulations that include offshore environmental standards were adopted in FY 1999 in both Kazakhstan and
Turkmenistan. USAID also developed a new cooperative program with the U.S. Minerals Management Service to advance
training and institutional development in the natural resources area. Considerable progress has also been made over the past
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two years on regional electricity and water protocols, enabling the Central Asian countries to operate the region’s power
system morein line with the region’ s water and irrigation needs. In Uzbekistan, a new USAID-funded partnership was
established between the New Y ork Power Pool and the United Dispatch Center in Tashkent.

STRATEGIC OBJECTIVE 1.6: Increased environmental management capacity to support sustainable
economic growth

USAID’s E& E Bureau introduced this strategic objective in the NIS in late 1997 in order to articul ate the important
linkages between environmental issues and economic reform and growth objectives. It focuses on creating the necessary
building blocks for sound environmental management as a crucial component and precursor of sustainable economic
development. The objective focuses on increasing public- and private-sector capacity to address environmental constraints
to development, including pollution, industrial waste, greenhouse gas emissions, deforestation, and other threatsto the
natural resource base. Program approaches include the following:

Public Sector

promoting policy, legislative and regulatory actions to improve environmental and natural resource management;
strengthening government capabilities to manage and regulate environmental activitiesin amanner compatible with
free-market principles; and

promoting the use of economic instruments to supplement regulation, including emissions trading, environmental
charges and tax incentives for the adoption of improved technologies.

Private Sector

promoting public-private partnerships for infrastructure investment to improve environmental conditions;

promoting increased finance, trade and investment in more efficient and effective environmental technologies;
helping firms conduct environmental audits, thus facilitating cost-effective compliance with environmental standards;
and

strengthening the involvement of NGOs and civic groups in environmental policy and action programs.

ProgressMadein FY 1999

Caspian Sea Region: A USAID-funded oil and gas environmental partnership through the U.S. Energy Association
(USEA) supports the development of policiesthat protect the environment while permitting sustainable devel opment—a
vital need, given the anticipated development of the Caspian Searegion’s substantial oil and gas reserves. Partnership
activities will address issues related to oil development in the Caspian Sea and oil transport along the trans-Eurasian
corridor. Partnership arrangements will encourage direct contact and exchanges between technical and management experts
from appropriate U.S. organizations and their Caspian Sea regional counterparts.

NIS-Wide Regional Programs: Under a cooperative agreement with the Initiative for Social Action and Renewal in
Eurasia (ISAR), USAID is supporting public participation in environmental issues and environmental NGOs throughout the
NIS. Country-specific activities under this project are described below.

Caucasus: In Armenia, USAID has carried out an environmental assessment of the entire energy sector to meet World
Bank and Japanese Export-Import Bank requirements for the release of a $95 million loan aimed at improving the country’s
transmission and distribution of energy. The Y erevan office of the American Bar Association’s USAID-funded Central and
East European Law Initiative (ABA/CEELI) isworking to enhance public participation in environmental decision-making
by encouraging advocacy groups to identify and address environmental problems through the democratic process. In
Georgia, ISAR provided capacity-building assistance to Horizonti, the first locally registered foundation created under
Georgia s new NGO law. Horizonti will provide training, small grants, technical support and information to the Georgian
NGO community, including environmental NGOs.

Central Asia: By providing technical assistance, equipment and policy advice, USAID is making progress in changing the
environmentally damaging practices of the Soviet era. U.S. Government effortsin this area contributed to the signing of a
landmark water-sharing agreement by the prime ministers of Kazakhstan, Kyrgyzstan and Uzbekistan. USAID isaso
working with the Interstate Council for Kazakhstan, Kyrgyzstan and Uzbekistan (a Central Asian economic organization) to
bring about regional energy cooperation. The Central Asian regional energy grid will develop and trade energy, precluding
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the building of unnecessary power plants and maximizing use of the vast hydroelectric capabilities that exist in the Central
Asianregion. In addition, USAID-funded legal and regulatory reform efforts help draft environmental protection laws that
will regulate the production of electricity and petroleum. USAID is also helping Kazakhstan draft legislation to establish
water-user associations, a new environmental law, and a pilot air-pollution emissions program, and is helping Uzbekistan
draft legislation establishing air pollution standards. In addition, the first phase in Kazakhstan's devel opment of a national
environmental action plan isunder way. 1SAR is supporting the growth of environmental NGOsin Central Asiaand is
facilitating joint environmental activities between U.S. and Central Asian environmentalists. In Tgjikistan, the Citizens Council
on the Environment, an initiative group created by | SAR grantees, began to hold regular meetings with the Deputy Minister of
the Environment to advise him on national environmental policy. In Turkmenistan, ISAR and the Sacred Earth Network helped
aloca NGO, Catena, disseminate information gained from the Internet to other NGOs in that information-deprived country.

Ukraine: USAID isworking to ameliorate Ukraine's environmental problems and preserve natural resources through the
Working Group on Ukraine' s National Environmental Action Plan, which is providing technical assistance and advice, and
istransferring U.S. experience on topics of special importance to the implementation of Ukraine's plan. To date, five of the
Working Group’s 10 recommendations have been incorporated into legislation. As part of this program, USAID has
conducted workshops on the devel opment and use of economic instruments in environmental policy. In addition, ISARis
supporting the growth of Ukraine's environmental NGO sector, and a nationwide Conservation Grants Program is providing
comprehensive technical assistance to scientists, institutions and NGOs throughout Ukraine. A USAID-supported
conservation needs-assessment workshop was held in 1999, bringing together key government officials, scientists and NGO
representatives to assess Ukraine' s biodiversity conservation priorities. USAID’s Environmentally Sound Business-
Development Project in the Carpathian region facilitated small business devel opment in the region’s wood-processing
industry, increasing the efficiency of the production process by reducing timber use, waste products, and energy
consumption. By the end of the project, some four to six businesses are expected to increase their efficiency by 10 to 15
percent. In addition, USAID supported 18 waste-minimization/energy-conservation demonstration projects implemented at
10 enterprisesin the Donetsk and Dnipropetrovsk regions by the World Environment Center. Ukraine's largest steel
making facility, AzovStal, completed a USAID-supported pollution prevention and recycling project. Meanwhile, USAID's
Pest and Pesticide Management Project sought to demonstrate and transfer alternative approaches and techniques for pest
and pesticide management that improve farm worker safety, food quality, and human and environmental health. USAID's
Lviv Urban Water Project helped the Lviv Vodokana (LVK) management repair and upgrade the city’ s municipal water
system. Demonstration activities emphasized leak detection, hydraulic monitoring, energy-efficiency assessment, effective
management, and other measures. USAID collaborated with alocal energy company to produce estimates of the nationwide
savings that could result if practices and equipment used in the LVK were replicated by other vodokanal s throughout
Ukraine. In addition, ateam of engineers from the City University of New Y ork and an affiliate of the Ukraine State
University of Architecture and Engineering worked together to produce compact drinking-water purification unitsto
provide cost-effective potable water. USAID also supported the U.S. Environmental Protection Agency’s (EPA) Kaniv
Reservoir Water-Quality Monitoring Project.

Russia: USAID’s Replication of Lessons Learned (ROLL) Project has provided more than 150 grants to support Russian-
to-Russian partnerships, with an average grant size of $28,000 and cost-sharing by Russian partners averaging 30 percent.
Examples of ROLL activities included the devel opment of regional forest codes in two regions; the introduction of eco-
tourism programs in 13 nature reserves in the Russian Far East; the implementation of a comprehensive air, water, and soil
assessment in Samara Oblast (Region); and the introduction of a new environmental health-risk assessment methodology at
the federal level. USAID-supported eco-business activities in the Russian Far East and Siberia have led to increased sales
and profits for over 30 non-timber and secondary wood-processing companies. New activities include recycling programs
for fish waste and mercury batteries, the introduction of new product lines (e.g., juices, frozen berries and syrups) for 10
companies, and facilitating market links between at least 15 Russian processors and foreign buyers of non-timber and timber
forest products. USAID provided emergency assistance to Khabarovsk Kray in response to catastrophic forest fires that
destroyed more than four million acres of valuable forests and threatened the health and livelihood of the people of the
region. Food and medicines were provided to three indigenous villages, including hospitals and orphanages. Critical
supplies were provided to local forestry departments, including fire-protective clothing, generators, fuel and spare parts. To
improve the early detection of forest fires, USAID-funded radio communications equipment, including 437 radios, was
provided to the Khabarovsk Kray’s Forestry Management Department.
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STRATEGIC ASSISTANCE AREA 2: DEMOCRATIC TRANSITION

Goal: Tosupport thetransition to transparent and accountable gover nancein political and economic decision-
making

STRATEGIC OBJECTIVE 2.1: Increased, better-informed citizen participation in political and economic
decision-making

This strategic objective encompasses USAID assistance to strengthen systems of democratic representation and open infor-
mation, develop an informed citizenry, and encourage citizen participation through effective non-governmental advocacy
and community groups. These programs seek to increase citizens' influence on public policy decisions, and improve gov-
ernment oversight. Illustrative activities include the following:

promoting free and fair elections;

supporting political party development;

supporting the development of responsible independent media;

promoting improved access to government information;

increasing the breadth, vitality and impact of civic associations and NGOs concerned with public policy, human rights,
service provision and environmental management; and

strengthening independent, representative labor unions.

ProgressMadein FY 1999

When the NIS countries gained their independence, civil society was either nascent or non-existent, due to both the histori-
cal absence of ademocratic tradition and Soviet-era prohibitions against democratic practices, including the right to free
expression, the right to organize and advocate, and the right to form independent political parties and hold free and fair
elections. The building of avibrant civil society—one in which citizens engage freely in debate and participate in palitics,
economics and social life—has been a central focus of USAID assistance to theregion. In FY 1999, USAID pursued this
strategic objective throughout the NIS, and ongoing USAID-funded activities continued to move some of the NIS countries
towards this objective; however, agreat deal of work still needsto be done. Kyrgyzstan and Georgia made substantially
more progress in this area than Turkmenistan, Belarus and Uzbekistan, which made little if any progress. USAID's efforts
under this objective are mainly carried out by U.S. non-governmental organizations (NGOs).

Palitical Process Programs: Through USAID assistance, measurable progress has been made in increasing the level of
professionalism and expertise of election administrators, resulting in greater transparency in electoral processes. Permanent,
professional, election commissions have created a greater sense of public confidence that elections on all levels are con-
ducted more freely and fairly. In FY 1999, Ukraine made substantial progressin this area: with USAID assistance, a per-
manent and independent Central Election Commission was established and extensive training was provided to polling sta-
tion officials. Reports by international and governmental organizations on Ukraine's recent presidential elections indicate
that the elections were conducted in accordance with law and met international standards for transparency, efficiency and
fairness. Throughout the region, voter turnout continues to be high, but political party development remains a critical chal-
lenge, as parties at both the local and national level attempt to organize more effectively and to attract greater levels of citi-
zen participation. In Kazakhstan and Uzbekistan, elections were neither free nor fair, and USAID-funded election-rel ated
assistance was channeled exclusively to NGOs and independent media outlets.

Support for Independent Media: In the face of ongoing—and in some cases increasing—official and unofficial harass-
ment of independent media, USAID continued to support independent media throughout the NISin FY 1999. In response
to the Russian financial crisis, USAID changed its program approach to address the financia difficulties faced by independ-
ent print and broadcast media, providing emergency assistance to numerous regional broadcasters and newspapers to keep
them afloat until advertising revenues returned. In Belarus, independent media continued to operate under the grimmest of
circumstances, with journalists, editors and publishers harassed on a daily basis. In Armenia, a student who participated in a
USAID-funded Internews seminar in Y erevan was the first to obtain a video of the October assassination of the country’s
prime minister, and private broadcasters were the first to interview the assassins. In Kazakhstan, the government acceded to
requests to reduce frequency license costs by 30 to 90 percent, which will encourage new entrants and thus more competi-
tioninthemedia. In Kyrgyzstan, efforts by Internews-funded lawyers to combat a draconian media law succeeded in con-
vincing President Akayev to change the legidation. In 2000, USAID will continue to promote the sustainability of the re-

107



gion’s strongest print and broadcast outlets, and to help politically oriented independent media continue to operate in hostile
working environments.

Non-Governmental Organizations (NGOs): InFY 1999, progress toward a sustainable NGO sector throughout the NIS
remained steady, but incremental. Throughout the region, NGOs were increasingly able to aggregate the interests of citizens
to influence public policy decisions, empower citizens to improve their communities, and provide servicesto vulnerable
groups. Evenin Central Asiaand Azerbaijan, where the political climate is less conducive to the emergence of arobust
civil society, NGOs are providing citizens with a means to engage palitical elites and advocate for reform. In Uzbekistan,
for example, NGOs advocated and drafted arelatively progressive new law to regulate the country’s NGO sector. In
Georgia, acoalition of NGOs representing the interests of the disabled successfully demanded a change in legislation.
However, achieving financial and organizational sustainability remains aformidable challenge for NISNGOs. Thereis
little or no tradition of philanthropy in the region, and local economies remain weak. Creative approaches to revenue
raising and income generation, including corporate challenge grants and charging fees for services, have contributed to the
development of NGO sustainability in Ukraine and Kazakhstan and will need to be expanded in al NIS NGO development
programs.

Major Contractorsand Grantees

Major contractors under this strategic objective include the following: the Initiative for Social Action and Renewal in
Eurasia (ISAR), the Armenian Assembly, World Learning, Winrock International, Counterpart International, the Eurasia
Foundation, Internews, the National Press Ingtitute, the International Research and Exchanges Board (IREX), the
International Foundation for Election Systems (IFES), the International Republican Institute (IRI), and the National
Democratic Institute (NDI).

STRATEGIC OBJECTIVE 2.2: Legal systemsthat better support democratic processes and market
reforms.

This objective seeks to establish the rule of law; protect civil, political and property rights; and limit arbitrary government
action. Thefair, objective and consistent rule of law requires the development of an independent judiciary, professional and
honest prosecutors, effective legal representation, and well-defined legal procedures that help ensure uniform and timely
enforcement of laws. Representative activitiesin FY 1999 included the following:

support for the drafting of civil codes and other laws that embody democratic norms and procedures;

programs to strengthen the independence and capacity of the judiciary, and to support more transparent and efficient
administration of cases;

programs to upgrade the capabilities of prosecutors’ offices, the legal profession and bar associations;

training designed to strengthen judges’ understanding of the principles of market economics and the adjudication of
commercial law;

programs to help devel op organizations and procedures to improve the enforcement of court decisions;

support for increased understanding of reforms and legal rights; and

programs to help establish organizations and processes that reduce government corruption and human-rights violations.

ProgressMadein FY 1999

USAID formally pursued this objectivein FY 1999 in four NIS countries: Armenia, Georgia, Russia and Ukraine, although
USAID also supported rule of law projects at a more modest level in other NIS countries. Of the four countries, Ukraine
has been the slowest to establish alegal system that better supports democratic processes and free-market reform. Ukraine
continues to lack alaw merging its courts of general jurisdiction and its arbitration courts—a law necessary for progress on
important additional legidlation, including a civil code, civil procedure code and criminal procedure code. In comparison,
Georgia, Russia and Armenia have made greater progress in continuing and consolidating legal reforms. However, even
these three countries have been slow to deepen and consolidate legal reform, particularly the implementation and enforce-
ment of existing laws. In addition, corruption in al four countries remains systemic at all levels of society, with deleterious
effects on the economy as well as corrosive effects on public confidence in government institutions. In addition to corrup-
tion, critical obstacles to furthering the rule of law in al four countries include inadequate institutional capacity and insuffi-
cient commitment of government resources to thisarea. Ultimately, the effectiveness of legal reform efforts in these coun-
tries depends on the will of their institutions and citizens to adhere to concepts of fairness, transparency, accountability and
legal predictability. With the recognition that creating legal systems that ensure the rule of law in these countriesis along-
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term, generational process, USAID continues to channel assistance towards substantive areas and governmental and institu-
tional actors where assistance is most likely to make a difference. Significant progress was made in several areasin FY
1999.

Armenia; Obstaclesto the rule of law in Armeniainclude executive branch influence over the judiciary, judicial hesitancy
about asserting independence from the executive branch, uneven enforcement of judicial decisions, corruption at many lev-
els of government, and public cynicism about improvements to the legal system. Recent structural and legidlative changes
have helped set the stage for implementing afair system of justice. With USAID assistance, a variety of new laws cameinto
effect in January 1999, including anew civil code and a new court structure that abolished the old trial-level courts and cre-
ated new courts of first instance and a court of appeals, in addition to a Court of Cassation (highest-level court) and a sepa-
rate Constitutional Court. Judges for the new courts were selected through a competitive testing and certification process,
with approximately 40 percent of appointees being new to the bench. While Armenia’slegal system made great progressin
FY 1999, the level of expertise of legal professionals and public confidence in the system did not keep pace; consequently,
USAID programsin this area include extensive support for training and re-training of legal professionals. USAID-funded
consultants have worked closely with the Judges' Association and the Council of Court Chairmen (the judicia body respon-
sible for court administration, budgeting and financing) to provide essential training to all Armenian judges and to plan for
future training needs. USAID has aso supported U.S.-based training for attorneys through the Bar Association of Armenia
and the Y erevan State Law School. USAID helped associations of legal professionals develop codes of conduct and use
training sessions to stress the importance of ethical conduct. In coordination with the World Bank, USAID has aso initiated
programs with the Council of Court Chairmen to improve court administration and case management, the Ministry of Justice
to improve the Court Executors' Service, and supported efforts by the Government of Armeniato develop alaw on admin-
istrative procedure. Such alaw would give business much greater certainty when dealing with the government bureaucracy
and substantially reduce the scope for corruption in public service. USAID’s FY 2000 assistance will include public out-
reach to promote greater confidencein judicial and legal reform.

Georgia: Significant progress has been made in legal reform over the last four years and several major reforms were im-
plemented in 1999 with USAID assistance. Following a series of USAID-supported judicial qualification examinations and
avetting process that began in May 1998, 176 newly qualified judges assumed the bench in May. Two appellate courts
were opened and a new court administration system went into effect. USAID provided assistance with qualification exams,
training for new judges, computers for appellate courts, and the establishment of a private judges association. Lessthan six
months later, private attorneys report that their cases are now receiving more consideration and that an adversarial processis
starting to develop. Judicia reform leaders from Moldova and Latvia visited Georgiain November 1999 to learn to repli-
cate the exams and other measures. 1n June 1999, a new chairman and twelve other reform-oriented justices were appointed
to Georgia s Supreme Court, which is receiving USAID-funded technical assistance and office equipment. Several laws
critical to furthering democratic rights and market reforms passed in 1999 with USAID assistance, specifically alaw on the
enforcement of judgments, alicensing law, criminal code and administrative code. Passage of these laws was a requirement
of the anti-corruption component of the Five-Point Program (FPP), a high-profile, program of assistance developed by the
U.S. and Georgian Governments to promote the drafting, passage and implementation of laws to fight corruption. However,
despite thisimpressive progress, problems remain. Whilejudges' salaries were increased tenfold from a range of 30 to 50
lari ($15-$25) per month to 500 lari ($250) a month, the Georgian Government has had problems paying new judges the
new salaries—a situation that could encourage areturn to corruption and cynicism. Recognizing that ajudicia disciplinary
law and judicial code of ethics are needed, USAID has hel ped prepare draft laws whose passage and implementation will be
amajor focus of USAID assistance over the next six months. The establishment of an honest, competent and independent
judiciary alone will not guarantee the rule of law. Recognizing that the bar and the procuracy need reform and that human-
rights abuses remain a problem, USAID is providing assistance for the passage of alaw on the bar, and the U.S. Department
of Justice is advising the procuracy.

Russia: Despite political turbulence in the executive branch and poor working conditions in many locations, progress con-
tinued in strengthening the Russian judiciary in FY 1999. Support for the judiciary cuts across party linesin Russian poli-
tics, and there is political will at the national level to strengthen the court system. Unfortunately, many courtsin Russia still
depend on local executive power for operating funds, which presents problems for the independence of the judicial branch.
On the other hand, while anew legislative framework of judicial independence from the executive branch isin place, the
Judicial Department of the Supreme Court retained operational control for the administration of courts of general jurisdic-
tion and participated in the devel opment of the courts' budget for the first time thisyear. A February 1999 law on the fi-
nancing of the courts now requires the transfer of budget appropriations to the courts, and President Y eltsin raised the pay
for judges and other government employees. The Bailiffs Service of the Ministry of Justice, which was authorized by law
in 1997, hired more personnel in 1999 to enforce civil judgments and is now prepared to assume court security functions.
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USAID also continued to fund programs providing training in the application of commercial law for practicing lawyers, as
well as education and networking for lawyers and legal officials on a wide range of women’s legal issues, including traf-
ficking, domestic violence and discrimination. In addition, USAID provided support for legal education reforms, including
clinical legal education, and funded a human-rights monitoring and reporting project that covered 30 regions of Russia.
One side effect of this latter project has been to promote cooperation among single-issue human rights advocates across a
range of concerns. In addition, the USAID-funded Sakharov Center hosted and conducted numerous human-rights pro-
gramsin FY 1999.

Ukraine: The adoption of alaw on the judiciary, a requirement under the Constitution, remains the most important priority
for legal sector reform in Ukraine. Thislaw is expected to reorganize the system of courts of general jurisdiction. Without
such legislation, the organizational structure of the courts, the statutory framework, the relationship between the Ministry of
Justice and the courts, the right to trial by jury, and the powers of the procuracy remain undefined and subject to widespread
abuses. Other legislative priorities are anew civil code, code of civil procedure, administrative code, code of administrative
procedure, criminal code, code of criminal procedure and law on the procurator general. While work on a number of these
codes has begun, none have yet been adopted due to the absence of consensus among drafters from the three branches of
government. The independence of Ukraine' sjudiciary islimited by the executive branch’s role in the selection and financ-
ing of the judiciary. Conflicting, incomplete, or overly detailed |egislation impedes consistency in judicial decisions, as
does corruption within the judiciary. Inconsistent application of the law and enforcement contributes to citizen apathy and
cynicism towards the legal system. Despite these obstacles, however, some progress was made in FY 1999. While Ukraine
has yet to adopt a full system of modern law codes and procedures, many Ukrainian legal professionals are committed to
professionalism and ethical standards. USAID has supported training for lawyers, as well as the efforts of the Constitutional
Court and other Ukrainian courts to improve the capacity of judges, promote judicial independence, and association build-
ing. One sign of the success of these programs is the fact that Ukrainian high courts continued to rule against the govern-
ment. USAID also promotes citizen participation through assistance to advocacy NGOs and pro bono legal clinics. Asa
result, citizens advocacy groups continue to successfully challenge government actions and defend citizen and community
rights, especially on environmental matters. In FY 1999, USAID-funded model anti-corruption programs were imple-
mented in Donetsk and Lviv. These community efforts build public-private partnerships to develop local strategies that
target corruption with specific action plans and targets. In Donetsk, for example, this program created hot lines for citizen
complaints, new procedures for traffic police and business inspections, and a citizens' advocacy office that provides legal
support for grievances about corruption. An American-British business venture headed by the U.S. firm Cargill decided to
invest over $65 million in a sunflower processing plant in Donetsk and stated that this extensive anti-corruption campaign
persuaded them to invest in Donetsk. In addition, the program recommended changes to the existing anti-corruption law
that were incorporated into anew draft prepared by a presidential anti-corruption committee.

Major Contractorsand Grantees

Major contractors under this strategic objective include the following: the American Bar Association’s Central & Eastern
European Law Initiative (ABA/CEELI); Chemonics International, Inc.; AMEX International; the National Judicial College;
the Russian-American Judicial Partnership; Ingtitutional Reform and the Informal Sector (IRIS); the Moscow Helsinki
Group; Management Systems International; and Associates for Rural Development (ARD)/Checchi. Additional technical
assistance was provided by ABA/CEELI pro bono liaisons, U.S. Justice Department (DOJ) regional legal advisors, and
DOJCEELI pro bono criminal law liaisons through the Justice Department’ s Office of Overseas Prosecutorial Development
Assistance and Training (DOJOPAT).

STRATEGIC OBJECTIVE 2.3: Moree€ffective, responsible, and accountable local gover nment.

Improved local governance is at the core of this objective, which requires the rationalization of intergovernmental roles and
responsibilities, the decentralization of authority (including financial authority) to the local level, improved capacity of local
government, and improved channels for citizen participation in local government affairs. The development of effective,
responsible and accountable government at the local level is pivotal to the consolidation of free-market democracy in the
NIS countries. Thislesson in post-communist transition is demonstrated by the significant progress in the devol ution of
decision-making authority to local governmentsin the northern-tier countries of Central Europe—the countries that are
furthest along in the reform process. Representative activities under this objective include the following:

promoting the establishment of laws and regulations enhancing local government authority;

expanding and improving revenue-sharing between central and local governments;
helping to establish competitive and transparent procurement procedures,
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strengthening local technical and managerial capabilities;

improving urban services such as water supply and waste management, when viewed primarily as local government-
strengthening activities;

promoting greater reliance on private-sector contracts for the provision of urban services and for the management and
maintenance of municipally owned housing; and

encouraging local government interaction with citizens through the publishing of local government decisions, public
hearings, appointments to government boards, etc.

ProgressMadein FY 1999

USAID’sloca government programs seek to build democracy and sound local economiesin the NIS. Ultimately, success
will be measured by the improvementsin people’ s lives resulting from enhanced local services and greater economic op-
portunity at the local level. USAID’s strategic framework is based on five attributes of successful local government: legal
sustainability, democratic processes, financial resources, municipal services and assets, and ingtitutional support systems. In
FY 1999, local government programs were implemented in Kazakhstan, Kyrgyzstan and Ukraine, and new local government
programs were being developed for Moldova, Armenia and Georgia. In addition, activities undertaken under other strategic
objectivesin Russia contributed directly to local government objectives.

Ukraine: An extensive community partnership program administered by the U.S.-Ukraine Foundation has fostered impor-
tant technical assistance exchanges between 18 U.S. and Ukrainian municipalities. Best practices for municipal manage-
ment are being transferred to Ukrainian local government officials by their U.S. counterparts. Previous USAID assistance
has devel oped the Association of Ukrainian Cities into the single most important organization in Ukraine representing the
interests of local government. Current programs build on this success by helping the Association establish regional offices
throughout Ukraine and providing training of municipal officials at six training centers. USAID’s Municipal Water Rollout
Program is building on successful work with the Lviv Vodokana (Water Company) to establish alocal NGO with the tech-
nical and financia capacity to plan and design improvements to water supply systems throughout Ukraine. In addition, the
Municipal Development Loan Fund is hel ping Ukrainian cities devel op infrastructure projects suitable for multilateral bank
funding.

Central Asia: InFY 1999, USAID loca government programs were in their second year of implementation in Kazakhstan
and Kyrgyzstan. Progress was slow, as the national governments grappled with the difficult challenges of decentralizing
responsibility for the provision of local services, such as water and housing. While success was apparent in the housing
sector, there was little progress in decentralizing fiscal authority and strengthening democratic ingtitutions. An evaluation of
these programs is being carried out with the intention of improving the impact of future assistance in these areas. In the area
of water management, a regional meeting with representatives from all five Central Asian countries was held in Almaty in
July 1999, in partnership with the World Bank. The meeting focused on water-supply issues and the need for organizational
reformin this area.

Russia: Although there is no specific USAID local government program under way in Russia, considerable progress has
been made through technical assistance contractors and grants to NGOs to improve housing, communal services and public
real estate management in cities. Through the Resource Cities Program, a partnership has been formed between Novgorod
and Hartford, Connecticut, directed at improving municipal finance. USAID has also funded aregiona public finance pro-
gram in the Russian Far East as part of the U.S. Government’s Regional Initiative.

Caucasus: New local government programs have been developed in Armenia and Georgia, with implementation to begin in
FY 2000. These programs will provide training and technical assistance to upgrade the skills of municipal officials and
council members, develop the capacity of municipal associations to lobby the national government, increase citizen partici-
pation, and assist local governmentsin improving communal service delivery and providing a more supportive environment
for local economic development. In addition, USAID will pursue policy dialogues with national governments to improve
the enabling environment for democratic local governance, fiscal decentralization and the empowerment of local govern-
ment. Where appropriate, USAID will coordinate these programs with other USAID activities related to social transition
and private-sector development.

111



Major Contractorsand Grantees

Major implementation partners under this strategic objective include Abt Associates, Chemonics, Development Alterna-
tives, the Eastern European Real Property Foundation, the International City/County Management Association (ICMA),
PADCO, the Research Triangle Institute (RTI), and the Urban Ingtitute.

STRATEGIC ASSISTANCE AREA 3: SOCIAL TRANSITION

Goal: Respond to humanitarian crises and strengthen the capacity to manage the human dimension
of thetransition to democracy

STRATEGIC OBJECTIVE 3.1: Reduced human suffering and crisisimpact

This objective encompasses actions to address critical humanitarian needs and strengthen organizational capabilitiesto
anticipate, prevent and manage future crises. Representative activities include the following:

emergency food distribution and establishment of food safety nets for vulnerable popul ations;
assistance to war trauma victims, refugees and displaced persons;

the provision of emergency supplies of medicines, vaccines and medical equipment;

winter fuel distribution;

improvement of support services for handicapped and abandoned children;

development of early warning systems for humanitarian crises; and

improvement of emergency response capabilities.

ProgressMadein FY 1999

Due to instability and outbreaks of conflict in the NISregionin FY 1999, there continued to be a need for humanitarian
assistance. Over the course of FY 1999, USAID pursued this strategic objective in six of the twelve NIS countries: Ar-
menia, Azerbaijan, Belarus, Georgia, Tagjikistan and Ukraine. USAID sought to help stabilize these countries' situations
by initiating programs that promote self-sufficiency, support economic productivity among vulnerable populations, and
discourage dependence on assistance. Wherever possible, humanitarian programs were phased out in lieu of more sus-
tainable-devel opment-oriented activities. However, before USAID can phase out humanitarian assistancein agiven
country, that country’ s economy needs to show signs of recovery, civil institutions need to better serve populations dis-
rupted by conflict, and signs of normality must be apparent.

Armenia; The 1998-99 Winter Warmth Program distributed 7,300 metric tons of kerosene to schools and to vulnerable
populations in temporary shelters in the earthquake zone of northern Armenia. This high-profile program provided the only
means of heat for the entire winter to alarge segment of the population and was the only source of heat for the vast majority
of schools throughout Armenia. The sixth consecutive and final year of this USAID program proved to be the most success-
ful, thanks to the implementation of lessons learned, as well as the collaboration of local, U.S. Government and non-
governmental organizations. Asaresult, kerosene was distributed to 99.7 percent of beneficiaries with coupons. The 7,300
metric tons of kerosene assisted 35,966 beneficiaries still living in temporary shelters after the December 1988 earthquake
and 1,303 schools throughout Armenia. Also asafinal action, USAID provided $571,000 to the United Nations World
Food Program (WFP) in support of its food-for-work activities. In lieu of wages, workers under the program receive food
packages of vegetable oil, flour and sugar. Since 1996, the program has been transitioning from humanitarian distributions
to development assistance. Supported by funding from multiple donors, WFP activities have employed more than 75,000
vulnerable Armenians while creating an infrastructure necessary for income generation. I1n 1999, USAID was the single
largest contributor to this activity, which employs more people than any other non-governmental sourcein Armenia. In fall
2000, WFP plans to expand its food-for-work activities to reach an additional 60,000 Armenians.

Georgia: USAID hasfocused on providing humanitarian assistance for the most urgent basic needs of vulnerable house-
holds in Georgia, while steadily decreasing the level of aid and creating greater income and employment opportunities for
these households. USAID provided supplementary food aid, hygiene articles and agricultural inputs to social institutions;
and home care to the most vulnerable internally displaced persons (IDPs); and supported feeding kitchens for 4,000 pen-
sioners. USAID responded to the May 1998 unrest in Gali by supporting the emergency rehabilitation of shelters and
schools, the distribution of non-food emergency commodities, and the delivery of emergency health and nutrition support to
newly displaced persons from the region through February 1999. In winter 1998-99, the Georgia Winter Heating Assistance
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Program (GWHAP) provided a winter electricity subsidy to more than 250,000 vulnerable individuals. The USAID-funded
Sukhumi Health Services Project provided training to the maternity hospital staff in the use of disinfectants and devel oped
and distributed an essential medicine reference manual. USAID also supported |DP assistance provided by the WFP in
Samegrelo, as well asthe WFP' s regional aircraft operations, which provide safe air service for diplomatic missions and
humanitarian organizations in the region. Throughout FY 1999, USAID continued to provide health, shelter and economic
opportunity support to IDPs through programs that emphasized community participation and maobilization. USAID funds
under the Congressional directive to support victims of the Abkhazia conflict assisted vulnerable households in meeting
their own basic needs through the creation of small businesses. This directive also funded the Georgia Assistance Initiative
(GAl), anew activity that uses sectoral interventions to empower target populations, local communities, and local non-
governmental organizations and strengthen the capacity of the government to respond to crises. Another USAID-funded
project provided vulnerable youth with opportunities for personal growth and psycho-social rehabilitation in Thilisi and
Sukhumi; in FY 1999, the project was extended for two years and expanded to include Zugdidi. USAID focused its health-
sector interventions in Georgia on primary health care and reproductive health.

Azerbaijan: InFY 1999, USAID funded the Azerbaijan Humanitarian Assistance Program (AHAP) implemented by
Mercy Corps International (MCI), which included economic opportunity, shelter and health programs. With funds congres-
sionally earmarked to support the victims of the Nagorno-Karabakh conflict, a new activity was started within AHAP that
integrates interventions in community development, economic opportunity and health for frontline communities to attract
IDPs back to their homes and help keep other residents from becoming IDPs. Funds under this earmark were also used to
support community development in the frontline district of Barda and to support a program to resettle IDPs. In February
1999, the Government of Azerbaijan took a significant step forward by agreeing to work toward the resettlement of IDPs,
and to help improve the living conditions and economic opportunities of IDPswho can not be resettled at thistime.

Tajikistan: USAID funding contributed to the introduction of new agricultural development methods that dramatically
increased food self-sufficiency by increasing wheat and potato yields. With USAID support, the United Nations Office for
Project Services (UNOPS) implemented over 300 local development and community participation projectsin Tgjikistan. In
the Karategin Valley, UNOPS projects have employed over 1,800 former civil war combatants. In southwest Tajikistan,
projects ranged from upgrading a 150-bed hospital to providing potable water to the city of Kulyab. USAID-funded micro-
financing has an overall return rate of over 90 percent for all loans, and similar results are expected for a micro-financing
project initiated in Tajikistan in FY 1999. A USAID grant to CARE supported the development of afarmers' association
for over 8,000 farm familiesin Leninski District. By providing access to improved agricultural inputs, improved farming
techniques, and better market information, this project has had a positive impact on the livelihoods of the participating farm
families. In addition, USAID responded to widespread flooding in the Aini and Osht Districts in spring 1999 by providing
relief assistance. Despite positive devel opments in implementing the peace accords and the ongoing el ection process, out-
breaks of violence continued in Tajikistan in FY 1999. In October 1998, the USAID Country Program Officer and the U.S.
staff of the U.S. Embassy in Dushanbe were forced to move to Almaty, Kazakhstan, due to security concerns. USAID pro-
grams continue to be managed in-country by local national staff, with guidance from U.S. personnel from Almaty, who
make frequent trips to Dushanbe. In addition, a number of U.S. non-governmental organizations (NGOs) manage USAID-
financed activities with full staffsresident in Tgjikistan. In FY 1999, USAID awarded $4.0 million in grants partnering
organizations to work in Tgjikistan for the next two years.

Ukraine and Belarus: The Counterpart Alliance for Partnership (CAP) continued to work in Ukraine and Belarus to de-
velop and strength the capacity of indigenous NGOs to provide socia services to vulnerable groups, to actively and effec-
tively advocate for and influence public policy on behalf of citizen'sinterests, as well asto improve the legal and regulatory
environment governing the NGO sector. In FY 1999, CAP awarded almost $500,000 in grants to Ukrainian and Belarusian
NGOs to support the independence of the elderly, create a safety net for children and youth, provide social servicesto dis-
abled persons and their families, and create a supportive legal and regulatory environment for the NGO sector in these two
countries. This program was extended for an additional two years.

Major Contractorsand Grantees

Major contractors under this strategic objective included the following: the United Nations World Food Program (WFP),
the Salvation Army, the International Federation of the Red Cross (IFRC), Save the Children Federation USA, the United
Nations High Commissioner for Refugees (UNHCR), the International Rescue Committee (IRC), the American Interna
tional Health Alliance (AIHA), the U.S. Centers for Disease Control and Prevention (CDC), the Johns Hopkins University,
the Aga Khan Foundation, CARE; Counterpart International, Mercy Corps International (MCl), the United Methodist
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Committee on Relief (UMCOR), the United Nations Office for Project Services (UNOPS), the International Center for Not-
for-Profit Law (ICNL), the Christian Children's Fund, and Elwyn, Inc.

STRATEGIC OBJECTIVE 3.2: Improved sustainability of health and other social benefits and services

This objective addresses social aspects of market transitions, such as making labor markets more effective, improving
education and training, reducing unemployment and poverty, and promoting better health. USAID assistance includes a
range of policy reform initiatives and pilot activities to redefine governments' rolesin the delivery of social services and
benefits at the national and local levels, and to create conditions and incentives for an enlarged private-sector role in service
delivery and financing. Intended results include the following:

helping to implement consumer-oriented health services and efficient financing models to improve the quality of care
and to maximize scarce health resources;

building a cadre of health care leadersin the NIS equipped with modern clinical, management and public health skills
to continue reforms without U.S. Government support;

strengthening the capacity to combat and prevent infectious diseases;

helping to restructure public housing subsidies to emphasi ze need-based allowances; and

helping to formulate affordable, cost-shared social security, unemployment and health insurance systems.

ProgressMadein FY 1999

Health and Health Care Reforms: Those health systems in the region that still retain the Soviet-era emphasis on spe-
cialized, facility-based care are in urgent need of reform. In Ukraine, USAID initiated a new primary health-care strategy
in FY 1999. In Central Asia, USAID is continuing to promote family group practices, and the American International
Health Alliance is initiating USAID-funded, community-based primary-care partnerships throughout the NIS, aswell as
developing management education partnerships to counteract the lack of management skills in the health sector.

Russia: USAID launched aWomen’s and Infant Health Strategy in FY 1999. The program will increase the public-
health benefits of previous USAID investments in women and infant’s health through partnerships and family planning
programs. Activities under the new strategy will strengthen, and improve access to and demand for, high-quality repro-
ductive-health, maternity and newborn services, including support for breastfeeding, training in neonatal resuscitation, cri-
sis services for victims of domestic violence, and information and education for healthy lifestyles. In addition, USAID
initiated its Assistance to Russian Orphans (ARO) Program in three Russian regionsin FY 1999. ARO offers community-
based, family-centered services that help families keep their children, promote foster-care aternatives to orphanages, pro-
vide community-based services that enable families to care for disabled or troubled children at home, and provide youths
leaving institutions the skills needed to be able to live in communities. The USAID-funded Medical Technology Transfer
Activity (MTTA) accelerated investment by the U.S. pharmaceutical firms Bristol-Myers Squibb and G.D. Searlein the
production of critically needed pharmaceuticals in Russia. Both companies have completed the construction or expansion
of “good manufacturing practice” facilities and are now producing and distributing high-quality pharmaceuticals for the
Russian market.

Central Asia: InFY 1999, USAID funded a study on the replacement of abortion by contraception, which demonstrated
that abortion rates are declining while contraceptive use isincreasing in Kazakhstan, Uzbekistan and Kyrgyzstan. For
many decades, abortion was the principal method of birth control in the Soviet Union. It isremarkable how rapidly the
substitution of contraception for abortion seems to be occurring, with major shifts apparent in the space of less than a dec-
ade. USAID-funded women’s health programs continue to play a major rolein this transition.

I nfectious Disease Programs. With USAID assistance, Kazakhstan's Ministry of Health dramatically improved its pro-
curement process for anti-tuberculosis drugs. 1ts $2 million tender was more transparent and competitive than previous
ones, and resulted in higher-quality, lower-cost drugs to help Kazakhstan control its growing tuberculosis epidemic.
USAID increased itsfocus on HIV/AIDS inthe NISin FY 1999, in an effort to control the epidemic in the region before it
explodes. In Russia, HIV/AIDS education and prevention efforts were focused on the cities of Moscow and Saratov. In
Ukraine, USAID worked on ajoint $4 million HIV/AIDS activity with the European Union; each organization has com-
mitted $2 million to devel oping and implementing an information and prevention program. The leveraging of these funds
isan excellent illustration of improved donor collaboration in the region. In addition, the publication of a manual on vac-
cine procurement in FY 1999 culminated five years of work by USAID’s E& E, Global and Africa Bureaus, the World
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Health Organization, and the European Union. By improving the vaccine procurement process in the NIS, the manual will
contribute significantly to public health and to achieving vaccine self-sufficiency.

Labor Market and Pension Reform Programs: In FY 1999, USAID intensified its efforts to respond adequately to the
difficult labor market conditionsin the NIS. With USAID assistance, the U.S. Department of Labor continued to replicate
active labor-market models. USAID assistance was also channeled through selected private-sector partners who specialize
in areas of labor-market and employment-service reform. In Ukraine, for example, a USAID-funded project to revise and
automate the national |abor market database was completed in FY 1999. USAID also continued to support the reform of
pension systemsin a number of NIS countries. A successful USAID-sponsored pension reform program in Kazakhstan has
drawn increasing attention from other NIS countries. USAID technical assistance is being widely used to design and im-
plement a variety of approachesto pension reform.

Remaining Challenges

Notwithstanding the substantial progress being made by some NIS countries with assistance from USAID and other donors,
epidemiological and systemic trends in the NIS region remain disturbing. The incidence of HIV/AIDS, tuberculosis and
multi-drug-resistant tuberculosis continues to increase exponentially, and progress towards increased program funding and
health-sector reforms remains slow in comparison to the magnitude of these problems. Some of the factors impeding
USAID’s progress towards meeting these objectives are listed below:

Health and social-sector programs continue to be the focus of congressional earmarks and directives. While these have
helped focus attention on health and social problems, they limit USAID’s programmatic flexibility. To address this
situation, the E& E Bureau and NIS Missions will seek to familiarize the U.S. Congress with USAID’ s long-term secto-
ral strategy.

There is a shortage of tubercul osis implementation specialists capable of designing and implementing internationally
approved control programsin the NIS. The expansion of directly observed, therapy short course (DOTS) programsin
NIS by USAID and other donors will be slow until this problemis fully addressed.

Progress towards systemic health reform has been complicated by the continuing devolution of health-sector responsi-
bilities from central governments to regions and municipalities that are unprepared to carry out these responsihilities.
USAID and other donors thus must work with an expanding number of inexperienced policy, program, service-delivery
and finance entities at the local level.

While health and social-sector issues are attracting more attention in USAID Missions and in Washington, a shortage of
USAID technical staff with the necessary expertise, particularly direct-hires, remains an impediment. Concerted efforts
are under way to increase USAID social-sector specialists both in Washington and in the field.

In FY 2000, the E& E Bureau expectsto finalize a Social Transition Strategy. The draft strategy revises the sectoral goal to
read asfollows: “Enhance the ability of al personsto enjoy a better quality of life within market economies and democratic
societies.” Strategic Objective 3.1 becomes “ Strengthened response to emerging crises,” and Strategic Objective 3.2 be-
comes “Increased health promotion and access to quality health care,” thus giving health its own strategic objective. A new
Strategic Objective 3.3 is being added: “Mitigation of adverse social impacts of the transition to market-based democra-
cies.”

Major Contractorsand Grantees
Major contractors under this strategic objective include the following: the American International Health Alliance (AIHA),
Abt Associates, the U.S. Department of Health and Human Resources (HHS), the World Health Organization (WHO), Holt
International Children’s Services, and Mercy Corps International (MCI).

STRATEGIC ASSISTANCE AREA 4. CROSS-CUTTING PROGRAMSAND SPECIAL INITIATIVES

This assistance area includes the following types of programs:

activities that do not contribute directly to other strategic objectives, but neverthel ess serve strong Administration or
Congressional interests or address an extraordinary circumstance requiring USAID assistance in a particular country;
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activities that relate directly to a particular ENI Bureau strategic objective, but are too limited in scope or impact to be
designated as a separate strategic objective in the country program; and,

cross-cutting activities that contribute to more than one strategic objective, such as general training.
In FY 1999, the two major activities carried out under this strategic assistance area were the Eurasia Foundation’ s grant-
making activities, and training carried out under USAID’s Glaobal Training for Development (GTD) Project. Please see the
Eurasia Foundation and GTD sectionsin Part |11 of this report.

The table on the next page shows the objectives pursued by each USAID country program in FY 1999:

USAID /E&E STRATEGIC OBJECTIVESIN THE NIS- FY 1999

11 1.2 1.3 1.4 15 16 | 21 | 22 | 23 | 31 | 32 4
Armenia X X X X X X X X
Azerbaijan X X X X
Belarus X
Georgia X X X X X X X X X

K azakhstan X X X X X X X X X
Kyrgyzstan X X X X X X X X X
Moldova X X X X X X

Russia X X X X X X
Tajikistan X X X X X

Turkmenistan X X X X X
Ukraine X X X X X X X X X X
Uzbekistan X X X X X X X X

" In FY 1999, USAID was pursuing Strategic Objectives 1.5 and 1.6 on aregiona basisin the Central Asian countries.

KEY TOUSAID /E&E STRATEGIC OBJECTIVES

1.1 Privatization

1.2 Fiscal Reform

1.3 Strengthening Private Enterprises
1.4 Financial Sector Reform

1.5 Sustainable Energy Systems

1.6 Environmental Management

2.1 Citizen Participation
2.2 Ruleof Law
2.3 Local Government

3.1 Reduced Human Suffering
3.2 Sustainable Social Services

4  Cross-Cutting Activities and Special Initiatives
TRADE AND INVESTMENT PROGRAMS
U.S. EXPORT-IMPORT BANK (EX-IM BANK)

In FY 1999, demand for Ex-Im Bank financing support for U.S. exports to countriesin the NIS was sharply depressed in the
aftermath of the August 1998 Russian financial crisis, which had a severe impact on commercial activity in the entire region.
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As aresult, medium and long-term loan, guarantee, and insurance authorizations by Ex-Im Bank fell from $1.2 billion in
FY 1998 to $261 million in FY 1999, nearly all of which were concentrated in Uzbekistan. The program budget cost
charged to Ex-Im Bank’s appropriation for NIS activity in FY 1999 was $20 million.

Uzbekistan: Ex-Im Bank approved four long-term guarantee transactions totaling $256 million in Uzbekistan in FY 1999.
One guarantee, for $94.5 million, supported the sale of two Boeing B-757 commercia jet aircraft to Uzbekistan Airways.
The other three transactions, which totaled $162 million, supported major sales of agricultural tractors, equipment and tech-
nology for a battery manufacturing plant, and earthmoving equipment for use in phosphate mining.

Kazakhstan: InFY 1999, Ex-Im Bank approved two relatively small medium-term guarantee transactions totaling $4.2
million. The notable feature of these transactions was that both involved commercial banks in Kazakhstan as obligors, and
did not rely on a government repayment guarantee. At present, Kazakhstan is the only NIS country where Ex-Im Bank’s
short and medium-term programs are open on aregular basis in the private sector. However, economic conditionsin al NIS
countries are kept under regular review and, as circumstances permit, Ex-Im Bank expects to see increasing opportunities to
work with the private sector in countriesin the region. Also, under its Project Finance Program, Ex-Im Bank is able to con-
sider appropriately structured and secured transactions on a limited-recourse basis, looking to the earnings of the project to
assure repayment of the debt, without the need to rely on government guarantees.

Caspian Finance Center: In June 1999, Ex-Im Bank stationed a senior staff representative at the interagency Caspian Fi-
nance Center at the U.S. Embassy in Ankara. Ex-Im Bank’s representative is working with staff from the Overseas Private
Investment Corporation (OPIC) and the U.S. Trade and Development Agency (TDA) to facilitate financing of U.S. exports
to major projectsin Turkey and the Caspian Searegion. The Center is particularly focusing on financing opportunities con-
nected with the Baku-Ceyhan oil pipeline from Azerbaijan through Georgia to the Mediterranean coast of Turkey, and the
Trans-Caspian Pipeline to transport natural gas from Turkmenistan, through Azerbaijan and Georgia, to Turkey.

OVERSEASPRIVATE INVESTMENT CORPORATION (OPIC)

OPIC provides palitical risk insurance to U.S. investors to mitigate the risks of overseas business ventures in developing
countries and emerging markets. In Russiaand other NIS countries, the demand for insurance has been greatest from U.S.
companies investing in the telecommunications, financial services and manufacturing sectors. Russia continues to domi-
nate OPIC’ s business in this part of the world both in terms of aggregate insurance issued and number of projects. OPIC
clients continue to struggle with the difficult operating environment in the NIS, and OPIC is actively working to avert a
number of potential claims from clients in Russia and other NIS countries.

In FY 1999, OPIC provided insurance to two new projectsin the NIS.

OPIC committed to provide up to $250,000 in political risk insurance to the International Scientific Products project
in Russia, which involves the production of optical equipment.

OPIC committed to provide up to $200 million in political risk insurance to the Leap Wireless/Qualcomm, Inc. tele-
communications project in Russia.

In FY 1999, OPIC Finance committed to three projectsin the NIS.
$30 million in financing to Avalon International, LLC, for an oil and gas development project in Russia.
up to $18 million in financing for the Armenia Hotel project, which is sponsored by A.K. Development, LLC.

up to $250,000 in financing for the Russian Dairy Farms project in Russia, which involves an on-lending facility for
small dairy farmers. This agribusiness project is sponsored by Russian Dairy Farms, Inc.

Early in 1999, OPIC joined the U.S. Trade and Development Agency (TDA) and the Export-Import Bank of the United
States (Ex-1m Bank) in establishing the Caspian Finance Center, which is described in the Ex-Im Bank section above. By
virtue of itslocation, the Center greatly facilitates the travel of OPIC staff to Kazakhstan. Moreover, using Istanbul as a hub
for business development, OPIC has been able to use the significant presence of U.S. companiesin Turkey to identify po-
tential projectsin Kazakhstan and the Central Asia region being undertaken by U.S. investors and their Turkish joint venture
partners.
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Demand for OPIC products among companies interested in investing in the NIS gradually grew and almost returned to
pre-crisislevels by the end of FY 1999. OPIC currently has 73 potential projectsin various stages of development for
Russia. These deals are in anumber of new sectors such as hotels, manufacturing, and transportation, as well as natural
resources. Interest is also picking up for investment in other countriesin the NIS. OPIC has 65 projects in various stages
of development for NIS countries other than Russia. Most of thisinterest is focused on oil and gas, general manufacturing
and infrastructure lending.

U.S. TRADE AND DEVELOPMENT AGENCY (TDA)

The U.S. Trade and Development Agency (TDA), asmall, independent federal agency, moved quickly to establish its pro-
gram in the region after the breakup of the Soviet Union, and provided its first feasibility study grant in 1992. Since that
time, TDA's NIS program has continued to grow. Much of TDA's activity in the NIS has been concentrated in Russia, but its
regional team has made a continuing effort to increase TDA'’ s program in Central Asia, the Caucasus, and Ukraine. Inthe
last year, TDA became particularly active in the Caspian region, supporting several projectsin the oil and gas sector. Inthe
eight years since it opened for businessin the NIS, TDA has funded studies on over 200 major infrastructure and industrial
projects. These projects present export opportunities of more than $5 billion for U.S. companies. Exports of U.S. goods and
services related to those projects already total about $600 million. In FY 1999, TDA obligated over $9.9 million in pro-
gram funds for the NIS, most of which was for 20 feasibility studies on projectsin the areas of oil and gas devel opment,
health care, power generation, food processing, and information technology.

Russia: Concern over the effects of the August 1998 financial crisis lessened during the course of FY 1999, and as aresult,
demand for TDA funding in Russia began to steadily climb once again. Asthe year progressed, TDA maintained a sizeable
portfolio of projects. Proposal submissions were primarily from medium-sized and large U.S. companies that have adopted
along-term investment strategy and are determined to weather Russia' s political and economic ups and downs. The project
pipeline for FY 2000 includes the deployment of remote handling equipment for the cleanup of environmental remediation
at the Mayak Chemical Plant in Chelyabinsk, the establishment of a pharmaceutical clearinghouse in Russia, and the estab-
lishment of custom farming service centers throughout Russia. Highlights of FY 1999 projects include a grant of $500,000
for afeasibility study to develop afinancial management system in the Municipal Treasury of St. Petersburg, a $198,000
grant for afeasibility study to introduce airport information technology and systems integration upgrades at Sheremetyevo
Airport in Moscow, and a $209,000 grant for afeasibility study to upgrade an existing meat-processing facility in Moscow.

Central Asia: TDA'sactivitiesin Central Asiain FY 1999 included high-visibility support for the U.S. Government’s
Caspian Basin energy policy. TDA built on its earlier grant to the Government of Turkmenistan for afeasibility study on
the Trans-Caspian Gas Pipeline, providing an additiona $745,000 for technical assistance in the negotiation of agreements
for implementation of the project. In addition, TDA provided $500,000 to partially fund a study on the construction of a
gas pipeline to Kazakhstan's new capital of Astana. Also in Kazakhstan, TDA provided partial funding ($550,000) for a
study on the establishment of an oil and gas exploration and production information database. In other sectors, TDA pro-
vided partial funding ($450,000) for a study on the construction of an aluminum smelter at Mery, Turkmenistan, and in
Uzbekistan, TDA is providing partial funding ($386,065) for a study on the construction of an emergency medical center in
Tashkent. Through the U.S. Government’ s trust fund at the World Bank, TDA provided funding ($585,710) for consultan-
cies connected with a Bank-financed agricultural sector development project in Uzbekistan.

Caucasus: TDA activitiesin Georgiain FY 1999 included the provision of a $205,000 grant to the Georgian International
Gas Corporation for technical assistance in negotiating its segment of the Trans-Caspian Gas Pipeline project. Alsoin
Georgia, TDA is providing partial funding ($200,000) for a study on the establishment of afruit and vegetable processing
facility. In Azerbaijan’s oil and gas sector, TDA provided partial funding ($500,000) for a study on improvements at are-
finery in Baku and supported a study ($400,000) for the modernization of a chemical plant. In addition, TDA provided par-
tial funding ($375,000) for a study on the construction of a cardiovascular center in Baku.

Ukraine: TDA isproviding partial funding ($240,900) for a study on conversion of the ZALK auminum smelter in
Zaporizhzhyato pre-bake technology.
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ENTERPRISE FUNDS

The Enterprise Fund concept, which grew out of the U.S. Government’s commitment to help develop private sectorsin the
Central and East European countries from 1989 on, was extended to the NIS after the collapse of the former Soviet Unionin
1991. The U.S. Government-funded Enterprise Funds are designed to promote private-sector development, including small
businesses, joint ventures and the agricultural sector, aswell as policies and practices conducive to private-sector develop-
ment. The Funds are authorized to provide loans, grants, and equity investments, and to support feasibility studies, techni-
cal assistance, training, insurance, guarantees and other mechanisms to achieve the above-mentioned objectives. The Enter-
prise Funds have provided venture capital in situations where financial markets are still evolving and the business environ-
ment is so fragile that foreign investors are reluctant to commit funds to emerging small and medium-sized enterprises. The
programs offered by the funds range from venture capital to lending for micro-enterprises. The Funds have also assisted
enterprises by providing limited technical assistance and training. Private boards of directors set policy and oversee the
management of the Funds with almost complete independence from the U.S. Government. Some boards have performed
extremely well, while others have had mixed results. The following table shows the basic financia status of the Enterprise
Funds and other venture capital funds as of the end of FY 1999:

FINANCIAL STATUSOF U.S. GOVERNMENT-BACKED FUNDS
AS OF SEPTEMBER 30, 1999 (millions of dollars)

AUTHORIZED OBLIGATED EXPENDED

ENTERPRISE FUNDS

The U.S.-Russia Investment Fund 440 211 170

Western NIS Enterprise Fund 150 104 80

Central Asian - American Enterprise Fund 150 111 101
SUBTOTAL 740 426 351
EBRD SMALL BUSINESS FUNDS

Russia Small Business Fund 30 30 13

Lower Volga Regional Venture Fund 20 20 8
TRANS-CAUCASUS FUND 25 25 9
TOTAL 815 501 381

Western NI S Enterprise Fund (WNISEF)

The WNISEF was established in 1994 to accel erate private sector development in Ukraine, Moldova and Belarus. Most
investments have been in Ukraine. The WNISEF also has an office in Moldova, where it has made three investments and
committed to two others. While Moldovan economic policies have been the most progressive of the three countries,
Moldova's economy remains in recession, due to its close ties to Russia, Ukraine and Romania. The WNISEF has arepre-
sentative office in Belarus, but has made no investments or loans there, due to the lack of reform. To support the devel op-
ment of the private sector, the WNISEF provides capital and management tools for restructuring and expanding medium-
sized private enterprises, thus creating jobs and wealth for the region. The WNISEF also seeks to demonstrate to the global
financial community that profitable activities can be undertaken in the Western NIS region, with the goal of attracting pri-
vate investment capital. The WNISEF aso helps small business through its small business |oan program, and contributes to
policy reformsin avariety of ways.

As of September 30, 1999, the WNISEF s direct investment program had committed approximately $75 million to 22 me-
dium-sized companies employing atotal of 9,200 people. WNISEF portfolio companies are typically involved in the pro-
duction and distribution of basic consumer goods, such as construction materials, food products, packaging, and agricultural
services and supplies. The key to creating profitable companiesis finding good managers; the Fund is creating a new en-
trepreneurial class who supports free market, democratic reforms in these countries. As of the end of FY 1999, the
WNISEF's Small Business Loan Program had made 59 |oans totaling $2.5 million to small businesses employing about
1,600 people. Only 16 loans were still active, with $400,000 outstanding. About $1.6 million had been repaid, and
$500,000 had been written off.
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The economic difficulties that followed the August 1998 crash of the Russian economy depressed the Ukrainian economy in
1999. In FY 1999, the WNISEF added only two companiesto its portfolio in Ukraine and increased its investmentsin four
of its existing companies. Individual company resultsin FY 1999 vindicated the WNISEF's investment strategy of making
direct investments in basic consumer-products companies with excellent managers. In spite of the continued recession, the
market for their products improved in FY 1999, as falling exchange rates encouraged consumersto avoid costly imports and
buy domestically produced goods. Asaresult, WNISEF portfolio companies, which had learned to provide least-cost,
quality goods, saw sales hold steady or increase during the year. The WNISEF s 18 portfolio companies also exerted a
growing economic impact on their communities, with estimated sales growing to about $141 million in FY 1999, compared
to $70 millionin FY 1998, and $30 million in 1997. The WNISEF has been instrumental in attracting other capital to the
region. WNISEF's portfolio companies have received approximately $41 million in loans from third parties, ranging from
the European Bank for Reconstruction and Development (EBRD) to the Ukrainian State Innovation Fund. In the area of
policy reform, the WNISEF s president was instrumental in establishing the Finance and Investment Committee of the
American Chamber of Commerce (ACC), which promotes reform in the development of capital markets and the flow of
investment capital in Ukraine. The WNISEF also began to organize a Legal Policy Committee under the auspices of the
ACC to identify legal issues related to businesses.

While the WNISEF's companies are doing well, the Fund itself is using up capital while investing for long-term capital
gains to be realized by the sale of itsinvestments rather than current returns. However, few investors currently want to buy
Ukrainian companies because the general environment for foreign investment has serious deficiencies that constrain growth
and the potential value of the WNISEF sinvestments. Asthe WNISEF completesits fourth full year of operation, it has
become increasingly clear that thisis a complex and expensive effort that it will take years to come to fruition.
Nevertheless, the WNISEF has gained a lot of experience and is positioned to grow rapidly and become increasingly
influential, provided Ukraine makes the right decisions about its economy. In FY 2000, the WNISEF plans to acquire
interests in three banks that could mobilize large amounts of capital for small and micro enterprisesin Ukraine and
Moldova. Joint investments with the EBRD, the International Finance Corporation (IFC), and others are envisioned in two
small business/micro-finance banks. Beyond FY 2000, the WNISEF intends to establish a private equity fund
approximately equal in size to the current U.S. Government-backed fund.

Central Asian - American Enterprise Fund (CAAEF)

The Central Asian - American Enterprise Fund (CAAEF) was created in 1994 to promote the creation of small and medium-
sized businesses in Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan and Uzbekistan. The CAAEF has atotal authoriza-
tion level of $150 million, of which $111 million has been obligated to date. In FY 1999, the macro-economic environment
continued to deteriorate in several of the Central Asian countries, where government monopolies, central planning, and bu-
reaucratic over-regulation have resulted in an unfavorable investment climate and a weak private sector. 1n Kazakhstan,
currency devaluation contributed to higher inflation, and the number of disputes between the Kazakhstani Government, the
private sector, and foreign investors was increasing. In Kyrgyzstan, currency devaluation, incomplete privatization, and a
weak, under-capitalized banking system has all but precluded direct foreign investment. The business environment is even
more difficult in Tajikistan, and Turkmenistan’s economy remains dominated by the country’ s authoritarian government,
which is hogtile to private enterprise. The CAAEF has not had any new activity in Uzbekistan since August 1998. While
there isa small but dynamic private sector in Uzbekistan, government policies and limited currency convertibility represent
major obstacles to investment. The CAAEF continues to support its major investments, but has made no new loansin
Uzbekistan.

The CAAEF s Board changed its senior-level management in 1998 and 1999 and undertook two strategic reviews. Many of
the CAAEF sinvestments have been written off, and few new direct equity investments are envisioned. As of June 1999,
the CAAEF sinvestment portfolio was approximately $69.2 million at cost, with a current value of approximately $38.7
million, yielding aloss of approximately $30.5 million since the Fund’ sinception. Most of the CAAEF s direct equity in-
vestments, small enterprise lending, and micro-enterprise activities have been in Kazakhstan, Turkmenistan and Uzbekistan.
As of June 1999, the Fund' s large equity investments were valued at $21.1 million.

While the CAAEF s equity investment program has suffered serious losses, its Small Lending Program and Micro-

Enterprise Lending Program have been much more successful. The CAAEF has made $29 million in small and medium-
sized loans, of which $13 million has been repaid. Write-offs have totaled only $1.6 million over the life of the program,
and loan delinquencies have declined from 27 to 13 percent. In addition, the CAAEF has invested $3.6 million in micro-
lending in Kazakhstan and Kyrgyzstan. In Kazakhstan, approximately 480 |oans have been made, with 83 percent having
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been repaid and less than one percent having defaulted. In Kyrgyzstan, the program has made 350 loans, of which 30 per-
cent have been repaid, and less than one percent defaulted.

The U.S.-Russia I nvestment Fund (TUSRIF)

TUSRIF was created in April 1995 by merging the Russian American Enterprise Fund (RAEF) and the Fund for Large
Enterprisesin Russia (FLER). In 1999, a new private company, Delta Capital Management, was created to manage
TUSRIF. In addition to its Moscow headquarters and New Y ork office, Delta Capital has officesin Y ekaterinburg (in the
Urals region), Khabarovsk (in the Russian Far East), Rostov-on-Don (in southwest Russia), and St. Petersburg (in
Northwest Russia), as well as representatives based in Y uzhno-Sakhalinsk and Vladivostok. As of October 31, 1999, Delta
Capital had funded $32.07 million in loans to 1,300 small businesses and individuals and $112.89 million in direct
financing to 30 firms. The sectoral distribution of this direct financing is as follows: $5 million for agribusiness; $12.3
million for broadcasting/publication; $19.22 million for consumer products; $15.01 million for manufacturing; $17.08
million for natural resources; $8.88 million for retailing; $7.65 million for telecommunications; $7 million for leisure;
$18.85 million for health-care/pharmaceuticals; and $1.77 million for other sectors. In addition to providing capital to its
portfolio companies, Delta Capital is providing technical assistance for management training, information system
development, and advisory services. Delta Capital has started focusing on financial services and has established a
residential mortgage program and aleasing company, and is working with private banks to improve services to small
businesses and individuals.

Lower Volga Regional Venture Fund (LVRVF)

The LVRVF is one of 12 European Bank for Reconstruction and Development (EBRD) Russian regional venture funds.
The LVRVF is part of an initiative agreed upon by the G-7 governments and the European Union at the Tokyo Summit in
July 1993 to support enterprises privatized under the Russian Government's mass privatization program. The LVRVF
began operations in May 1995 with a $30 million capital commitment from EBRD, a $3 million commitment from the fund
manager, and a pledge of $20 million from USAID to cover technical assistance and operating costs during the ten-year life
of thefund. The LVRVF's primary areas of operation are the VVolgograd, Samara and Saratov regions, and it has adapted an
early-stage venture capital investment strategy to the Russian business environment. The LVRVF actively participatesin
corporate governance and invests in above-average growth companies. Seventy-five percent of the Fund's capital must be
invested in the Lower VVolga Region and in newly privatized companies. 1n 1999, the Board of the LVRVF voted to change
the Fund’ s management to Russia Partners, LLP, adivision of Siguler-Guff of New Y ork, which has begun to restructure the
portfolio and has put senior management in placein theregion. As of June 30, 1999, the LVRVF s cumulative investments
amounted to $17.08 million.

Trans-Caucasus Enterprise Fund

In FY 1996, the U.S. Congress earmarked $15 million for the creation of a Trans-Caucasus Enterprise Fund to promote re-
gional cooperation and private-sector development in Armenia, Azerbaijan and Georgia. An additional $10 million was
earmarked for this purposein FY 1997, along with the authority to invest through other institutions. Beginning in Septem-
ber 1997, USAID provided Shorebank Advisory Services (SAS) with a$20 million grant to implement afive-year Trans-
Caucasus SME Finance Program. SAS has also mobilized $9.4 million in complementary funding from the International
Finance Corporation (IFC) and expects to attract further funding from the IFC, local savers, financia intermediaries and
other investors. The primary focus of the Trans-Caucasus SME Finance Program isto create and promote financial prod-
ucts and institutions that meet the needs of small businesses and entrepreneurs. Non-financial enterprise development ef-
forts such as training and networking are used to complement financial-sector initiatives. As of September 1999, offices had
been established and lending operations had begun in each of the three countries. SAS initiated operationsin Georgiain
March 1998 through local partner banks. To date, 48 loans totaling nearly $1.9 million have been made in amounts ranging
from $10,000 to $40,000. SAS began operationsin Azerbaijan in March 1998; to date, 25 loans totaling $1.1 million have
been disbursed, with an average loan size of $48,000. In Armenia, SASis currently working with one partner bank and is
conducting a due diligence examination of two other banks.

The micro-lending program implemented by the Foundation for International Community Assistance (FINCA) began
operationsin Georgiain May 1998 and has far exceeded targets and expectations, with nearly 4,000 clients and $1.36
million in lending, and an average loan size of approximately $300. FINCA'’s micro-lending operations in Azerbaijan
began in April 1998. Through June 1999, when the program was suspended pending resolution of taxation issues, FINCA
had worked with 2,895 clients and disbursed nearly $600,000 in loans. FINCA began operations in Armeniain June 1999,
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and has had more than 400 clients and has disbursed over $46,000 in loans, with an average loan size of $110.

In Georgia, the Developing Enterprise Loan Program (DEL P), which makes available loans ranging in size from $1,000 to
$12,000, has made 22 | oans totaling $86,500 since March 1999, with an average loan size of just under $4,000. Dueto
problems with the local banking sector in Azerbaijan, SAS has decided to make direct loans through alocal affiliate office
and is working on obtaining alimited banking license through the Central Bank of Azerbaijan. The DELP Program was
initiated in Armeniain mid-June 1999; SAS has partnered with World Vision to implement this program. To date, most of
SAS's efforts have focused on strengthening World Vision's lending operations before the disbursement of loans. To date,
six loans have been approved, with $13,000 disbursed and another $17,000 awaiting disbursal.

EBRD Russia Small Business Fund

At the Tokyo G-7 Summit in 1993, the G-7 and Russian Governments asked the EBRD to establish and manage a Russia
Small Business Fund (RSBF) through contributions from the EBRD, G-7 members and Switzerland. The RSBF provides
loans to small and micro-enterprises through selected Russian commercia banks, with two main objectives: providing small
business with finance and strengthening the capacity of the Russian banking sector to effectively lend to small businesses.
The U.S. Government pledged $30 million to the RSBF at the Tokyo Summit. These funds primarily financed technical
assi stance to the banks implementing the program. 1n 1998, the U.S. Government agreed to contribute an additional $5
million in loan capital and stipulated that at least 50 percent of these funds go to the Regional Initiative (RI) regions of
Samara, Novgorod, and the Russian Far East. Over asix-year period, USAID’s $35 million has leveraged a $300 million
RSBF, which has disbursed atotal of 28,000 loans to Russian enterprises. The Russian banking crisis notwithstanding, the
RSBF disbursed 700 loans in August 1999, and the program intends to return to levels of over 1,000 loans per month in the
near term. The RSBF makes available loans of up to $125,000 with maturities of up to three years. Such financing has not
been previoudly available to small firms from local banks. The RSBF has also invested in small-enterprise equity fundsin
Nizhniy Novgorod and St. Petersburg. These funds, managed on behalf of the EBRD by Small Enterprise Assistance Funds
(SEAF), invest a combination of equity and long-term debt in small businesses in the production or service sectors, with a
maximum investment of $700,000. The main banks participating in this program are Sherbank, Petrovsky Bank, NBD, and
the Far Eastern Bank. The EBRD is currently setting up anew financial institution for funding micro- and small enterprises
through the RSBF. The EBRD will provide $6 million in financing to help fund the reorganization and re-capitalization of
the existing Russian Project Finance Bank. The EBRD has also provided a $30 million loan to the new bank through the
RSBF, for lending to micro- and small enterprises. Work to set up the new institution began before the August 1998 Rus-
sian financial crisis. The new bank will provide micro-credits of up to $20,000, with maturities of up to two years. Inthe
first year, the bank’ s outstanding loan portfolio is expected to be some 1,500 loans totaling $25 million, with 25,000 loans
totaling $300 million expected in the five-year period. In addition, small loans will be made available in amounts up to
$125,000, with maturities of up to three years.

Defense Enterprise Fund (DEF)

In FY 1995, the U.S. Defense Department’s Cooperative Threat Reduction (CTR) Program shifted the focus of its defense
conversion efforts from the direct creation of joint ventures to support for joint projects though the Defense Enterprise Fund
(DEF). The U.S. Congress established the DEF to assist Russia, Ukraine, Kazakhstan and Belarus in privatizing their
defense industries and converting their military technologies and capabilities to civilian activities. In practice, the DEF
provides loans and grants and makes equity investments in joint defense conversion projectsinvolving U.S. companies and
NIS enterprises formerly involved in producing weapons of mass destruction (WMD). These activities support the U.S.
national security objectives of eliminating weapons production capability and promoting the development of democratic,
market-based systemsin the NIS.

In FY 1997, funding responsibility for the DEF was transferred from the U.S. Department of Defense to the U.S.
Department of State under the FREEDOM Support Act. The DEF has received atotal of $66.7 million from the
Departments of Defense and State. While no Defense Department funding has been appropriated for the DEF since FY
1995, and no State Department funding since FY 1997, the DEF' sinvestments have been effective in contributing to the
transformation of the former Soviet military industrial complex. The DEF hasinvested in atotal of 10 projectsin Russia,
two in Kazakhstan, and one in Ukraine. Several DEF investment projects have been successfully harvested and, despite the
August 1998 Russian financial crisis and its spill-over effects throughout the NIS, most remaining projects continue to
perform adequately. Dueto difficulties related to privatization laws and human-rights abuses in Belarus, the DEF has been
unableto invest in projectsin that country. Under new management in 1999, the DEF has invested almost all of the U.S.
Government funds provided to it, and is now seeking to raise additional capital.
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DISTRIBUTION OF DEF ACTIVITY BY COUNTRY ASOF SEPTEMBER 30, 1999

APPROVED AMOUNTS
COUNTRY PROJECTS COMMITMENTS FUNDED
Ukraine 1 $2.50m $0.81m
Kazakhstan 2 $6.05m $6.05m
Russia 9* $34.84m $31.51m
TOTAL 12 $43.39m $38.37m

(*Excludes a $2.8 million project with Caterpillar and NevaMash that the DEF has already harvested.)

Russia: The DEF has continued and expanded the defense conversion efforts begun in Russia by the U.S. Department of
Defense by providing financial support through loans, grants and equity investments for the demilitarization of industries
and conversion of military technologies and capahilities into civilian activities. The DEF selects enterprises qualified for
funding—such as privatized enterprises or spin-offs, defense enterprises or laboratories, with a priority placed on those en-
terprises previously engaged in WM D-related activities—that have partnerships with U.S. or other Western companies. The
DEF has funded several successful conversion projects in Russia and has a so hel ped the Russian Government and Russia’'s
defense industry understand the requirements that conversion projects must meet in order to attract private-sector venture
capital. Asadirect result of DEF investments in Russia, aformer manufacturer of nuclear submarine components is now
building excavation equipment, and satellite tracking technology is now employed in private telecommunications applica-
tions.

Kazakhstan: The U.S. Department of Defense provided atotal of $7.0 million to the DEF for equity investments, grants
and loans in joint ventures with Kazakhstani former WMD enterprises. The DEF hasinvested $3.0 million in a Lucent
project to create a second national telecommunications carrier using satellite communications and $3.0 million in aKRAS
Group venture to manufacture and market printed circuit boards and consumer electronics.

Ukraine: The DEF has committed to invest up to $2.5 million in Liform, a venture that is already reclaiming alarge, low-
cost supply of scrap aluminum, brass and other metals from military hardware for resale on the world market.

U.S. DEPARTMENT OF COMMERCE - BUSINESS DEVELOPMENT COMMITTEE INITIATIVES (BDCI)

The BDCI Program supports activities of the Business Development Committees (BDCs) established with Russia, Ukraine,
Kazakhstan and Uzbekistan, which are the U.S. Government’ s primary vehicle for supporting expansion of trade and in-
vestment with these countries. Expansion of U.S. trade and investment ties with these countries not only benefits U.S. com-
panies and creates jobs at home; it also helps promote these countries' transition to market-based economies and facilitates
their integration into the international economic system. BDC activities are aimed at: (1) removing legal, regulatory, and
practical impediments hindering trade and investment; (2) facilitating the conclusion and implementation of commercial
projects; (3) developing contacts in key industries and regions; and (4) creating synergy between government and private-
sector resources and initiatives.

In FY 1999, forma BDC sessions were held with Russia, Ukraine, Kazakhstan and Uzbekistan. In addition, a series of
meetings were held with individual officialsinvolved in the BDCs, and sessions of various sub-committees and working
groupstook place. In FY 2000, two formal meetings of the U.S.-Russia BDC, two meetings of the U.S.-Ukraine Committee
on Trade and Investment, one meeting of the U.S.-Kazakhstan BDC and one meeting of the U.S.-Uzbekistan Trade, Invest-
ment and Energy Working Group are planned. Work programs adopted by the BDCs are being implemented on an ongoing
basis.

The BDCI Program also supports efforts of the U.S. Ombudsman for Energy and Commercial Cooperation with the NIS and
other programs to conduct commercial dialogue and expand bilateral trade and investment with those NIS countries with
which the United States does not have BDCs. These efforts are expanding apace with U.S. commercial interestsin the re-
gion. Mgjor BDCI accomplishments and plans for future activities are described below.
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U.S.-RussiaBDC

Rule-of-Law for Business: Jointly formulated “ Guidelines for Voluntary Codes of Business Conduct” for adoption by Rus-
sian companies were agreed by the BDC with Russian partner organizations, and disseminated at conferences and over the
Internet. These guidelines were also explained at aworkshop in Novgorod Oblast (Region), whose governor asked to use
them in apilot project. The guidelines also gained support at OECD and OSCE conferences held in Russia. In FY 2000,
Russians will receive training in the United States and return to Russia to train companies that want to use the guidelines to
improve their operations and business reputations. Interest in the guidelines has begun to develop in other regions and NIS
countries and, as this process continues, the guidelines will be applied in new areas. Similar approaches are being used in
developing projects on commercial dispute resolution, enforcement of court decisions, and corporate governance.

Commercial Taxation: U.S. BDC officias continued their advocacy efforts with Russian Government officials and State
Duma (lower house of parliament) deputies for improved tax legislation. In the face of a continuing government-Duma
stalemate, the BDC used meetings with tax officials and the Tax Working Group, which includes U.S. business representa-
tives, the Ministry of Finance and the new Ministry of Taxes and Collections, to support administrative improvements, such
as reducing the profits tax from 35 to 30 percent in 1999, and allowing regional tax credits.

Commercial Energy: Meetings of BDC officials with Russian Government and Duma officials concerned with oil and gas
issues contributed to the enactment of production-sharing agreement (PSA)-enabling legidlation, and to the addition of the
Northern Territories and Sakhalin 111 (Mobil/Texaco) projects to the so-called “Law of Lists,” which enumerates projects
eligible for PSAs.

BDC Industry Subgroups: Highlights of subgroup activities included the following: (1) Y 2K conferences and the distri-
bution of Y 2K self-help kits to more than 200 government and business representativesin Vladivostok and Moscow; (2)
industry-government-legislative branch consultations culminating in a memorandum from Russian participants to the Rus-
sian presidential administration recommending the veto of highly restrictive insurance legislation, which President Y eltsin
subsequently vetoed; (3) consultationsin Silicon Valley introducing the mayor of aleading Russian high-technology region,
Zelenograd, and the chairman of the region’s Micro-Electronics Devel opment Fund to methods for fostering growth and
attracting U.S. companies; and (4) three seminars on Russid s evolving standards regime.

Regional Commercial Cooperation: Despite the effects of the August 1998 financial crisis, the U.S. West Coast - Russian
Far East Ad Hoc Working Group succeeded in gathering more than 200 Americans and Russians in Vladivostok for its an-
nua meeting in June. Many projects made significant progress. A protocol including a detailed work plan for opening a
U.S.-Russia-China transportation corridor was signed by representatives from each country, funding was obtained from the
U.S. Trade and Development Agency (TDA) for completing afeasibility study for the construction of vesselsto establish a
new sustainable coastal fishery, and the Working Group’s Internet website and listserv became operational, as did a“ partner
regions’ website. In addition, the Clear-Pac customs clearance project expanded operations beyond Vladivostok to Sakha-
lin, and obtained Russian State Customs Committee approval for technical specifications for software to create an auto-
mated clearance system. Based on interest from governors in the Russian Northwest and the Urals, as well as American
business organizations, the BDC has offered to cooperate in hosting Russian business missions to the United Statesin FY
2000 and to explore use of working groups or other mechanisms for building commercial cooperation.

U.S.-Kazakhstan BDC

In FY 1999, the U.S.-Kazakhstan Business Development Committee met in Almaty with afocus on obtaining progress on
the building blocks of U.S.-Kazakhstani commercial relations and reviewing progress made in a number of areas discussed
in previous meetings, such as utilization of pre-arrival customs declaration regulations and the elimination of assessment
of VAT on goods imported from CIS countries. The meeting resulted in Kazakhstani Government commitments to reduce
the number of documents necessary to obtain awork permit for aforeign worker and to reduce work-permit fees, and to
submit to the parliament the legislation necessary for accession to the World Trade Organization (WTO). The Ka-
zakhstani Government subsequently formed a working group with the private sector to work on appropriate work-permit
regulations and submitted a number of WTO-consistent pieces of legislation to parliament.
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U.S.-Ukraine Committee on Trade and Investment (CTI)

The CTI held executive meetings in October 1998 and January 1999, during which members continued to negotiate resolu-
tion of longstanding U.S. business problems, identified systemic obstacles and agreed on awork plan to address standards
and certification issues. Under the auspices of the CTI, U.S. health industry representatives met with a series of Ukrainian
health officials to consider possible trade-facilitating measures regarding Ukraine’ s evolving regulatory system for devices
and pharmaceuticals. Commerce Department staff organized a session on putting together an internationally acceptable
business plan, which was held at a U.S.-Ukraine energy, trade and investment conference in Kharkiv in May 1999.

U.S.-Uzbekistan Trade, Investment and Energy (TI1E) Committee

The TIE Committee met in Tashkent in May 1999. In the context of aworsening business environment in Uzbekistan, the
U.S. side pressed for the fulfillment of previous Uzbek Government commitments to full currency convertibility and enact-
ment of an oil and gas law allowing production-sharing agreements. U.S. Government representatives obtained several po-
tentially important Uzbek Government commitments, including commitments to hold frequent meetings with the American
Chamber of Commerce and to seriously consider its suggestions, to create a high-level mechanism to respond promptly to
requests for effective implementation of the Foreign Investment Law’ s ten-year guarantee, and to seek solutions to ten com-
pany-specific issues raised by the U.S. side.

The Ombudsman’s Dialogue with Central Asian and Caucasian Governments

The Commerce Department and the U.S. Ombudsman for Energy and Commercial Cooperation with the NIS conducted
active dialogues on trade and investment devel opment in Kazakhstan, Azerbaijan and Turkmenistan in October 1998; in
Azerbaijan, Georgia and Turkmenistan in April 1999; and in Uzbekistan in May 1999. This dialogue also included a series
of meetings in Washington with the State Minister and Speaker of the Parliament of Georgia, aformer Kazakhstani prime
minister and other NIS officials. The Ombudsman'’s dialogue urged specific measures for progress on energy development
and transportation, as well as the devel opment of business-friendly regimes that would facilitate the devel opment of trade
and investment.

In Georgia, in meetings with the President, Foreign Minister, and other senior leaders, the Ombudsman urged progressin
the legal and regulatory environment, commercial tax reform and privatization, and lobbied on behalf of U.S. company
projects. In Azerbaijan, in meetings with the president, prime minister and other officials, the Ombudsman sought com-
mitments addressing issues of corruption, customs reform, market access and fair treatment for U.S. companies, particu-
larly in the telecommunications sector. In Washington, the Commerce Department’ s BDC officer held several individual
and joint meetings with the U.S.-Armenia Business and | nvestment Association, the American-Georgian Business Devel-
opment Council and the U.S.-Azerbaijan Chamber of Commerce to develop ideas for regional cooperation. In meetings
with the President and Deputy Chairman of the Government of Turkmenistan, the Ombudsman pushed for increased re-
gional cooperation on energy issues, urged them to cooperate with the International Monetary Fund (IMF) and to seek
WTO membership, encouraged movement on privatization and transparency in the tendering process, and advocated on
behalf of U.S. companies.

BUSINESSAND ECONOMIC DEVELOPMENT PROGRAMS
U.S. DEPARTMENT OF COMMERCE - BUSINESS INFORMATION SERVICE FOR THE NIS (BISNIS)

The Commerce Department’s BISNIS Program seeks to facilitate U.S.-NIS trade and investment by providing U.S. compa-
nies with information and guidance on regional, sector-specific, and practical aspects of doing business with the NIS; ex-
posing NIS businesses, organizations and officials to U.S. business community priorities and interests; using technology to
provide access to commercial information and resources; and maximizing the results of other U.S. Government and multi-
lateral assistance efforts through active collaboration.

In FY 1999, BISNIS facilitated more than $240 million in U.S.-NIS trade and investment transactions; U.S. companies
gained faster, easier, and more direct access to 800 new NIS commercial opportunities, as well as expanded information on
select leads; U.S. companies gained new tools for succeeding in NIS markets; and U.S. Government-funded assistance
programs identified dozens of participants and resources through BISNIS referrals.
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BISNIS Trades & Tenders and Search for Partners: In FY 1999, these services screened and distributed nearly 350 trade
leads and over 425 partner leads, revised the business-lead application form in accordance with U.S. company needsin as-
sessing potential opportunities, shortened by up to two weeks the turnaround time for lead distribution, implemented a pilot
program providing World Wide Web links to business plans for select published leads in Georgia, and increased the cus-
tomization of lead distribution to U.S. companies through industry groups.

BISNISOnline Website: In FY 1999, BISNIS Online redesigned its website and established a new web address
(www.bisnis.doc.gov). Theseimprovements resulted in an average of five to ten additional reports per day to BISNIS On-
line.

BISNIS Market Reporting: BISNIS expanded its Russian regional market reporting by adding new representativesin

Y ekaterinburg and Samara, and by focusing on Central Russian regions besides the Moscow Region. BISNIS developed
several new series of practical market reports, including crisis updates for Russia, monthly commercia updates for nine
large Russian regions, and practical guides on opening an office in specific regions.

BISNISBulletin: In FY 1999, the BISNIS Bulletin addressed several time-sensitive issues, such as the after-effects of the
August 1998 financial crisis, opening officesin various NIS cities, the status of Y 2K preparationsin the NIS, and avoiding
credit card fraud. While continuing to cover Moscow, which accounts for 75 percent of U.S. trade with the NIS, the BISNIS
Bulletin highlighted regions beyond Moscow, and other NI'S countries besides Russia. In addition, the BISNIS Bulletin ac-
tively promoted other U.S. Government and NGO programs and resources.

BISNISEvents: In FY 1999, BISNIS supported dozens of roundtables, NIS delegations, and other trade promotion events.
For example, BISNIS hosted and briefed 27 NIS government and private-sector delegations. BISNIS also planned, and
shared its expertise at, trade promotion events and roundtables in more than 25 U.S. cities; held the Seventh Annual BISNIS
Open House in September 1999 (a free exhibition of resources for doing businessin the NIS that attracted more than 400
members of the U.S. business community); and promoted and supported dozens of other trade promotion eventsin the
United States and NIS.

BISNIS Training Programs: In FY 1999, BISNIS provided ongoing training to its NIS staff. Foreign-national staff work-
ing at U.S. embassies throughout the NIS often attended BISNIS training programs. In FY 1999, BISNIS also supported
other U.S. Government-funded programs and agencies (such as the Regional Initiative) by training their personnel.

FY 1999 Quantitative Indicators. In FY 1999, BISNIS served more than 30,000 members of the U.S. and NIS business
communities, including small to medium-sized enterprises and large companies, aswell as U.S. and NIS government repre-
sentatives and NGOs. Each month, BISNIS distributed NI'S market information by mail to more than 30,000 members of
the U.S. business community. On adaily basis, BISNIS directly reached as many as 8,500 U.S. business community repre-
sentatives by e-mail via“push technology” e-mail distribution of market leads and reports. The BISNIS Online website,
which contains some 5,800 documents, registered an average of 85,000 hits per week. In addition, BISNIS directly briefed
more than 1,000 U.S. company representatives on NIS market opportunities and resources via trade eventsin U.S. cities.
BISNIS also counseled thousands of U.S. companies by telephone, e-mail, and in person. Alsoin FY 1999, BISNIS intro-
duced more than 400 NIS government and private-sector representatives to Commerce Department and other U.S. Govern-
ment programs through small group briefings.

Preview of FY 2000 Programs: In FY 2000, BISNIS expects to launch a Russian-language website, initiate online regis-
tration for its Search for Partners program, complete the redesign of its English-language website, and revise and republish
its booklet Trade with America.

U.S. DEPARTMENT OF COMMERCE - AMERICAN BUSINESS CENTER (ABC) PROGRAM

Over the past six years, the Commerce Department’ s ABC Program has sought to promote the rapid expansion of U.S. trade
and investment in the NIS, with an emphasis on assisting small and medium-sized U.S. firms. To date, the ABC network
has served over 3,500 U.S. firms (an increase of 246 firms over FY 1998) and has supported over $398 million in reported
U.S. exports (an increase of $15 million over FY 1998).

As of the beginning of FY 1999, seven ABCs were being operated by private-sector entities through cooperative agreements

with the Department of Commerce. These "solo" ABCswere located in Russian cities considered to have commercial po-
tential, but with minimal or no U.S. Commercial Service (USCS) presence: Chelyabinsk, Khabarovsk, Nizhniy Novgorod,
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Samara, Volgograd, Y ekaterinburg and Y uzhno-Sakhalinsk. An additional five ABCs were operated by and co-located with
USCS officesin St. Petersburg and Vladivostok, Russia; Kiev, Ukraine; Almaty, Kazakhstan; and Tashkent, Uzbekistan.

The ABC Program was phased out over the course of FY 1999. As of September 30, 1999, all of the ABCs had been
closed, with the exception of the ABC in Y uzhno-Sakhalinsk, Russia. The ABCs in Khabarovsk, Nizhniy Novgorod, and
Samara closed on September 30, 1999, and ABCsin other Russian cities had been closed earlier in the fiscal year. Mean-
while, the ABCsin Kazakhstan, Ukraine and Uzbekistan were merged with the USCS offices in those countries.

The decision to phase out the ABC Program, and to shift many ABC functions to existing USCS offices, was based primar-
ily on the following four reasons: (1) fewer new U.S. companies were entering NIS markets, in part because of the Russian
financia crisis of August 1998; (2) U.S. businesses remaining in NIS markets had improved their capability to perform
some of the tasks previously facilitated by the ABCs; (3) Russian companies offering similar business support services had
emerged; and (4) USCS officers had a greater capability to meet the needs of U.S. firms doing businessin, or seeking to
enter, NIS markets.

During FY 1999, the ABC Program generated over $676,000 and served 246 new clients. ABC Program staff in Washing-
ton and private-sector ABC operators spent alarge part of the year closing individual ABCs. During the latter half of FY
1999, the ABC Program office worked closely with the Office of the Coordinator of U.S. Assistance to the NIS and the U.S.
Embassy in Moscow to create a new management and service model for the ABC in Y uzhno-Sakhalinsk. Thereisastrong
U.S. Government consensus that support services for U.S. companies are still necessary in Sakhalin, and that a U.S. Gov-
ernment-financed center to provide such services should be retained. The ABC itself will remain open at least through
March 31, 2000, by which time along-term plan for a U.S. Government commercial presence in Sakhalin will have been
refined.

During the second quarter of FY 1999, plans were devel oped and implemented to close ABCsin Chelyabinsk, Volgograd
and Y ekaterinburg. The closing of the Y ekaterinburg ABC was complicated by a series of difficulties with the local tax
authorities, which began early in the year and did not end until after the ABC’ s official closing on April 30, 1999. During
the fourth quarter of FY 1999, plans were developed and implemented to close ABCsin Khabarovsk, Nizhniy Novgorod
and Samara. These ABCs were closed due to poor economic conditions and alimited or non-existent client base.

The ABCs were closed in accordance with procedures agreed upon in advance by the U.S. Embassy and Consulates in Rus-
sig, the Coordinator’ s Office and the Department of Commerce. Closing the Samara ABC was a particularly sensitive proc-
ess, since it was an important component of the U.S. Government’ s Regional Initiative (RIl) in Samara, and the U.S. Ambas-
sador to Russia had officially opened the ABC earlier that same year. The Samara ABC was replaced by arestructured
business center operated under the auspices of the RI. Two individuals staff the new business center: a business promotion
representative, whose job is to find, evaluate and assist Samara firms that are ready to establish business relationships with
U.S. companies; and a representative of the Commerce Department’ s Business |nformation Service for the New |ndepend-
ent States (BISNIS), who will facilitate business transactions by conveying essential information about business opportuni-
tiesin Samarato U.S. companies.

USCS intends to continue to increase service to Russia's regions following the closure of the final ABC. The USCS office
in Moscow, along with the Commerce Department’ s Office of International Operations in Washington, is working with the
U.S. Embassy and Consulates in Russia on a new structure for delivering such assistance, including the delivery of commer-
cia servicesto U.S. firms active in regions formerly served by ABCs.

U.S. DEPARTMENT OF COMMERCE - COMMERCIAL LAW DEVELOPMENT PROGRAM (CLDP)

Throughout FY 1999, the Commerce Department’s CLDP Program provided technical assistance to the Governments of
Russia, Ukraine and Moldova to support those countries accession to the World Trade Organization (WTO) and improve
the legal climate for doing business in those countries. WTO accession requires applicant countries to conform their laws
and practices to international agreements and norms that are conducive to free enterprise and international commerce. Asa
result of the steps they are taking to adopt and implement these wide-ranging reforms, Russia, Ukraine and Moldova are
making their economies both more transparent and more sound, providing new commercial opportunities to both domestic
and foreign entrepreneurs. WTO accession is typically a multi-year process. Russia, Ukraine and Moldova are currently in
the process of supplying information and negotiating the terms of their accession with the WTO Secretariat and the working
groups handling the accession process for each country. CLDP provides technical assistance to support policy analysis,
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preparation of reporting documentation and the development of the skills needed to implement reforms as they are adopted.
Brief descriptions of CLDP' s activitiesin each country are provided below:

Russia: InFY 1999, CLDP continued to facilitate Russia s WTO accession process by providing the Government of Rus-
siawith aresident trade expert. Specific technical assistance activities included programs to facilitate the Russian Govern-
ment’ s enforcement and compliance with WTO agreements on intellectual property, introduce methods of coordination
between the executive and legislative branches of the Russian Government and between the federal and regional govern-
ments, and assist the Russian Government’ s implementation of international standards in sanitary/phyto-sanitary measures
and technical barriersto trade (SPS/TBT). CLDP s efforts have led to improved enforcement of intellectual property rights
in Russia, the Russian Government’ s commitment to implement a public education program on the WTO, and the installa-
tion of a central database of standards, regulations, and other importing requirements for goods sold in Russia. CLDP-
sponsored programs in intellectual property rights and SPS/TBT have reached more than 100 Russian Government officials
in over ahalf dozen ministries.

Ukraine: InFY 1999, CLDP maintained a strong presence in Ukraine through the continued assistance of its resident trade
expert. The resident advisor shared his expertise with his colleagues in the Ministry of Foreign Economic Relations and
Trade (MinFERT) on a daily basis and worked with them to help raise awareness of the importance of WTO accession
among senior and mid-level Ukrainian Government officials. In addition, CLDP worked to familiarize the Supreme Rada
(parliament) with WTO concepts and obligations and helped Rada deputies understand the importance of passing WTO-
compliant legislation. A cooperative effort between CLDP and the Institute on L egidlative Problems produced reports on
the actions the Rada must take to ensure that Ukraine’ s existing and future legidation is compliant with WTO obligations, as
well as on the status of Ukraine's customs and intellectual property legislation.

Moldova: InFY 1999, CLDP continued its two-year-old efforts to help Moldova accede to the WTO by placing a resident
trade expert in Moldovato work closely with the Ministry of Economy and Reforms. CLDP short-term assistance programs
were instrumental in helping Moldova meet its WTO requirements in the areas of customs, standards, trade remedies, gov-
ernment procurement, intellectual property and agriculture. CLDP also conducted a WTO program for the Moldovan par-
liament, focusing on the benefits that would accrue to Moldova from WTO accession and the obligations that WTO mem-
bership bringswith it. As Moldova nears the threshold of WTO accession, CLDP will be shifting the focus of its assistance
activitiesto help Moldovaimplement its WTO obligations through the drafting, implementing and enforcing of WTO-
consistent laws and regulations.

U.S. SECURITIESAND EXCHANGE COMMISSION (SEC)

The principal objectives of the SEC’ s technical assistance program for the NIS countries are to assist securities regulatory
authorities and self-regulatory organizations in these countries with the development of transparent, well-regulated securities
markets in which both domestic and foreign investors will have confidence. Many rule-of-law and other infrastructure
issues, as well as macroeconomic conditions, are adversely affecting the realization of these objectives, but are beyond the
control of the SEC and its NIS counterparts. Nevertheless, the SEC is substantially achieving these objectivesin Russia,
and to a somewhat lesser degree in Ukraine and the other NIS countries, by providing U.S. and overseas training for senior
personnel of the NIS regulatory and self-regulatory organizations, and specific technical assistance with respect to laws and
regulations, upon request. In FY 1999, the SEC provided training for 71 participants from eight NIS countries, bringing the
cumulative totals of participants trained since the 1994 inception of the NIS program to more than 600 from all 12 NIS
countries.

Training Programs

SEC International Institute on Enforcement and Market Oversight: The SEC offers this annual one-week program at
its Washington headquarters for securities regulators from countries with developed markets 