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FOREIGN OPERATIONS, EXPORT' FINANCING,
AND RELATED PRGRM APORTIONS 
FOR 1992 

TUESDAY, FUMRU'AAY 26, 1Qj1
MIDDLE EAST PANEL: HOW WE GOT THERE 

WITNESSES 
JUDITH KIPPER, GUEST SCHOLAR, BROOKINGS INSTITUTION
MICHAEL KLARE, ASSOCIATE PROFESSOR OF PEACE AND WORLD SE(
RITY STUDIES, HAMPSHIRE COLLEGEWILLIAM QUANDT, SENIOR FELLOW, FOREIGN POLICY STUDIES PRGRAM, BROOKINGS INSTITUTION 

CIAIRMAN'S OPENING STATEMENT
Mr. OBEY. Good morning. This is the first hearing on the Adnihistration's foreign aid request for the coming fiscal year. SecretaBaker will kick off the Administration's witness list this cominThursday when he makes his presentation on behalf of the adriiistration's budget for the coming fiscal year.
Before hearing from Secretary Baker, we wanted 
to hear frortwo panels with respect to the situation in the Middle East, betthe region's past history and the region's future problems.Just a year ago, when we began these hearings, the major focuwas on Eastern Europe and Central America. The major questioibeing asked around this town was how much in the foreign aiibudget could be diverted from the Middle East to move to "differenareas of the world. Obviously, times have changed and the questiozwhich we are going to face this year is how much more of the for
ein aid budget is going to be focused on the Middle East.
lthink that we have seen one thing in the past few weeksAmericans are very reluctant to go to war in almost any instancebut once they do, they fight hard. The American public wants tcsee the war pursued with vigor. In World War II, Americammade tremendous sacrifices and they then were willing to makesacrifices for 40 years thereafter because they wanted to see thingsdone correctly after the war was over, so that it did not happen again.We have had numerous wars since then which have not had sucha definite outcome. I think that situation applies in this instance.The American people want this one done in the right way. TheyWant to know when the war is over that the chances are that therewill not have to be a repeat performance.The uestion has never been whether America could win thiswar militarily. The question really is will America have the 
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wisdom, the subtlety, the persistence, the insight and the tenacity 
to do what is needed after the war to see to it that the region is in 
fact stabilized to a significant degree. 

As I indicated, to help us understand what our future policy 
ought to be with respect to this region we will hear from two 
panels of acknowledged experts on the. Middle East. The panel 
today will focus largely on the history ofthe region, so that we can 
gain a better understanding of what our advantages are, what our 
opportunities are, what our impediments are as we move into the 
postwar period in the Middle East. 

The panel tomorrow will focus on what people believe to be the 
policy imperatives after that war is over. I expect that we will see 
both panels slip into each other's territory, which is certainly un
derstandable and perfectly acceptable as far as I am concerned. 

We have with us this morning: William Quandt, Senior Fellow, 
Foreign Policy Studies Program, Brookings Institution; Judith 
Kipper, Guest Scholar, Brookings Institution; and Michael Klare, 
Associate Professor of Peace and World Security Studies, School of 
Social Science at Hampshire College. 

Before I ask our witnesses to proceed, I would ask Mr. Lewis if 
he has any comments he wants to make. w•Mr. LEWIS. I bring greetings from Mr. Edwards. 

Mr. OBEY. All right. In that case, Mr. Quandt, why do you not 
begin and take whatever time you think is appropriate. 

MR. QUANDT'S OPENING STATEMENT 

Mr. Queer. Thank you, Mr. Chairman. It is a real privilege to 
have the chance to discuss these issues with your committee today. 

THE U.S. POSITION 

The United States is now on the verge of a clear military victory 
in the Gulf war. Iraqi President Saddam Hussein has been humili
ated and defeated. Even if he survives politically, it seems unlikely 
that he will present much of a threat to the Middle East region. 
That is the good news. 

The bad news is that the defeat of Saddam Hussein will not 
usher in an era of peace and stability in the Middle East. In fact, 
we may well find that the post-crisis agenda will be more challeng
ing than the conduct of the war itself. As we face the diplomatic 
and strategic challenges of the post-crisis Middle East, we should 
recognize that there will be a moment of heightened expectations 
about how a victorious United States will seek to shape the future. 
Both our friends and our adversaries will be waiting to see what, if 
anything, Pax Americana can bring to the troubled Middle East 
region. 

As we seek to promote stability and to resolve conflicts, we need 
to recognize that no one in the region looks at us in neutral terms. 
History, or, perhaps better, historical memories, fashion the prism 
through which we are perceived. 

Some of the baggage that we carry as a player in the Middle 
East game cannot be sh~l. We are the leading power at this 
moment in history, and thus we are bound to evoke mixed feelings 
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of fear and anticipation. What we do can affect the lives of millionsof people in the Middle East, for better or worse.We must also recognize that in the eyes of many in the regionwe are simply one more in a string of western powers that has intervened in the Arab and Muslim world, defeating a local upstart,and then hoping to impose our designs on a region that has proveditself to be remarkably resistant to such outside efforts.In addition to these unavoidable perceptions from the people inthe regioD, we also approach this part of the world with a numberof self-inflicted wounds. Some stem from past mistakes in our ownpolicies; some result from our own short memories, comparedthe much longer perspectives on our policies from those in the

to 
region; and some reflect the relative shallow understanding thatwe have of the history and culture of the region; and finally, someof the perceptions are rooted in the belief in the Middle East thatthere ia a great gap between the stated principles of the UnitedStates and our actual behavior in the region.Let me review some of the specific issues that will undoubtedlycolor our relations with the Middle East in the post-crisis era. 

IRAN
Iran is certainly going to emerge as one of the winners from thiscrisis. Perhaps that is something of an irony in light of our pastrelations with Iran. And we almost certainly will find ourselvesseekhg to improve relations with the new big power of the Gulfonce Iraq is fully defeated.In the short term, however, we will still feel the legacy of ourformer policies toward Iran. The leaders of Iran today have stillnot forgotten our role in keeping the Sha in power in 1953, forexample. Nor is the present Iranian leadership likely to forget thatwe seemed to close our eyes when Iraq invaded Iran in 1980. Noteven a statement was made for the record about the need to respect the territorial integrity of each state in the region, nor did weremind anyone that borders in the region should be respected.Likewise, our near silence when Iraq used poison gas againstIran will be remembered by the leaders in Tehran. In short, many
in Iran will be skeptical that our opposition to Saddam Hussein
today has really been based on principle.
On the Arab side of the Gulf, we might expect a more generousview of our intentions, but even there we should recognize thatmemories will temper today's enthusiasm for American policy. Forexample, many Arabs will remember that the Iran-contra affairwas not so far in the past and they will see any sign of improvedU.S.-Iranian relations as a shift from our present policy of supportfor the small Gulf states and a move toward the new power in theregion.More broadly, the whole Iran-contra episode raised serious questions in the minds of many about how reliable the United Statesreally could be as a security partner in the region. After all, at onepoint in 1988 we were apparently supplying military and intelligence support to both sides of the Iran-Iraq War. 
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ARAB-ISREALI PEACE PROCESS 

Let me turn briefly to the other great challenge that will con
front us in the very near future, and that is the challenge of reviv
ing the now-dormant Arab-Israeli peace process. Here we are going 
to face a very acute dilemma. Almost certainly, we must make a 
serious effort to promote peace between Israel and its Arab neigh
bors, but the prospects for success in this venture are very dim, 
and in part the fault is our own. 

Over the years we have maintained that the only basis for Arab-
Israeli peace is a negotiation based on the principles of U.N. Reso
lution 242. The essence of that approach is the exchange of terri
tory for peace. If you wish to see an example of what U.N. Resolu
tion 242 means in practice, look at the Egyptian-Israeli peace 
treaty. For all its shortcomings, it has produced a peaceful relation
ship between Egypt and Israel for more than ten years. Think how 
much more troubliag the Gulf crisis would have been if Egypt and 
Israel had not been at peace. 

The problem today is that the Egyptian-Israeli model does not 
seem very relevant to the next phase of peace-making. In part, of 
course, that is because there is no Anwar Sadat on the Arab side. 
But even if there were, does anyone today believe that a 242-style 
negotiation is possible? If not, what happened? 

In short, the answer, at least in part, is that our Government, 
against its better judgment, allowed the Likud government of Men
achim Begin to empty 242 of its meaning with respect to the West 
Bank, Gaza, and Golan, to say nothing of East Jerusalem. In strik
ing contrast to previously stated Israeli policy, which had main
tained that the 'territory for peace" equation applied to each front 
of the conflict, Begin in 1977 brazenly reinterpreted 242 to mean 
that Israel was only obliged to withdraw from Sinai and could then 
indefinitely keep all th3 other occupied territories. 

From time to time we have noted our disagreement with this in
terpretation, but when Israel proceeded to extend Israeli law to 
Golan and to annex de facto large portions of the West Bank, we 
did little more than raise faint protests. Should we then be sur
prised that today the bulk of Israeli opinion believes that Golan 
and the West Bank should remain indefinitely under Israeli con
trol? 

And should we be surprised that Palestinians find our enthusi
asm for Kuwait's territorial integrity a bit hard to appreciate in 
light of our lack of enthusiasm for preserving at least a portion of 
their historic homeland for Palestinian self-determination? 

Of course, we can all point to the events that brought us to this 
impasse, and I am not seeking to apportion blame. But I do want to 
underscore how constrained our options are today in the Arab-Is
raeli arena because of the past 10 to 15 years of encouraging, on 
the one hand, the Israelis to believe that their security requires 
some, and perhaps ubstantial, territorial aggrandizement beyond 
the '67 lines, and our inability to demonstrate to Jordan, to Syria, 
or to the Palestinians that they have as much to gain from peace 
with Israel as Egypt did. 

In conclusion, let me say that diplomats should not be overly in
fluenced by the kind of pessimistic assessment that I have just 
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made. The art of diplomacy does not involve making lots of safe
bets. We will have to aim high even when history tells us to have
modest expectations.But as we chart an ambitious plan for peace and security in thepost-crisis Middle East or for a new world order, we should remember that the legacy of past mistakes weighs heavily on us and, at aminimum, we 
do have 

should try not to add to that list unnecessarily. Wesome opportunities in these new circumstances, but wewill need all our skill and determination to exploit them successful
ly. 

Thank you.
Mr. OBEY. Thank you very much.[The prepared statement of Mr. Quandt follows:] 
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The United States is now on the verge of a clear military victory in 

the Gulf.war. Iraqi President Saddam Hussein has been humiliated and 

defeated. Even if he survives politically, it stems unlikely that he will 
That is the good news.present much of a threat to the Middle last region. 

The bad news is that the defeat of Saddam Hussein will not usher in an era 
we may well find thatof peace and stability in the Middle East. In fact, 


the post-crisis agenda well be more challenging'than the conduct of the war
 

itself.
 

As we face the diplomatic and strategic challenges of the post-crisis
 

Middle East, we should recognize that there will be a moment of heightened
 

expectation about how a victorious United States will seek to shape the
 

future. Both our friends and our adversaries, our allies and our enemies,
 

will be waiting to see what, if anything, Pax Americana can bring to the 

troubled Middle East region.
 

As we seek to promote stability and resolve conflicts, we must 

recognize that we are not seen in 'neutral terms by anyone in the region. 

History, or rather historical memories, fashion the prism through which we
 

are perceived.
 

Some of the baggage we carry as a player in the Middle East game cannot 

We are the leading power at this moment in history, and thus webe shed. 
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are bound to evoke mired feelings of fear and anticipation. What doaffect we cathe lives of millions in the Middle East, for better or worse.
must also recognize that, in th! eyes of many in the region, we are one 
We 
me
in a string of Western powers that have intervened in thm Arab and Muslim
world, defeating a local upstart and then hoping to impose our designs on
region that is remarkably resistant to such efforts.
 

In addition to these unavoidable perceptions, we also approach the
region with a number of self-inflicted wounds.

in our policies; Some stem from past mistakl
some result from our own short memories, comparedlonger perspectives on our policies from those in the region; 

to much 
some reflectthe shallowness of our understanding of the history and culture of the
Middle East; and, finally, sooi are 
rocted in a perception in the Middle
East that there is a great gap between our stated principles and our actual
 

behavior.
 

Let me review some of the specific issues that will undoubtedly color
our relations with the Middle East in the post-crisis 
era.
 

Iran is 
sure to emerge as 
one of the winners from this crisis, and we
will almost certainly be seeking to improve our relations with the new big
power of the Gulf. 
In the short term, however, we will still feel the
legacy of our former policies. The leaders of Iran today have still not
forgotten our role in keeping the Shah in power in 1953.
the (As a footnote,father of General Schwartzkopf played an instrumental role in the coupagainst Moseadegh). 
Nor is the present Iranian leadership likely to forgetthat we seemed to close our eyes when Iraq invaded Iran in 1980 
-- not even
a statement for the record on the need to respect the territorial integrity
of each state in the region or a reminder that bordersLikewise, should be respected.our near-silence when Iraq usedremembered. And where were 
poison gas against Iran will beour voices when Iraq's missilesTehran. rained down onIn short, many in Iran will be skeptical that our opposition to
Saddam Hussein is based on principle.
 

On the Arab side of the Gulf we might expect a more generous view of
our intentions, but even there we should recognize that memories will temper
today's enthusiasm for U.S. policy. 
For example, many Arabs will remember
the Iran-Contra affair and will see any sign of improved U.S.-Iranian
relations as a possible shift from our present support of the small Gulf
states to 
the new power of the region. More broadly, the wholeepisode raised Iran-Contraserious questions about how reliable the United States could
ever be as a security partner. After all, at one pointapparently supplying military and 
in 1988 we wereintelligence support to both sides of the

Iran-Iraq war.
 

In our attempt to prove that Iran-Contra was an aberration, we may have
shifted too abruptly to the pro-Iraqi camps in 1987-88.
course, At the time, ofit was important to prevent an Iranian victory, and our support for
Iraq then made strategic sense. But what 
necessary to be so accoamodating 

about after 19887 Was it really
to the regime in Baghdadrelentlessly building its arsenals even 

that was 
after the end of the war with Iran?
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of
In early. 1990. when the Voice of'America broadcast an editorial critical 

really nec.isary to apologize officially to him? And
Sa,'jam Hussein, was it 

we drifted closer to the momentous date of August 2, 1990, could we not as 
have found some way of signalling our concern with Iraq's repeated threats 

to Kuwait? 

As the dust of this war settles, perhaps few will reflect 
on the period
 

But those who do will wonder how well-equipped
that preceded the crisir. 


the United States is to conduct a sophisticated, nuanced, 
complex policy in
 

a region where s.ifting alliances and varying degrees of dictatorial 
rule
 

can we be so eager to embrace a dictator one
 are par for the course. How 
day who months later we label a Hitler-like figure? Did Saddam Hussein 

really change all Lhat much from July to September 1990? Did not our own 

State Department and CIA tell us of the multiple abuses of human rights, the 

use of poison gas on his own people, the ambitious biological, chemical and
 

nuclear programs that were under way?
 

turn for a moment to the other great challenge that will
Let me 

-- the challenge of revising the dormantconfront us in the very near future 
 -


Here we face an acute dile n -- almostArab-Israeli peace process. 

certainly we must make a serious effort to promote peace between Israel and
 

In part,
its Arab neighbors, but the prospects for success are very dim. 


the fault is our own.
 

Over the years, we have maintained that the only basis for Arab-Israeli 

peace is a negotiation based on the principles of UN Resolution 242. The 

essence of such an approach is the exchange of "territory for peace.' If 

you wish to see an example of what U.N. resolution 242 means in practice, 

look at the Egyptian-Israeli peace treaty. For all its shortcomings, it has
 

produced a peaceful relationship between Egypt and Israel for more than ten 

years. Think how much more troubling the Gulf crisis would have been if 

Egypt and Israel had not been at peace. 

The problem today is that the Egyptian-Israeli model does not seem very 

relevant to the next phase of peacemaking. In part. of 'ourse, that is 

because there is no Anwar Sadat on the Arab side. But even If there were, 

does anyone today believe that a 212-style negotiation is possible? If not,
 

what happened?
 

In short, the answer is that our government, against its better 

judgment, allowed the Likud government of Menachem Begin to empty 242 of Its 

West Bank, Gaza and Golan, to say nothing ofmeaning with respect to the 
east Jerusalem. In striking contrast to previously stated Israeli policy,
 

which had maintained that the *territory for peace' equation applied to each
 

front of the conflict, Begin brazenly reinterpreted 242 to mean that Israel
 

was only obliged to withdraw from Sinai and could then indefinitely keep all
 

the other occupied territories. From time to time, we have noted our
 

disagreement with this interpretation, but when Israel proceeded to extend
 

Israeli law to Golan and to annex de facto large portions of the West Bank, 

we did little more than raise faint protests. Should we then be surprised 

that today the bulk of Israeli opinion believes that Golan and the Vest Bank 
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should remain ndefinitely under Israeli control? 
And should we be
surprised that Palestinians find our enthusiasm for Kuwait's territorial
integrity a bit hard to appreciate in light of our lack of enthusiasm for
preserving at least a portion of their historic homeland for Palestinian
self-determination? 
Of course, we can all point to the events that brought
us to this Impasse, and I am not seeking to apportion blame. But I do want
to underscore how constrained our options are today in Arab-Israeli
peacemaking because of the past 10-15 years of encouraging the Israelis to
believe that their security requires some 
territorial aggrandizement beyond
the 1967 lines and our Inability to demonstrate to Jordan, Syria or the
Palestinians that they have as much to gain from peace with Israel as 
Egypt
did.
 

In coaiclusion. 
let me say that diplomats should not be overly
Influenced by the pessimistic assessments of policy analysts.
diplomacy doet not involve making lots of safe bets. 
The art of
 

We vill have to aim
high even when history tells us to have modest expectations. 
 But as we
chart an ambitious plan for *peace and security* in the post-crisis Hiddle
East, we should remember the weight of past mistakes and, at a
not minimum, try
to add to the list unnecessarily. 
We do have opportunities in the new
circumstances, but vs will need all our skill and determination to exploit
them successfully.
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Mr. OBEY. Dr. Kipper. 

Me. KippER's OPENING STATEMENT 

Ms. KIPPER. Thank you, Mr. Chairman, Members of the commit
tee. It is an honor to be before you this morning to discuss some of 

these issues. 
I apologize for not submitting a written statement. With the 

crush of events, I was not able to. But I agree with virtually every

thing that my colleague Bill Quandt has said. I would like to talk a 

little bit about some other issues, not to repeat. 

U.S. POLICY 

I think after this war is over there is going to be a healing proc
is going to take some time, and American diplomacyess that 

during that period of healing is going to have a very key impact on 

the region. In the past, American diplomacy has tended to look 

through distinct and separate prisms at the various conflicts in the 

region. Either we looked through the prism of our special relation
ship with Israel at the Arab-Israeli conflict, the Mediterranean 
questions, or we looked through the prism of our other special rela

tionship in the region, Saudi Arabia, at Gulf and oil issues. 
I think those days are over. I think the United States now needs 

to have a policy than takes into consideration the regional problems 
simply more complithat existed before August 2nd and that are 

cated and perhaps even more intractable after this war comes to a 

conclusion. 
MIDDLE EASTERN REGIME LEGITIMAUX 

In my view, the sources of legitimacy used by virtually all Arab 

regimes, pan-Arabism and the Palestinian issue, are no longer ade
quate as sources of legitimacy. These regimeo in the Arab world, 

most of which do not represent their people, are going to now need 

to find internal sources of legitimacy. 
With a population of 60 percent of the people in the Middle East 

being under the age of 20, in Iraq for example 70 percent are under 

the age of 30, Iraq has a 4 percent birth rate, Iraq's population will 

double in less than 20 years from now, and the picture is more or 

less the same throughout the region, in some places even a little 

bit worse, in Jordan and even in Egypt, the demographic question. 
So with this 60 percent under the age of 20 as an overall figure, 

we have to look at who these people are. These are the children of 
produce institupetrodollars, money without work, that did not 

tions, democracy, or economic opportunities as these young people 
are also the children of Palestine,come into the job market. They 

most affected by the 1967 Arab-Israelithat generation of Arabs 
War. 

When the Palestinian question became a more specific problem 
with a clearly defined solution that began to focus on the issue of 

the West Bank and the Gaza Strip, there was something that these 

young Arabs could aspire to in terms of a resolution of the Pales
tinian problem. So legitimacy of regimes is going to be a very im

portant question. It is not that it was not there before the crisis, 

but it is now raised and it is on the table in a very public way be
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cause the Iraqi takeover of Kuwait obviously severely damaged orperhaps even destroyed the notion of pan-Arabism and now nationstate-building and sovereignty are going to be key issues for Arabstates. 

EQUrrY
I think we also need to take a look at the question of equit-. Inthe past the United States has found it possible to deal with regimes, meaning with a single man. Part of our problem in the areain our special relationship with Israel is that with Israel, regard.less of which government is in power in Israel, we are neverthelessdealing with an elected system.With Arab regimes, in every caseman, none we are dealing with a singleof which have been properly elected as we understandelections. So this question of equity it seems to me is going to bethe first and foremost on the agenda. It has been there for a longtime, but it has not erupted, so we have been able to maintain apolicy that largely ignored it.When I say "equity," I mean a fair stake in the system betweenelites and masses, between rich and poor, between Israelis and Palestinians, between Arabs and the West, specifically the UnitedStates. I think this question of equity has to come even before theprocess of democratization, which is in &n infant stage in manyplaces in the Middle East, and that equity, social, economic questions, and security questions can begin to buildwhich we can move an atmosphere bytoward or we will see some of the countries inthe Middle East move toward democratization.The political culture and civil society in the Middle East, itseems to me at this stage, is seeking equity rather than full democratization at this moment, and it is very, very pressing because ofthe economic problems in the region. Before this crisis, the MiddleEast was already in a recession, not because this is an area of theworld that should be particularly down and out economically. Itshould not. It has very rich human resources, real agricultural possibilities in many places, industrial capability can be developed,and there is of course oil and cash available.The economic problems have dononey to with spending too muchon the arms race, on corruption, and bad management of.onomies, and this is something that we can no longer afford toerlook. 

REGIONAL SECURITY
I would say that in the post-crisis period there are two very important elements that we have tended to overlook in the region inour policy, and those are regional security, which in my view hastwo different parts. I myself see this healing process taking sometime, and I do not think that anybody will be ready for signedagreements or formal peace treaties once the war is over, but Ithink some other things will be possible.So my view of regional security is that the first thing that wehave to do is to work to make arrangements between countries andparties that are not yet prepared to make peace with each other. Ithink a good example is the Israeli-Syrian arrangements, which do 
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not apply to what happens between them in Lebanon, but there are 
clear red lines, green lines, deterrence, and there is no public rhet
oric virtually from either side for the past 15 years. 

Another example of arrangements would be the U.S.-mediated 
ceasefire prior to 1982, Israel's invasion of Lebanon, between the 
PLO and Israel: informal, unacknowledged arrangements that in 
fact are very, very effective. And I think a hands-on approach 
through the international system, probably the U.N. Security 
Council, will be necessary. 

Between Israel and Syria it has worked for these 15 years be
cause it was backed by the U.S. and the Soviet Union, it was part 
of the Cold War. I do not think that that is possible any more be
cause the influence of the U.S. and the Soviet Union is not going to 
work in the same way in the post-Cold War period. 

ARMS RACE 

The second part of regional security that it seems to me is abso
lutely urgent is that the United States has a real obligation to in
terrupt the arms race that has been going on in the Middle East 
for many, many years. We know that after wars armies get bigger 
and better and more high tech. The arms race in the Middle East 
has been a very competitive one and, if allowed to, the countries in 
the Middle East will certainly spend most of their resources, not on 
development and economic improvements, but rather on the arms 
race. 

So it seems to me that, because we are the largest arms supplier 
to the region, we were the leader of this coalition, and we basically 
waged the war, that it is up to the United States to begin a process 
of arms control on the side of suppliers, the main suppliers being 
the United States, the Soviet Union, France, China, Brazil, Argen
tina, and some others. 

We need an informal process of consultation among suppliers to 
perhaps embargo all arms sales for th,'ee to six months before we 
figure out a regional security regime and the limits on the kinds 
and types and numbers of weapons that should go into the area. 

Of course, for the United States, as for the other countries, it has 
very important domestic considerations. It is an important arm of 
our foreign policy, arms sales. It is also an important economic 
question for the United States. 

But we have to start someplace and we, the United States, 
having waged this war, should be the ones that initiate this kind c,f 
a process. In the past, in the name of the Cold War, chasing com
munists, we armed many countries in the region and we overarmed 
them. The Soviets did the same thing, as did others, and I think 
that we now see that this region is so overarmed with cinventional 
and nonconventional weapons that that arms race absolutely has 
to be interrupted. 

I would say also, as Bill Quandt did, this question of expecta
tions. I will just address two that I see looming before us where I 
think we are going to be severely disappointed. 
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suIONAL ALLANCES 
The first is the idea that somehow the alliance that exists at thismoment between Saudi Arabia, Egypt, and Syria can become in thepost-war period an instrument for stabilization and regional security. I think that these countries will remain friendly and will beable to cooperate in some ways, but I think here in the UnitedStates we should not take the simplistic view that this triangularalliance can become an instrument for the American view of peacemaking and regional security in the region.These three countries, all of which have their own agendas, havetraditional rivalries, and competition, a degree of mistrust. All ofthat will be there after the war is over, when this coalition breaksdown, as the traditional rivalries between many countries that arein the coalition will reemerge when it is over.This coalition was formed with a specific purpose. It will breakdown when that purpose is no longer the main item that pulls everybody together. 

ARAB-ISRAEIJ RELATIONS 
The second expectation I think that exists in the United Statesand in Israel is that suddenly the shape of relations between Israeland the Arab countries is going to change dramatically, that whenthe dust settles Arab countries will be prepared all of a sudden tosit down with Israel and negotiate a common future.I myself do not think that is the case. I think over time the relationship between Israel and Arab states is certainiy going tochange and improve. It will go in the right direction. But withoutdoing something for the Palestinian, I cannot see any Arab stateactually entering into formal negotiations with the State of Israel.On the Palestinians, let me just say one word. I think we may beback to the problem that some people would call who is there totalk to. The PLO remains for the Palestinians the organization towhom they look for leadership, but it would be foolish not to recognize that the PLO and its leadership, what is left of its leadership,have been severely diminished and discredited in the eyes of keyplayers-Saudis, the Egyptians, Syrians, and certainly the United
States. I


I do not think we can expect people in the West Bank and Gazato stand up any time soon. They will continue to look to the PLO,and if in fact Arab parties and the United States, and certainly notIsrael, are not willing to deal with the PLO in its current form andwe have to wait for some kind of transmutation in that organization, nevertheless the Palestinian question must be addressed. Wecannot wait for that to happen.Even in the absence of a Palestinian partner, I think we aregoing to need to work with Israel to take some unilateral steps onthe-West Bank and the Gaza Strip, particularly to improve the economic situation of the people there, and hopefully that will lead toan atmosphere by which elections and an interim agreement willeventually be able to be made. 
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I would also say that we need to commit ourselves publicly and 
loudly to the territorial integrity of all states in the region, includ
ing Iraq. I think that there is some question about that. We have 
only stated it, as I recall, once in the U.S.-Soviet statement, which 
was then criticized. 

So I think that this is a very important issue as well. While these 
states were cut up by the French and the British and they are 
having a lot of problems adjusting to their borders, nevertheless in 

not be in the business of remakifigthe modern world we should 

borders, particularly the United States.
 

The principle involved with Kuwait, of course, that sovereignty is, 
non-negotiable and indivisible, has to be true of other countries in 
the region, too, if in fact American diplomacy "*going to be effec
tive in the coming months and years. 

Thank you, Mr. Chairman. 
Mr. OBEY. Thank you very much. Mr. Klare. 

MR. KLARE'S OPENING STATEMENT 

Mr. KLARE. Thank you very much, Mr. Chairman, for this oppor
tunity to address the subcommittee on the origins of the conflict in 
the Persian Gulf. 

ORIGINS OF THE GULF WAR 

Historians have a natural tendency to look deeper and deeper 
into the past for the origins of modem events, but I would like to 
suggest that the critical turning point in this case was the decision 
by Great Britain in December 1967 to terminate its military role in 
the Gulf area after 1971. Prior to this point, the U.S. had relied on 
the British to act as a guardian of the region and, with the British 
gone, the United States faced a dilemma of how to proceed in that 
area. 

Because the British announcement came at the end of the John
son period, it was left to the Nixon Administration to craft a policy 

soon after taking office in 1969 the Presidentfor the region, and 
asked Henry Kissinger, then the National Security Advisor, to con
duct a study of the region. 

In response, Mr. Kissinger and his staff submitted a National Se
curity Study Memorandum, NSSM-66, in July 1969, and that 
became the basis for an NSC Decision Memorandum, No. 92, which 
governed U.S. policy in the Gulf for many years thereafter. 

not beenTo my knowledge, the texts of these documents have 
made public, but we know from public statements the essence of 
what they contained. What they said in essence is that, with the 
British withdrawal, the United States had to assume siome respon
sibility for protecting western interests in the region, but because 
of the Vietnam conflict then underway it would not be possible for 
the United States to replace the British as a gendarme in the 
region. 

The answer then of the NSC was to select regional powers to act 
as surrogates of the United States and to be converted into region
al gendarmes under U.S. tutelage. As noted by Assistant Secretary 
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Of Defense James Noyes in his 1973 testimony: "A major conclusionof the study was that the United States would not assume theformer British role of protector in the Gulf area, but primarysponsibility for Peace reand stability would henceforth fall on thestates of the region." 

SURROGATE STRATEGyFrom this decision came what you might call the surrogate strat,egy, a strategy that has governed U.S. policy in the Gulf ever sinceand, I would argue, has led in many ways to the present crisis. Theessence of this strategy was that the United States would providemilitary assistance, intelligence data, and technical assistanceregional powers on the basis that they would then act as a regional
to 

gendarme and protect western interests.In order to make this policy work, moreover, thecalled for providing these regimes U.S. policy
and capabilities to defend themselves 

not merely with the weapons
internally or externally, butan excess military capacity that would allow them to play a powerprojection role throughout the area.On the face of it, this seems like a sensible solution. But I wouldargue that the strategy contained three fundamental and interconnectedFirst,flaws:it assumed a basic congruence between U.S. and surrogateobjectives that did not always exist in practice;
Second, it provided 
 these surrogates with the wherewithalpursue territorial and hegemonic ambitions which they would not

to 
otherwise possess;And third, it so thoroughly linked U.S. strategy to the survival ofthe surrogate's national leadership that it often proved impossibleto take decisive action to curb the adventuristic impulses of theregime involved. 

IRANFor the ten years following the adoptionmain instrument of U.S. of the strategy, thepolicy, of course,Shah. Under the was Iran under theterms of NSDM-92, the Nixon Administrationsharply upgraded U.S. military links with the Shah and provided a
vast increase in military assistance 
 through the Foreign MilitarySales program.Ostensibly, these arms transfers were designed to enable Iran toprotect itself and to perform a regionwide police role, and to someextent this strategy succeeded, as in the 1973 Iranian interventionin the Dhofar rebellion in Oman.But the Shah always viewed his role in more grandiose termsthan that of a junior partner in the U.S. strategic scheme, and heset out to restore Persian hegemony over the entire region. Thusthe Shah started aggressively building up his forces, acquiringbases, seizing some islands in the Gulf, and, most ominously, sponsoring a Kurdish insurgency inside of Iraq.These moves naturally aroused great alrm in neighboring countries, including Saudi Arabia and especially in Iraq, and from thperiod on we see an arms race developing between Iran and Iraq asthe two countries moved closer to outbreak of hostilities. 
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The U.S. alliance with Iran also had an impact on internal 
developments in Iran, arousing the hostility of Islamic masses 
against the Shah, who was seen as being too closely aligned with 
the West, and leading ultimately to the revolution in 1978-1979 
that overthrew the Shah. 

THE CARTER DOCTRINE 

The fall of the Shah led to a full-scale reassessment of U.S. policy 
in the region, conducted by the Carter Administration in June 
1979, which led to the Carter Doctrine of January 1980, in which 
the U.S. pledged to use force in the region to protect oil supplies if 
needed.
 

But while there was an emphasis on force, the Carter Adminis
tration never abandoned the surrogate doctrine, but rather made a 
significant effort to prop it up. With Iran no longer able to serve as 

the role of Saudia gendarme, Carter officials sought to enhance 
Arabia aqd Israel in regional peacekeeping operations and also pre
pared the groundwork for Egypt to play such a role. 

As before, arms sales were the principal instrument of U.S. 
the next six years, 1980 to 1985, U.S.policy in the area, and over 

arms transfers to those three nations reached $28 billion. 

INDIRECT MILITARY ASSISTANCE TO IRAQ 

At this point U.S. officials had no intention of forming such a re
lationship with Iraq, but events soon moved quickly in that direc

and the rise of the Khomeinition. With the fall of the Shah 
regime, Iraq saw an opportunity to settle the disputes that had 
arisen over the past ten years with the Shah and, motivated by the 

Hussein of Iraqbreakdown in the Iranian army, President 
launched an invasion in September 1980. 

At the same time, the hostage crisis of 1979-1980 made the 
United States view Iran no longer as an ally, but rather as an ad
versary and a threat, as the fear of Islamic fundamentalism spread 
throughout the region. As a result, there was a congruence of the 
two nations, Iraq and the United States, on the age-old premise 
that the enemy of my enemy is my friend. 

The new quasi-alliance between Baghdad and Washington began 
to take place in the early 1980's under the Reagan Administration, 
and was finalized in a secret NSC study in October 1983 which 
called for an overt policy of neutrality, but an indirect policy of as
sisting Iraq through military transfers engineered through third 
countries and technical assistance through Commerce Department 
channels.
 

That document has not been made public, but again there have 
been many public statements to this effect. For instance, in 1987 
Under Secretary of State Michael Armacost said that: "Our friends 
in the region view Iraq as a buffer that must not be allowed to col
lapse." And I think this was the premise on which the Reagan Ad
ministration proceeded during the Iran-Iraq War. 

So a new variant of the surrogate strategy was born. Viewing 
Iraq as a buffer against Iranian expansionism, the U.S. moved to 
beef up Iraq's military capabilities through a number of indirect 
channels. Four indirect channels I will briefly mention. 
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First, the sale of civilian helicopters, aircraft, and vehicles wit]military applications, such as the 1982 sale of 60 Hughes Model-50helicopters and a 1984 sale of 45 Bell-214 helicopters. Although thState Department insisted that these would be used for civiliaipurposes, there have been many reports since then that they havbeen used for military purposes.Second, the sale of dual-use technology with potential militar3applications. Since 1984, the Commerce Department has approvecthe sale of some $1.5 billion worth of dual-use technology to Iraqincluding supplies and equipment going to the Saad-16 military research complex north of Baghdad.Again, as with the case of the helicopters, the State Departmentsaid these sales were justified on the grounds that they were forcivilian purposes, but members of the staff of the Defense Department have testified that they issued warnings that this technologywould be used for military purposes.A third channel is the transfer of intelligence data, particularlysatellite intelligence data, to Iraq.
And the fourth channel is the encouragement
particularly to third parties,our allies in Europe, to supply arms directly to Iraq,while simultaneously following Operation Staunch, the embargoagainst Iran. As a result of this selective policy of encouragingsales to Iraq while stopping sales to Iran, Iraq was able to obtain$46.5 billion worth of imported arms between 1981 and 1988, whileIran received oniy $14 billion worth-a very significant difference.Together, these four vehicles for indirect military assistance hada considerable outcome on the effect of the war. However, as in thecase of U.S. aid to the Shah, the application of the strategy had unintended consequences that were not so benign and lead us to thepresent crisis.In particular, the U.S. tilt toward Iraq helped fuel the hegemonicambitions of Saddam Hussein and instructed him in ways of acquiring military aid and technology from the West. By the end ofthe war, we had helped create a self-confident despot who entertained grandiose visions of regional domination.American aid to Hussein did not cease, moreover, with the end ofthe Iran-Iraq War. Indeed, the logic of the surrogate strategy nowtook on a life of its own as Washington sought to preserve its quasialliance with Saddam Hussein. No longer viewed merely as abuffer, Iraq was seen as a former Soviet ally that could be persuaded to abandon its anti-western policies and engage in a more collaborative relationship with Washington.
On this basis, the Bush Administration continued its policy of
supplying Saddam Hussein with sensitive military technology and
of permitting major arms transfers by Western European suppliers.
It is important to 
note that this policy of aiding Iraq continuedeven after it was revealed that Iraqi forces had used lethal chemiml weapons against Kurdish civilians.
 

OUTCOME OF U.S. ASSISTANCE TO IRAQthink the continuation of this policy didIraqi capabilities. I think it led Sadda 
more than build upHussein to believe that theUnited States had no objections to his quest for regional hegemony, 
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and I think it is in this context that we should view the fateful 
interview in July 1990 between Ambassador Glaspie and Saddamn 
Hussein, in which she implied that the United States did not have 
strong objections to his territorial ambitions. 

Whether this influenced his decision to seize Kuwait, we do not 
know. But I have no doubt that it allayed any anxiety he might 
have had about a hostile American response. 

In concluding, what can we learn from all this for U.S. policy to
wards the Gulf? It seems to me that the policy of relying on surro
gates to carry out American policy objectives is inherently flawed 
because always, as the previous witness testified, these regional 
surrogates have their own agenda and are going to pursue them 

sooner orand use American military assistance for that purpose 
later. 

Despite this record, I fear that the United States will return to 
as its response to the aftermath of thethe surrogate doctrine 

present crisis. We have heard talk of a new security arrangement
this is going tobased on Arab states of the area, and I am sure 

a great deal of additionallead to requests to Congress to provide 
military aid and arms transfers to these countries. 

Before Congress proceeds in this direction, I hope that there will 
be a thorough review of the consequences of this kind of assistance, 
and I support the call by Representative Lee Hamilton for a mora

on arms sales to the Middle East while Congress can contorium 
duct this survey and develop a long-term strategy that does not 
rely on the use of surrogates. 

Thank you very much. 
[The prepared statement of Michael T. Klare follows:] 
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Mr. .Chairman and Members of the Subcommittee:
 
It is a distinct honor to appear before the Subcommittee 
on
 

Foreign Operations today and to have this opportunity to discuss
 
the origins of the present crisis in the Persian Gulf. 
I cannot
the U.S. Congress, and I hope that these hearings will help to
shed some light on 


think of a more important subject for serious investigation by
 
this vital concern.
 

Historians have a natural tendency to look deeper and deeper
 
into the past for the cause of contemporary events, but in this
 
case I would like to suggest that the critical turning-point
the December 1967 announcement by Great Britain that it would

was
terminate its military presence in the Persian Gulf area by the
 
end of 1971. 
 Prior to this point, the United States had always
 
relied on Britain to serve as 
the principal guardian of Western
 
interests in the oil-rich Gulf area--a role that it had played
 
since the end of World War II. 
 With Britain no longer willing to

perform this custodial role, Washington 
was faced with the
 
critical dilemma of how to guarantee the continued safety of
 
vital Western interests. 
 In resolving this dilemma, U.S.
 
officials adopted certain policies and practices that in my view

ultimately set the stage for the present crisis in the Gulf.


Because the British announcement
of the Johnson Administration, came during the final
it was year
Administration 
 left to the incoming Nixon
area. to craft a new U.S. strategy for the Persian Gulf

Soon after taking office, President Nixon asked his
 

National Security Adviser, Henry A. Kissinger, to conduct a
 
thorough review of U.s. strategy toward the Gulf.
the National Security Council 
 In response,
(NSc) staff submitted National

Security Study Memorandum No. 66 
(NSSM-66) on July 12, 1969. 

the basis of recommendations contained in this report, Mr. 


On
 
Nixon
92), 


then signed National Security Decision Memorandum No. 92 
(NSDMwhich thus became the operative document governing U.S.
Policy in the Persian Gulf area.
 
To my knowledge, the texts of NSSM-66 and NSDM-92 have never
 

been made public. 
However, the rough outlines of these documents
 
can be deduced from the testimony and public statements of key

fipures involved in the preparation and implementation of the

documents, including Under Secretary of State Joseph J. Sisco and.
 

1
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What they
 
Deputy Assistant Secretary of Defense 

James H. Noyes.1 

too important


said, in effect, was that the Gulf 
area was 


strategically to be left to its 
own devices in the wake of the
 

British withdrawal, but that, in 
light of the massive U.S.
 

involvement in Vietnam, the United States could 
not be expected
 

to assume the British role as regional 
overlord. How to resolve
 

The answer, according to the NSC, 
was to adopt
 

this conundrum? 
 surrogates of the 	United States,
 
one or more regional states as 


and to convert them into regional 
gendares under U.S. tutelage.
 

in his 1973 testimony before the 
House
 

As noted by Mr. Noyes 

Foreign AfLairs Committee, "A 

major conclusion of that study
 

[i.e., NSSH-66]...was that the United 
States would not assume the
 

former British role of protector 
in the Gulf area, but that
 

primary responsibility for peace 
and stability should henceforth
 

fall on the states of the region.... 
We especially look to the
 

leading states of 	the area, Iran 
and Saudi Arabia, to cooperate
 

2
 
for this purpose."
 

From this decision arose what might 
best be called the
 

"Surrogate Strategy," the approach which was 
to govern U.S.
 

In
 
policy toward the Persian Gulf 

for the ensuing twenty years. 


essence, the Surrogate Strategy 
held that the United States would
 

rely on friendly regional powers 
to advance and protect U.S.
 

interests in the Gulf, and that, 
to enable them to perform this
 

function, the United States would 
provide them with military aid,
 

arms transfers, and other forms 
of security assistance. Also,
 

the U.S. Government would work closely 
with officials of the
 

nations involved to insure a close 
alignment between their
 

What was intended, in
 
policies and those of the United 

States. 


sum, was a form of "junior partner" arrangement, wherein 
the
 

United States would make the major 
strategy decisions for the
 

Gulf and the surrogate powers 
would be given the job of
 

implementing them on the ground.3
 

Although developed specifically in response 
to developments
 

in the Gulf, the Surrogate Strategy 
was in full conformity with
 

the so-called "Guam Doctrine" or 
"Nixon Doctrine," which applied
 

1. See the testimony by Sisco and 
Noyes before the
 

Subcommittee on the Near East and 
South Asia of the House 

Perian
Perspectives on the 

Committee on Foreign Affairs in 

New 	
persian Gull
let Ses., 1973) and The 
Gulf (Hearings, 93rd Cong., 	 See also: James H.
2d Ses., 1974).
1974 (Hearings, 93rd rong., 


(Stanford: Hoover 	Institution 
Press,
 

Noyes, The Clouded Las 


5 3-Fi.
1979), esp. pp. 


on the Persian Gulf, p. 39.
 2. New Perspectives 


3. I first addressed the "Surrogate 
Strategy" in American
 

Arms supermarket (Austin: University of Texas Press, 
1984), pp.
 

108-126.
 

2
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this "junior partner" system to a wide array of U.S. allies in
the Third World. 
In a revealing description of this basic
strategem, then Secretary of Defense Melvin Laird told this
Subcommittee in 1970 that: "The challenging objectives of our new
policy can therefore best be achieved when each partner does its
share and contributes what it best can to the common effort. 
In.
the majority of cases, this means indigenous manpower organized
into Properly equipped and well-trained armed forces with the
help of materiel, training, technology, and specialized military
skills furnished by the United States."4
 
At the core of the Surrogate Stragegy (or Nixon Doctrine),
then, was an informal "contract" whereby the United States agreed
to furnish arms and other forms of military assistance to the
nations involved in return for a pledge by the recipient that it
would carry out certain types of military functions on behalf of
and at the behest of the U.S. Government. Moreover, given the
requirement that these surrogates be able to maintain stability
across the region at large, it 
was assumed that U.S. arms
transfers and military aid would transcend that needed merely for
internal -cri-andtertral defense byorvdn
Snfcit 
 ca ac) 
 er roection.
 
On the face of it, this seems like a sensible solution to
the dilemma faced by Washington in the wake of Britain's 1967
decision to withdraw from the Gulf. 
 But the strategy contained
three fundamental and interconnected flaws: first, it assumed a
basic congruence between U.S. and surrogate objectives that did
lot always exist in practice; second, it provided these
3urrogates with the wherewithall 
to pursue territorial and
legemonic ambitions that they would not otherwise possess; and
:hird, it as thoroughly linked U.S. security interests to the
:ontinued predominance of the surrogate's national leadership
;hat it often proved impossible to take decisive action to curb
;he adventuristic impulses of the regime involved.
:ry As I shall
to demonstrate, these three flaws lie at the heart of the
oresent crisis in the Persian Gulf.
 
For the ten years following its adoption, the Surrogate
Strategy was applied principally to Iran, then ruled by Shah
Mohammed Reza Pahlavi. 
 No other state in the region was both
friendly to the United States and sufficiently powerful to serve
as a regional gendarme. 
Hence, in consonance with NSDM-92, the
Nixon Administration upgraded American ties with the Iranian
government and began to increase U.S. arms supplies and technical
assistance to the Iranian military. 
The fact that Shah Pahlavi
 

4. U.S. Congress, House, Committee on Appropriations,
Subcommittee on Foreign Assistance, Foreign Assistance and
RelatedAenciesAropriations for 1971, Hearings, 91st Cong.,
3d Seas., 1970, p. 307.
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had an insatiable appetite for modern arms (and also had
 
sufficient oil revenues to pay for them) also contributed to the
 
rise in U.S. arms sales to Iran. In May 1972, President Nixon
 
and Mr. Kissinger flew to Tehran and signed a secret agreement
 
with the Shah whereby the United States agreed to provide Iran
 
with (in the words of a Senate investigative report) "virtually
 
any weapons systems which it wanted."5
 

Ostensibly, these weapons were intended to enable Iran to
 
protect itself against aggression and also to perform police-type
 
operations throughout the Gulf area. To oome ou:tent, this
 
strategy succeeded: in 1973, for instance, Iranian forces were
 
deployed in Oman to help suppress a separatist rebellion in
 
Dhofar province. But the Shah always viewed his role in more
 
grandiose terms than that envisioned by U.S. strategists. Not
 
content to serve merely as a junior partner in the U.S. strategic
 
scheme, he set out to restore Persian hegemony over the entire
 
Gulf region. "Not only do we have national and regional
 
responsibilities," he boasted to Arnaud de Borchegrave in 1973,
 
"but also a world role as guardian and protector of 60 percent of
 
the world's oil reserves."6 (Bear in mind that significant
 
portions of that 60 percent were claimed by Saudi Arabia, Kuwait,
 
Iraq, and the smaller Persian Gulf sheikdoms.) Consistent with
 
these hegemonic visions, he seized several islands in the Gulf
 
belonging to the United Arab Emirates, built a large naval base
 
at Bandar Abbas on the Gulf coast, and sponsored a Kurdish
 
insurgency inside Iraq.
 

These moves naturally caused great alarm in neighboring
 
countries, and prompted several of them--especially Iraq and
 
Saudi Arabia--to build up their own military capabilities and to
 
prepare for a possible confrontation with Iran. Indeed, Iranian
 
support for the Kurds proved so destabilizing to Iraq that Saddam
 
Hussein was forced to make boundary concessions to the Iranians
 
(under the Algiers Accord of March 6, 1975, ceding the eastern
 
half of the vital Shatt-al-Arab waterway to Iran) in return for a
 
cessation of such support; this humiliation, in turn, led Saddam
 
Hussein to commence the military buildup that was to culminate in
 
Iraq's September 1980 invasion of Iran.7
 

The U.S. alliance with the Shah also had a significant
 

5. U.S. Congress, Senate, Committee on Foreign Relations,
 
U.S. Military Sales to Iran, Staff Report, 94th Cong., let Sess.,
 
1976, p. 4.
 

6. Interview, Newsweek, May 21, 1973, p. 44.
 

7. For discussion, see Anthony H. Cordesman and Abraham R.
 
Wagner, The Iran-Iraq War, Vol II of The Lessons.'of.Modern War
 
(Boulder: Westview, 1990), pp. 15-23.
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impact on the domestic political environment ithin Iraq.
Although supported by some elements of Iranian society, Shah
Pahlavi alienated many Iranians who felt that he was spending too
much money on arms and the military (instead of on domestic
development projects) and that, by aligning so closely with the
West, he was straying too far from the Islamic roots of his own
society. 
The presence of some 10,000 American military
technicians--most of whom lived a conspicuous Western life-style
considered objectionable by devout Moslems--also contributed to
domestic unease. 
 Ultimately, this 
unease resulted in 
an outright
revolt against the Pahlavi regime, accompanied by a fierce
outbreak of anti-Americanism.
 

reassessment of America's Persian Gulf strategy by the Carter
Administration. 


The fall of the Shah in January 1979 led to a full-boale
 
In June, following a series of high-level NBC
meetings, President Carter adopted a number of policy initiatives
which later came to constitute what became known as the "Carter
Doctrine."8 
 Specifically, the new policy called for the creation
of a "rapid deployment force" (RDF) to allow for dLirect U.S.
military intervention in the Gulf should that prove necessary to
protect key oil assets. 
 Also mandated was the establishment of
"basing arrangements" with a number of countries in the area, so
as 
to facilitate deployment of the RDF in the event that U.S.
intervention was called for. 
A permanent U.S. naval presence In
the Indian Ocean was another outcome of this review.9
 

But while the June'1979 NBC review led to preparations for a
direct U.S. military presence in the Gulf, the Carter
Administration never abandoned the Surrogate Strategy but rather
made a significant effort to prop it up. 
With Iran no longer
able to serve as regional gendarme, Carter officials sought to
enhance the role of Saudi Arabia in regional peacekeeping
operations. 
Israel was also invited to play a more significant
role in U.S. milititry planning for the larger area. And,
following the Camp David accords, Egypt was invited to serve in
surrogate capacity (although focused more on North Africa and the
a
 

Red Sea area than on the Gulf).
constituted the principal means by which the United States
encouraged and assisted these countries to perform a surrogate
role. Following a February 1979 visit to Saudi Arabia, Israel,
and Egypt by then Secretary of Defense Harold Brown 


As before, arms transfers
 

(this being
the first visit to Saudi Arabia by a U.S. Secretary of Defense),
the Administration announced major sales of advanced aircraft and
 

8. For discussion of the June 1979 NSC review, see TheNw
YorkTimes, June 28, 1979.
 
9. These initiatives were formally unveiled in President
Carter's State of the Union Address of January 23, 1980.
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missiles to the three countries.10 In the six years that
 
followed (Fiscal 1980-85), the United States sold these countries
 

total of $27.9 billion worth of arms, ammunition, and military
a 

services under the Foreign Military Sales 
(FMS) program.11
 

At this point, U.S. officials had no intention of forging
 

such ties with Iraq, then seen as a close ally of the Soviet
 

Union. But events were to proceed in such a fashion as to
 
The
 

promote a quasi-alliance between Washington and Baghdad. 


these events, of course, were the ascension
 most significant of 


in February 1979 of the Ayatollah Khomeini as the supreme ruler
 

of Iran, and the outbreak of the Iranian hostage crisis 
eight
 

months later.
 

The rise of Khomeini clearly led the Iraqi leadership to
 

fear further pressure from Iran--motivated this time not 
by so
 

much by hegemonic ambitions as by a desire to install a
 

fundamentalist Shi'ite regime in Baghdad--while the disarray in
 

the Iranian military caused by purges of pro-Shah officers led
 

Saddam Hussein to consider the time ripe for a decisive move
 
Following a series of border skirmishes and other
against Iran. 


incidents, Hussein launched a full-scale invasion in September,
 

The hostage crisis, for its part, completed the
1980. 

transformation of Iran from an ally to an adversary, and led U.S.
 

for limiting the expansion of
officials to consider various means 

Iranian power. These two developments inevitably led Washington
 

and Baghdad to view each other as potential allies, on the age

old premise that the enemy of my enemy is my friend.
 

The quasi-alliance between Washington and Baghdad did not
 

form immediately, but began to take shape in 1982 when Iran
 

assumed the initiative on the battlefield and laid siege to
 

Basra, Iraq's second-largest city. Fearing that Iran would
 

conquer Iraq and then extend its power throughout the Middle
 

East, the Reagan Administration began secretly todconsider ways
 

of helping Baghdad to resist Khomeini's forces. "We were
 

terrified Iraq was going to lose the war," explains Geoffrey
 

Kemp, who in 1982 was head of the NSC's Middle East section.
 it's
"Our policy was never that we wanted Iraq to win the war; 


just that we didn't want Iran to win."12 This premise was
 

10. For discussion of Brown's trip, see: The New York Times,
 
The Wall Street Journal, February
February 11, 12, and 17, 1979; 


14 and 16, 1979; and James Cannon, "Pentagon's Ne-r Plan for
 

Mideast Defense," Business Week, February 19, 1979, p. 19.
 

11. U.S. Defense Security Assistance Agency, Foreign
 

Military Sales, Foreign Military Construction Sales, and Military
 

Assistance Facts, As of Scpt. 30, 1989.
 

12. Quoted in The Washington Post, September 16, 1990.
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subsequently incorporated into a secret NBC study on the Gulf,
approved by the White House in October 1983. 
 According to
Richard M. Preece, a Middle East expert at the Congressional
Research Service (CRS), 
the 1983 NSC study called on Washington
to provide Iraq with indirect forms of aveistance and to
encourage other states in the region to provide more visible
forms of support.13
 

Like earlier NBC documents on the Gulf, the 1973 NSC study
has not been made public. It is possible, however, to glean the
essentials of the study from the statements of key Administration
officials. 
Thus, in a July 1987 study of U.S. policy in the Gulf
commissioned by the Department of State, Jeffrey Schloesser, a
Political-Military Officer in the Department's Bureau of Near
East and South Asian Affairs, wrote that "Iran's current policy
of expansionism is 
a special danger. 
Iran seeks 
to eliminate
superpower presence in the area and to create instability in the
soderate Arab nations of the gulf. 
 The effects of... Iranian
legemony in the gulf would be catastrophic to our interests..
klthough noting that "Iraq began the war" in the Gulf, Schloesser
irgued that Iran alone represented a continuing threat 
to U.S.
Lnterests and that therefore "the challenge to the international
,ommunity is to pursue efforts that will have the cumulative
ffect of bringing Iran to the bargaining table."14
 
In another key statement, cited by Schloesser as a major
expression of U.S. policy, Under Secretary of State for Political
Affairs Michael H. Armacost told the Senate Foreign Relations
Committee on June 16, 
1987 that "It 
is to frustrate Iranian
hegemonic aspirations that the Arab gulf states continue to
support Iraq. 
 It is for similar reasons that other close
friends, such as Egypt and Jordan, also assist Iraq--despite
their previous difficulties with Baghdad. 
Iranian hegemony over
the gulf and the spread of Iranian radical fundamentalism beyond
Lebanon worry them greatly.


asa They and the gulf states Vi Iraq

added.) 

buffer that must not be allowed to collase."15 (Emphasis
Armacost did not specificaly say that Washington viewed
Iraq in this fashion, but that, I believe, was the clear
Implication of his remarks.
 

And so, a new variant of the Surrogate Strategy was born.
 

13. Preece's comments are cited by Judith Miller and Laurie
Mylroie in Saddam Hussein and the Crisis in the Gulf (New York:
Times Books, 1990), p. 145. 
 The NSC study is also discussed in
TheNew York Times for December 16, 
1986.
 
14. U.S. Department of State, U.S.Policy in
thePersian
Gulf, Special Report No. 166, July 1987, pp. 1, 3.
 

15. Ibid., pp. 10-11.
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:Viewing Iraq as a "buffer" against Iranian expansionism--and
 

thus, in effect, an unintended agent of U.S. policy--the 
United
 

State sought to equip Iraq to perform its buffer role more
 
The first step in this process was to remove Iraq
effectively. 


from the State Department's list of nations that support
 

international terrorism, a designation that made it ineligible
 

for any form of U.S. economic or trade assistance. This step was
 

taken in March 1982, and Baghad quickly took advantage of the
 

fact to apply for hundreds of millions of dollars in loan
 

guaranties from the U.S. Agriculture Department's Commodity
 

Credit Corp. (CCC), in order to finance purchases of U.S.
 

foodstuffs. (Iraq subsequently took out over $1 billion worth of
 

CCC-backed loans.) The Reagan Administration also gave its
 

approval to U.S. corporate participation in a number of major
 

petrochemical and industrial projects in Iraq--projects that
 

would help boost the Iraqi economy and thus enhance its capacity
 

to sustain the war against Iran.16
 

It is in the military area, however, that the Reagan
 

Administration's so-called "tilt" toward Iraq most clearly
 
Although the
resembled the Surrogate Strategy of the Nixon era. 


official U.S. policy of neutrality barred any direct sales of
 

weaponry to Iraq, the Administration allowed several indirect
 

forms of military assistance to develop. These included:
 

(1) Sales of civilian helicopters. aircraft, and vehicles
 

that could be used for militarN applications. Since 1982, the
 

Commerce Department has repeatedly approved the sale to Iraq of
 

helicopters, trucks, and other vehicles with a potential military
 

use on the grounds that Washington had received assurances from
 

Baghdad that they would be used for civilian purposes only.
 
a 1982 sale of 60 Hughes Model-500
Among these transactions was 


helicopters and a 1984 sale of 45 Bell Model-214ST helicopters.17
 

Although both the Hughes-500 and the Bell-214ST are produced
 

in military configurations, the State Department brushed off
 

warnings from Members of Congress that Baghdad's assurances could
 

not be trusted to refrain from using these helicopters in a
 
Since then, there have been numerous reports that
military mode. 


U.S.-made helicopters have indeed been used by the Iraqi
 
and both the 5009 and 214STs are listed by the
militaryl, 


hiahlv-resnected Jaffee Center for Strategic Studies of Tel Aviv
 

16. See The Washington Post, September 16, 1990.
 

17. See The Los Angeles Times, February 13, 1991.
 

18. ibid.
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University as being in the inventory of the Iraqi Air Force.19.
 
(2) Sales of "dual-use- technology with potential military
applications. 
 Since 1984, 
the U.S. Commerce Department--with
State Department approval--has approved the sale of some $1.5
billion worth of "dual-use" technology (that is, technology which
can be used for both civilian and military applications) to Iraqi
government agencies and installations, including military-related
installations like the giant Saad-16 research complex north of
Baghdad. According to several newspaper reports, a total of 486
licenses were granted by Commerce between 1985 and 1990 for sales
of sensitive technology to Iraq, including computers and other
scientific devices that can be used in the development of
ballistic missiles and other modern weapons.20
 

As was the case with the helicopter sales described above,
U.S. officials insisted that they had only approved these sales
after receiving assurances from Baghdad that they would be used
for non-military purposes only. 
However, several former
government employees, including former Under Secretary of Defense
Stephen D. Bryen, have testified that senior Reagan
Administration officials were warned by the Department of Defense
that Iraq was 
likely to use this technology for military
purposes.21 
Describing a 1986 sale to Iraq of sophisticated U.S.
computers, for instance, Bryen observed that "We believed at the
time that the computers were going to be used to help refine the
accuracy of [Saddam] 
Hussein's missiles." 
 Despite such warnings,
the computer sale was ultimately approved. 
Commerce officials
"didn't dispute" the Defense Department's warnings, Bryen noted,
"they simply ignored them."22
 

(3) Transfers ofintelli 
ence data. Beginning in 1984, the
United States provided Baghdad with intelligence data on Iranian
troop positions gleaned from satellite photographs. Reportedly,
3 special Central Intelligence Agency (CIA) office was set up in
 

19. Shlomo Gazit, et. al., 
TheMiddleEastMilitaryBalance
1988-1989 (Jerusalem: Jerusalem Post, and Boulder: Westview
Press, 1989), p. 182.
 

20. See: The WashingtonPost, November 16 and 17, 1990; De
Los AnelesTimes, February 13, 1991; 
and The Wall Street
Journal, December 7, 1990.
 

21. See The Los Angeles Times, September 28, 1990, regarding
the testimony by Bryen and former Assistant Secretary of Defense
Richard N. Perle on September 27 before the Subcommittee on
Commerce, Consumer and Monetary Affairs of the House Government
Operations Committee.
 

22. Quoted in The Los Angeles Times, February 13, 1991.
 

9
 

http:purposes.21
http:weapons.20
http:Force.19


28
 

Baghdad to effect the transfer of intelligence, and Iraqi
 
officials met in Washington with CIA Director William Casey to
 
be briefed the significance of the satellite data.23 These
 
intelligence transfers are believed to have aided Iraqi forces in
 
repelling attacks by Iran during the mid-1980s.24
 

(4) Encouragement to France and other European suppliers to
 
sell arms to Iraq. Although the United States claimed neutrality
 
in the Iran-Iraq conflict, it imposed a strict embargo on arms
 
sales to Iran ("Operation Staunch") while inviting France and
 
other U.S. allies to sell a wide array of modern weapons to Iraq.
 
To what extent Washington communicated its approval to Paris and
 
other European capitals is not known, but the Reagan
 
Administration went out of its way to emphasize the selective
 
nature of Operation Staunch. The embargo, Under Secretary
 
Armacost testil.ed in 1987, "is aimed specifically at Iran
 
because that country, unlike Iraq, has rejected all calls for
 
negotiations."25 The impact of this selective embargo on Iraqi
 
and Iranian arms acquisitions was considerable: according to the
 
CRS, Iraq received $46.7 billion worth of imported arms in 1981
88, while Iran received only $13.8 billion worth.26 The effects
 
of this were clearly seen in the later stages of the war, when
 
Iraq regained the initiative on the battlefield and Iran was
 
unable to resist effectively.
 

Together, these four vehicles for indirect military
 
assistance had a considerable impact on the outcome of the war:
 
while many factors undoubtedly contributed to the Iranian
 
collapse, there is no doubt that Iraq's superior arms,
 
technology, and intelligence data contributed significantly to
 
the Iraqi advantage.27 In this sense, the U.S. strategy of
 
using Iraq as a buffer against Iranian expansionism can be said
 
to have been relatively successful. However, as in the case of
 
U.S. aid to Iran under the Shah, the application of this strategy
 
to Iraq had unintended consequences that were not so benign. In
 
particular, the U.S. "tilt" toward Iraq helped fuel the hegemonic
 

23. See The Washington Post, December 15, 1986, and The New
 

York Times, December 16, 1986.
 

24. See Miller and Mylroie, Saddam Hussein, p. 145.
 

25. U.S. Policy in the Persian Gulf, p. 12.
 

26. Richard F. Grimmett, Trends in Conventional Arms
 
Transfers to the Third"World by Malor Supplier. 1981-1988,
 
Congressional Research Service, Washington, D.C., August 4, 1989,
 
pp. 50-51.
 

27. For discussion, see Cordesman and Wagner, The Iran-Iraq
 

War, pp. 591-94.
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ambitions-of Saddam Hussein and instructed him in ways of
acquiring military aid and technology from the West. 
By the end
of the war, we had helped to create a self-confident despot who
entertained grandiose visions of regional domination.28
 
American assistance to Hussein did not cease, moreover, with
the end of the Iran-Iraq war. 
 Indeed, the logic of the Surrogate
Strategy now took on a life of its 
own as Washingtoll sought
preserve its quasi-alliance with Saddam Hussein. 

to
 
viewed merely as No longer
a "buffer" against Iranian expansionism, Iraq
was seen as a former Soviet ally that could be persuaded to
abandon its militant anti-Western policies and to engage in a
more collaborative relationship with Washington. 
In explaining
U.S. policy to Iraq in 1988-90, Deputy Assistant Secretary of
State Edward W. Gnehm noted that "As a powerful nation with a
global outlook, we are obliged to develop as close relationships
as possible with countries in these positions, especially where
we have strategic interests." 

"there was In the State Department's view,
a reasonable expectation that Mr. Hussein might well
want to develop closer ties to the West." 
 Through our trade and
diplomatic efforts, he noted, "we hoped to be able to weave him
into the fabric of Western nations."29
 

On this basis, the Bush Administration continued its 
policy
of supplying Iraq with sensitive military technology and of
allowing major arms transfers by Western European suppliers.
is important to note, moreover, that this policy of aiding Iraq
It
 

was sustained even after it 
was revealed that Iraqi forces had
used lethal chemical weapons 
(CW) in attacks on Kurdish
civilians, and had forcibly relocated hundreds of thousands of
Kurds from strategic border areas 
to interior settlements.
klthough the State Department issued a number of protests in
response to the CW incidents, no effort was made to cut off the
flow of U.S. agricultural credits 
or technology transfers, or to
liscourage our allies from selling arms 
to Baghdad. Efforts by
lembers of Congress to impose trade sanctions against Baghdad
iere resisted by the Bush Administration, and internal protests
)y senior Pentagon officials regarding the flow of sensitive
echnology were often overruled by the Department of State.30
)nly after it was revealed that Iraq was seeking materials for
,he manufacture of nuclear weapons, in March 1990, did the Bush
,dministrationbegin to tighten up procedures for the transfer of
 
24. For a portrait of this despot, see Miller and Mylroie,
 

Baddam Hussein.
 

29. Quoted in The New York Times, August 13, 1990.
 
30. See: The New
York Times,
Post, September 13, 1990; 

August 13, 1990; The Washin ton
and The Wall StreetJqural, December
 
7, 1990.
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sophisticated technology.
 

The continued application of the Surrogate Strategy to Iraq
 
did more than assist in the development of Iraqi military
 
capabilities. It is my belief that these expressions of U.S.
 
support for Iraq led Saddam Hussein to believe that the United
 
States Government was in full sympathy with his quest for
 
regional hegemony. Why else, he must have reasoned, was
 
Washington so muted in its response to his use of poison gas
 
against Kurdish civilians, and why else would Washington assist
 
in his acquisition of advanced military technologies? Possessed
 
of a devious mind himself, Hussein must have concluded that the
 
only plausible explanation for this behavior was an implicit U.S.
 
policy of aiding Baghdad in converting Iraq into a regional
 
hegemon. Certainly the message given to Hussein by Ambassador
 
April Glaspie in her fateful July 25, 1990 interview with
 
Hussein--to the effect that Washington had no firm position on
 
Iraqi claims on Kuwait--must have been interpreted by him as
 
virtual confirmation of this assessment. 
Whether this influenced
 
his decision to seize Kuwait on August 2 cannot, at 
this point,
 
be established, but I have no doubt that it allayed any anxiety
 
he might have had about a hostile American response.
 

What can we learn from all of this about U.S. policy toward
 
the Persian Gulf? It seems to the that the principle of relying
 
on surrogates to carry out American policy objectives is an
 
inherently flawed approach. However close the perceived
 
alignment between the United States and any given surrogate, we
 
are not taking here of a true and lasting partnership between
 
sovereign nations with a shared international perspective (as was
 
the case with the NATO alliance), but rather a "marriage of
 

can out of a
convenience" in which each side seeks to get what it 

temporary association. For the United States, this means help in
 
curbing regional threats or disorders that Washington does not
 
wish to confront directly, with American forces; for the
 
surrogate, this means obtaining the wherewithall to resist any
 
rivals in the area and to pursue long-held hegemonic ambitions.
 
Inevitably, this very process creates a divergence between U.S.
 
and surrogate interests (as the surrogate proceeds to advance its
 
own regional agenda), leading, in many cases, to a significant
 
injury to U.S. interests. This occurred in Iran in 1979 and in
 
Kuwait in 1990.
 

Despite this record, I fear that the United States will turn
 

again to the Surrogate Strategy in the wake of the current
 
conflict. President Bush and Secretary Baker have both indicated
 
that they seek a new "security arrangement" in the Gulf area that
 
will ensure regional stability and protect long-term U.S.
 

Both have also made it clear that U.S. ground forces
interests. 

(and most air and sea forces) will be withdrawn from the area as
 
soon as possible after the cessation of hostilit

4 em. I can only
 
surmise from this that the Administration envisions some new
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system of surrogates 
to fulfill this security function. No doub
the United States Congress will be asked to help cement such an
arrangement by approving massive transfers of American weapons tc
any nations selected to perform this surrogate role.
 

The United States is naturally grateful to the nations that
have supported us in the present conflict with Iraq, and we will
certainly want to promote lasting peace and stability in the Gulf
area when the fighting is over. 
But before Congress agrees to
any plan entailing stepped-up U.S. arms 
transfers to nations of
the region, it should consider carefully not only the purported
benefits of such a scheme but also the risk of unintended
consequences of 
the sort that led to the Persian Gulf conflict in
the first place. However friendly our allies may appear today,
we cannot be sure that they will not at some future date use
their American-supplied weapons for parochial purposes that
imperil rather than advance the cause of regional stability.
Hence the safest course, in my view, is to seek a "world-wide
moratorium on arms sales to the Middle East," 
as proposed by Rep.
Lee H. Hamilton in his speech to the National Press Club on
January 24, 1991, while thoroughly considering all of the
necessary preconditions for lasting regional stability.
 
As suggested by Chairman Obey in his speech before the
Council on Foreign Relations on February 5 of 
this year, any
successful strategy for peace in the Middle East will require a
comprehensive mix of political, economic, diplomatic, and arms
control initiatives. This includes, among other things, the
peaceful resolution of the Arab-Israeli conflict, a just solution
to the Palestinian problem, greater equity in the distribution of
the area's oil wealth, and the elimination from the area of
weapons of mass destruction. These initiatives should, in my
mind, te given priority over the reassertion of the Surrogate
Strategy and the delivery of still more arms to the nations of
the area. 
 Once the elements of a lasting peace plan are in
place, Congress can judiciously decide what arms, and under what
conditions, should be transferred to the region. 
But until that
time, we should, in Rep. Hamilton's words, "pause on future arms
sales to the Middle East."31
 

31. From the transcript of his talk before the National
Press Club on January 24,1991.
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LESSONS LEARNED 

Mr. OBEY. Thank you all very much. 
Let me begin by simply asking each of you for a minute or a 

minute and a half to lay out what you think the major lessons are 
that we should have learned from our past involvement in the 
Middle East as we tried to deal with the post-war problems. 

Mr. QUANDT. Well, there clearly is an area of agreement 
amongst all of us that we need to learn something from the pattern 
of arms transfers and export of dual-use capabilities to the Middle 
East. If we all go bi.ck to business as usual, selling arms, allowing 
dual-use exports, we should not be surprised if another crisis of this 
sort emerges in the not too distant future. 

So that is perhaps the most obvious problem and in some ways 
the easiest to address, although I am not sure we will do so. The 
more subtle message, that may be difficult to seize, is that this is 
not a region where we are going to find it easy to find reliable 
allies who will always agree with us and help construct a kinder, 
gentler Middle East, nor is it a region that is easy for us to domi
nate, even though we have had this enormous military victory. 

By and large, our concern for stability in the region requires 
some balancing mechanism. Any time one power becomes too pow
erful, such as Iran at one moment, it sets off a reaction elsewhere 
that ultimately brings someone else to the fore after that big power 
is defeated. 

So we have to look at the region as one where there will never be 
a community of interests that guarantees stability, but there will 
be varying degrees of balance of power that keep some kind of 
equilibrium. And our interest is never going to be in siding perma
nently with one of the regional powers against all the others. It is 
going to be in ensuring that the balance does not get tilted as badly 
as it did, say, between 1970 and 1990, when on several occasions 
the regional balance got so far out of tune that major wars result
ed. 

Ms. KIPPER. I think one of the first lessons we have to recognize 
is that the small states of the Gulf, their combined population 
being about 10 million, cannot really ever protect themselves by 
themselves; that we need, as a result, to help to make the GCC a 
more meaningful organization, with two at least basic questions to 
be addressed: compatibility of weapons for defensive purposes and 
communications. 

I think we also need to recognize as an offshoot of that that mili
tarism over many decades simply has not worked, and I would say 
no more militarism, that any arms sales, arms transfers, must be 
seen in the context of post-crisis strategy. 

I think we also need to recognize that the festering sores in the 
Middle East, the conflicts that we hear about from time to time 
that annoy us, that confuse us, do have their long-term impact. 
Lebanon certainly has over many, many years, the Arab-Israeli 
question, the Iran-Iraq rivalry over many years; each one of these 
things from time to time explodes in ways that make it more diffi
cult for American policy to protect its interests there, our interests 
there, and makes it more difficult to stabilize the region and to 
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reach those regional security arrangements we have all been talkingI wouldabout. 

also say that, though this is not a Judaeo-Christian, western, nor democratic part of the world, that nevertheless people's aspirations in this Islamic and Muslim part of the world are thesame as anybody else's. They want decency, they want security intheir daily lives, and they want to be able to prosper economically.And I would say, Mr. Chairman, while everybody would like apiece of the material pie, our videocassettes and blue jeans andChevrolets, and certainly to have some of our arms for prestige andprotection, nevertheless, the greatest asset of the United States inthis part of the world, as elsewhere, is that human dignity is notreserved for ruling elites. And we should use this and understandit in terms of fashioning our foreign policy.
Mr. KLARE. Thank you. I will make a few brief points.
First, I think we have to view conventionalthe same arms transfers withconcern as we have long viewed nuclear and chemicalproliferation. We have tended to say nuclear proliferation, chemical proliferation is a terrible thing, we
tional arms sales are okay. 

have to stop it, but conven-
And I think the consequence of this was the buildup of Iraq andthe current crisis we find ourselves in. So I think wewith our have to workallies and with the Soviet Union and China and othermajor suppliers in finding new mechanisms like the Nuclear Non-Proliferation Treaty and the Chemical Weapons Convention thatwould provide some international control over the spread of conventional weapons in this post-crisis era.In doing so. I think Congress has to be very skeptical aboutclaims that arms transfers bring influence, which we have alwaysbeen told in the past. They do not bring influence. They just fuelthe ambitions of the recipient, whatever they may be, whether theyare in our interests or not.Finally, I think Congress needs to take a lot closer look at theexport of military technology, as distinct from arms. We werepretty good in cutting off our arms sales to Iraq during the recentperiod, but it is very clear over 
the past ten years that American
firms, not to mention those of our allies, were deeply involved insupplying critical military technology to Iraq on the grounds thatit was intended for civilian purposes, and not recognizing thedegree to which it had military implications. 

POSTWAR RELATIONS 

Mr. OBEY. Thank you.
Dr. Kipper, I forget exactly how you ended your comments oi
the Palestinian issue, but you indicated that we should beware ooverly high expectations with respect to the willingness of thiArab world to deal with Israel, absent any action on the Palestini 
an issue.Let me ask all of you two questions. First of all, when this hover, what specific message do you think we should have for SaudArabia, for Iran, and for Syria with respect to the overall needs othe region? What should we be asking them to do, not with respect 
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to the Palestinian issue, but with respect to other problems in the 
region?

Then secondly, how would you go about fashioning an atmos
phere in which it might be possible to begin to deal with the Pales
tinian issue, both in terms of what we say to the Israelis and what 
we say to the Palestinians and the Arab states? And in conjunction 
with that, given the role of Mr. Arafat in this latest debacle, how 
should we approach the Palestinians, especially those living in the 
occupied territories at the moment? How should we approach deal
ing with their problems? 

Should we recognize that the PLO has once again missed an op
portunity? 

them? Who do we dealShouldwe just forget trying to deal wz 
do not deal with them? Where would you go on thosewith if we 

three questions? Mr. Quandt. 
Mr. QUANDT. Sorry, I thought you were asking Judith. 
Mr. OBEY. All three of you. 
Mr. QUANDT. Well, the messages for Saudi Arabia, Iran, and 

going to be different in each case. I
Syria when this is over are 

are notthink we have to take it rather slowly with Iran. They 
going to rush into our arms and we are not going to rush into their 
arms. But we are entering a new period when they are going to be 

our concern is that theya dominant power in the Gulf region and 
not become a militaristic threat to the other Gulf states, as Iraq 
has been. 

So whatever dialogue we engage in with Iran has to have some
thing to do with what the rules of the game in the post-war period 
in the Gulf will be. If they do not threaten their neighbors, they 
can probably expect from us a greater degree of restraint in terms 

military posture. That is probably the extent of theof our own 

U.S.-Iranian dialogue in terms of the Gulf region.
 

The other issue, of course, is Iran's historical meddling in Leba
are certainlynon and its involvement with terrorism, and those 

issues that in any revived U.S.-Iranian dialogue we must be very 
forceful on. 

With Saudi Arabia, we have so skewed our dialogue with them in 
recent weeks toward one single issue-namely, will you please pay 
for this crisis because we are broke-that Iam not sure how much 
more we are going to be able to squeeze out of them if they really 
do come up with $13.5 billion. 

Going back to them with endless requests for more money for off
sets, for aid. to Egypt, or for Turkey or for whoever else, which is 
really wha' we probably most want out of the Saudis in concrete 

on deaf ears. I think we have to realize that eventerms, ma fall 
the Saudis are beginning to reach the limits of their generosity. 

specific politicalBut certainly I would focus on at least two 
will always be the oil issues and the ecotopics. There of course 

nomic issues. I think we have also to try to persuade the Saudis to 
be less vindictive toward Jordan. Jordan still matters as a geostra
tegic reality in the region, and the Saudis seem just bloody-minded 
about making King Hussein pay for his transgressions. That is ulti
mately not going to serve our long-term interests. 

In addition, I think we have to start talking seriously with the 
Saudis about the importance of their coming out of the closet in 
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terms of their willingness to deal with Israel as a fact of life in theregion. I agree that they are not going to rush into peace negotiations in the abstract, but I think the Saudis have for too long hadthe luxury of sitting on tho sidelines whispering to us that theysupport talks between Egypt and Israel, that they support talks between the Palestinians and Isroelis, but they have been very shy ofengaging in any such talks themselves. So at least we need to starttalking along those lines.Syria is a much more complicated matter onbecause, the onehand, we have a big backlog of past business involving terrorism,involving Lebanon, involving all sorts of grievances that we havehad toward the Assad regime. But we also have to recognize that ifthere is going to be anything worthy of being called an Arab-Israelipeace process in the near future, Syria is almost certainly going tobe one of the major players in it.Syria, after all, is the Arab state with which Israel has the majorremaining conflict. Jordan and the Palestinians are of course veryimportant, but militarily Syria is he only serious remaining threatin the region.So on the one hand we are going to have to balance our concernsover past behavior with our hopes that perhaps Syria in this newenvironment will participate in some form of peace talks with

Israel. 

THE PALESTJNI.N ISSUE 
Let me turn quickly to your other question, about how to createan environment in which to deal with the Palestinian issue. Obviously, we cannot simply make an Israeli-Palestinian negotiationhappen. We have to recognize that the Israelis and Palestinians areprobably more at odds today than they have ever been.But in terms of our own policy, I think that there are two thingsthat we should bear in mind. First, we need to find some channelthrough which to deal with the Palestinians. We cannot punish anentire people for the policies adopted by their leaders in this crisis.
And one way or another, if there is to be 
an Arab-Israeliprocess, the Palestinians and their peace

concerns will have to be addressed.

Of the available potential brokers with the Palestinians among
bhe Arab states, I think we should not look primarily to Syria or
3audi Arabia, nor can we look to Jordan as the sole broker or primary broker. But I do think that we have an opportunity once
igain to deal with Egypt as the one Arab country already at peace
vith Israel, that has the capacity to start rebuilding bridges with
;he Palestinians and with the Jordanians.
Egypt clearly has a special role in the Middle East as the largest
Arab power. It also will come out of this crisis with its stature enhanced as part of the victorious coalition. Hosni Mubarak has thecapacity as a political leader to reach out to the Jordanians andPalestinians and say: We will now help you get back into the political process of making peace with the Israelis.I think we should give the Egyptians encouragement and supportin being the primary party to whom we look at a time, when we 
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are not in a position to deal directly with the Palestinians. We 
need an Arab partner. I think Egypt will be it. 

Secondly, I think in our dialogue with the Israelis about the post
crisis, period we have to try to explore the possibility for an initial 
step that they could take, a non-negotiated step I would even say, 
something that can be done that will demonstrate a serious inten
tion to create new circumstances in the occupied territories that 
will give Palestinians living there some reason to hope that the 
post-Gulf crisis order offers them something. 

For example, municipal elections could be put on the agenda for 
the West Bank ad Gaza. They have not been held since 1975. It 
does not require prior negotiations. There is a precedent for it. It 
simply requires setting a date and stating the conditions that 
would have to be met for th3 elections to be held, and then count
ing on politics as usual to create the incentives to actually partici
pate in it. I think it could be done and it would at least begin to 
change the atmosphere. 

Secondly, with respect to Gaza, frankly, this is a Palestinian area 
that the Israelis do not want, and perhaps the time has come to do 
something that in the past I have been very skeptical of, namely a 
Gaza first step, whereby the Israelis set the conditions under which 
they would be prepared to disengage from Gaza, assuming that 
someone, an Arab state, Egypt, could come in and help create the 
security conditions that would allow Israel to disengage with no 
threat L its security. 

Again, this would not have to be negotiated in any elaborate 
way. It simply requires a statement of willingness in principle. If 
that could be done, I think we would be on our way toward creat
ing a new atmosphere in which ultimately political negotiations 
might be possible. 

But I think we need to begin with concrete steps that could 
change realities on the ground. 

POSTWAR RELATIONS 

Ms. KnPpR. The question of Saudi Arabia, Iran, and Syria. I 
would say with Iran that we need to send them again a signal that 
when they are ready to talk we are ready to talk, so that we can 
move slowly and cautiously toward having a dialogue first, and sec
ondly toward eventual normalization of relations. 

For the Iranians, who have been riding an anti-American horse 
for the last more than 10 years, it is going to be difficult for them 
to dismount. The United States as well, which has had a very pro
found anti-Iranian posture, it will also be difficult for us to back 
away from it. So this is going to take some time. 

I would also encourage the Saudis and the Iranians to re-estab
lish the Riyadh-Tehran axis, which worked extremely well to bal
ance the situation in the Gulf from the end of the Second World 
War until the fall of the Shah in 1979. In my view, both the Irani
ans and the Saudis understand that, while they have serious reli
gious, political, ethnic disagreements, that really it is necessary for 
them to re-establish that axis. 
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I was certainly encouraged when the foreign ministers of thosetwo countries met recently, and by some other things that I haveheard.Syria is a country that is a status quo power. There are somethings about that status quo to which we of course have very serious objections. Nevertheless, Syria is a country that has shown itcan modify its behavior when it gets rewards, I think that afterthis period of Syria being in the coalition we will be able to workwith Syria on the three issues that are always outstanding on theU.S.-Syrian agenda: Lebanon, of course, and Syria'p role in Lebanon today. While it is a dominant one, it has helped Lebanon worktoward an implementation of the Taif agreement. In my view, thisis extremely important, for Lebanon to go all the way in theirpeaceful solution eventually to elections, because Lebanon can be alaboratory for a kind of perestroika in the Middle East, new thinking, a laboratory for democracy and for pluralism in the new sense.And Syria eventually is going to have to leave Lebanon. So weneed to work with Syria on the question of Lebanon, ontion of Arab-Israeli, of course, and terrorism. Those 

the ques
are the threemain items on the U.S.-Syrian agenda. 

THE PALESTINIAN ISSUE
Now, as for the Palestinian question, I wholeheartedly agreewith what Bill has said, but let me just echo what lie has said,adding to what I stated previously about this problem of who isthere to talk to among the Palestinians. I think over a decade wehave not recognized the vital role of Egypt as much as we mighthave.Egypt, after all, has been a strong ally of the United States forsome 15 years now. It has been at peace with Israel for 10 years.Egypt is a country that is committed to negotiated solutions ofproblems and is a major force in the internationl community as aresult of that.In this post-war period, as the Arab alliance breaks down andthe larger coalition breaks down, Egypt's dominant role, as Egyptians themselves say, as the political Mecca of the Arab world, thepillar of civilization in the African continent, needs to be enhanced.Egypt must emerge from this crisiG as the model for the MiddleEast, not its economy of course, because they have not done the reforms they need to do, but politically: a country that takes care of
its own interests, those of its neighbors, its region, and the global
community, a country that keeps its formal and informal agreements, and a country that we can in fact rely on even though wedo not always agree with Egypt.
I think through Egypt we can begin to rebuild with the Palestinians. Those in the territories who have refused to talk to Americanofficials since the breakdown of the dialogue with the PLO are notgoing to come back in terms of talking to us or the Israelis unlessthey see some concrete changes on the ground. There have to besome changes that will ameliorate their situation economically andin terms of their security before they are going to believe that it isworthwhile to re-establish a dialogue both with the Israelis andwith the United States. 
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So I think it will be incumbent upon the United States to work 
with Israel to begin to take some unilateral steps in the territories 
that will signal that there is going to be a change. 

DEMOCRATIZATION 

Mr. KLARE. Because ! agree with much of what has been said by 
my colleagues, I will be very brief and add just one additional 
thought. And that is that I think that the United States should call 
for the same sort of progress towards democratization and respect 
for human rights that we have called for in other areas. 

I think the people of the Middle East see the United States pro
moting democratization very aggressively in Eastern Europe and in 
other parts of the world, and calling for human rights progress in 
the Soviet Union and Latin America and elsewhere, and feel that 
in the Middle East we do not apply the same kinds of standards, 
that we tolerate regimes that are undemocratic, that have very 
poor human rights performance. They see us form an alliance with 
a country like Syria, whose human rights performance is just as 
terrible as that of Iraq. And in Saudi Arbia we have seen gender 
oppression brought to the fore. 

So I think if we are to win the loyalty of people in these areas we 
have to be more aggressive in our support of the democratic proc
ess in all of these countries, and voice support for human rights. 
This particularly applies to the case of the Palestinians, who are 
calling on the United States to be more aggressive in looking into 
abuses of human rights they charge are occurring in Israeli-occu
pied territories. 

That is an area where we can make a gesture to the Palestinian 
people that we are concerned with them, as distinct from their 
leaders. 

AMBASSADOR GLASPIE 

Mr. OBEY. Thank you. 
Mr. Lewis. 
Mr. LEwmIS. Thank you, Mr. Chairman. Mr. Chairman, this kind 

of session in the midst of this crisis is very helpful to me personal
ly, but I think also to our subcommittee. We are all anxious to go 
about looking forward in terms of future policy developm.ent that 
may lead to more stability in this region. 

I was struck just a moment ago, Judith Kipper, when you men
tioned Egypt. I had kind of put down as a byline for future policy 
development and consideration, not just in this region but others, 
your comment that human dignity should not be reserved for 
ruling elites. 

I thought that same line would certainly apply to a piece of the 
model that would be Egypt. 

One of you, I think maybe you, Mr. Klare, mentioned April Gla
spie, the Ambassador to Iraq as we came into this crisis. She has 
been described to me as a very, very competent and talented diplo
mat, who has received a bit of a rap in some circles relative to sig
nals we may or may not have sent to Iraq. 

I would like to hear from each of you your view of how much we 
knew in the months, maybe the weeks, before relative to Saddamn 
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Hussein's intent regarding Kuwait. What kinds of signals hadsent? What sort of messages were part of the circles here on ttHill, as best you can measure it?I doubt that the line can be drawn just around April Glaspie.Mr. QuAxDT. Could I respond to that, Congressman? I think yoare correct that Ambassador Glaspie h.s been givenand unfortunate time. The evidence thv't everybody 

a verry roug
is using isdoctored Iraqi transcript of a conversatio, . The reason we know iis doctored is, first, we have been told so by Ambassador Glaspi

herself.But secondly, the Iraqis put out two differe&t versions of thitranscript. When the first one was not quite what they wanted tsay, they put out a second one which was a little bit different. Sodo not think we should be overly impressed by that transcript.I actually have spoken to Ambassador Glaspie in the last couploof days and she has told me that on several occasions precedinthat meeting she had with Saddam Hussein she had made representations to the Iraqi foreign ministry, on instructions, to wartagainst any action against Kuwait, because at this time there werctroop movements toward the border, and she asked for explana.tions on each occasion.
Now, in the meeting with Saddam Hussein she once 
again discussed the statement made by Margaret Tutwiler the previous day,warning against any actions against Kuwait. So I do not think it isfair to say that there were no attempts to warn Saddam Hussein.The sentence in the transcript that she is getting afor, that is i11 rough timemlyg that we have no opinion on this dispute between Iraq an uwait, comes very clearly, even in the Iraqi version, after Saddam Hussein makes an accusation that the locationof a border post has been changed by the Kuwaitis to Iraq's detriment. And she says: You know, on an issue of that sort the UnitedStates does not take a position, literally on the location of a borderpost. And that has been taken as if, we take no position on yourdispute with Kuwait. I think it is a very unfortunate misreading ofwhat took place in that meeting.Now, the broader question is why did we miss what was coming.Many people in the United States, in the foreign service, in theacademic community, perhaps even some people in Congress, misread signals that in retrospect we all should have noticed.There were things that Saddam Hussein did and said in themonths preceding his invasion that now look very clearly as if they
were threats 
to take at least some kind of action against Kuwait.But of course, this iWjust one more in a long series of misreading ofsignals in the Middle East. And it is all very well to look back andsee the clear evidence, but frankly, most of us missed the signals.
Most of the so-called Middle East experts, I among them, missed
the signals.

Very few people have a good record in predicting the invasion.What we thought wu going to happen was that this bully, SaddamHussein, was trying to blackmail the Kuwaitis, extort money fromthem, threaten them with mobilizing on their borders, prhapsDven making a limited incursion into their territory.That was the kind of pattern that wepolitics before, and had had seen in Middle Eastthat happened nobody would have been 
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surprised. We were all prepared for that. What we were not pre
pared for was something that had not happenefefore, a full-scale 
invasion of a neighboring Arab country and its annexation. 

So I think it is unfortunate to put the blame on April Glaspie. 
The Secretary of State missed it, the President of the United States 
missed it, most Members of Congress missed it, most Middle East 
experts missed it. I hope we will do better next time. 

Mr. KLARE. Might I make a comment? My impression of what 
was happening then is something that I think often happens in 
American policy, that foreign policy shifts very slowly, like a giant 
supertanker-an appropriate analogy here-that is beginning to 
turn, but has not completed its turn. 

I think that up until early 1990 the United States State Depart
ment continued to view Saddam Hussein in the somewhat favor
able way that I described, as a possible collaborator. As 1990 pro
ceeded and more evidence emerged of his nuclear weapons plans
in March it was revealed that he was trying to acquire the technol
ogy from the United States for switches to use in a nuclear device, 
and at about the same time he made very threatening remarks 
about a chemical attack against Israel -the policy machinery 
starts to shift. 

But it did not shift overnight. It was slow. As late as June, the 
State Department was cautioning against moves by Congress to 
impose sanctions against Iraq because of Hussein's chemical weap
ons threats, and was opposed to cutting off agricultural credits to 
Iraq.

So I think that Ambassador Glaspie was caught at a moment in 
which the policy change had not come full circle. And what she re
flected, I think, was the older guidance that had not been complete
ly changed, and so I think that she was a victim of this incomplete 
shift in American policy. 

Ms. KIPPER. I agree with you, Congressman, that April Glaspie is 
one of our most talented and hard-working diplomats. I have 
known her for many years, first in Egypt at the time when we 
were restoring relations with Egypt and just building that relation
ship.

I think it is a serious mistake to put blame on any individual. I 
do not think that it is a useful exercise to put blame, period. But I 
do think that we need to examine how our policy emerged in the 
1980's so that we do not make this mistake another time. The 
stakes are getting higher and higher and higher, and the winking 
and blinking that we have been doing in our policy, particularly 
toward the Middle East, and I would suspect it is probably true in 
other regions as well, but particularly in the Middle East, which 
does have a very important domestic component, simply has got to 
stop

We have to face reality. We cannot overlook the abuses of re
gimes in the region, and we must listen to what comes out of that 
part of the world. It is noisy, it comes in a form that is hard for us 
to hear and to understand, but if we pay attention we can hear 
what people are saying and begin to address the aspirations of 
people in the region.

So we work towards stability, not simply to maintain a status 
quo that is in fact no longer viable and has not been for some time. 



ARMS RACE 
Mr. Lwms. Mr. Chairiian, just one more brief comment andmaybe question.You have all suggested that arms buildup, or at least implied,that arms buildup has not been helpful relative to stability in theregion. It is important for us as a committee to know that animssales are not made lightly, without this committee's, subcommittee's, oversight. And as we have significantly built up the arms capability in Iran, then found ourselves with something less than along-term view of Iran's future as the Shah fell, gave significantsupport to Iraq, the fourth largest army in the world,scribed, and wc seem as it is deto be somewhat surprised that those armswere used beyond what took place in Iran.You have suggested that we should look at a very serious reviewof future arms sales in the entire region. I would like to hear all ofyour comments regarding that. Indeed, the implications vis a visIsrael cannot be ignored or taken lightly, either.Mr. QuANDT. Well, very briefly, I do think maybe there is a goodrationale for simply not agreeing to any sales immediately. Therewill be a temptation, of course, for everybody to get back in business. There is money to be made in the Middle East, unfortunately,by selling arms. But I think we need to pause a bit and startmaking some crucial distinctions.There are some arms that are not particularly destabilizing. Forexample, I would have no hesitation to see Patriot missiles sold toanybody who wants them. They seem to work reasonably well andthey are purely defensive, and that is probably something weshould look favorably on, or some variation of it, for specific cases.There are other kinds of weapons systems that are, almost bybheir nature, destabilizing, surface to surface missiles for example.Now, we do not directly sell that kind of thing to many parties inthe Middle East, but some of our companies do sell the technologythat contributes to missile proliferation, and, if we do not, some of
 our allies do.
It seems to me that the absolute rock bottom concern we should
have in the Middle East is to ensure that surface to surface missiles with greater accuracy do not get into the region. The Scudmissiles have been bad enough, but quite frankly, they have not
been as bad as the next generation 
 could well be. So anythinghaving to do with surface to surface missiles and advanced guidance systems should really be banned from this area if at all possible, and that requires coordination with a number of exporters.Then secondly, of course, shouldhaving we try to restrict anythingto do with nuclear technology that could lead to nuclearweapons systems. And it is really shocking to look at how manycompanies have provided Middle East countries with components ofwhat could well be nuclear weapons systems.Working back from that, there are all kinds of other weaponsthat one would like to try to constrain. But I think we need to keepour absolute priority missileson and nuclear technologies verymuch uppermost in mind. On the whole, I think we should be morerestrained than we have been in the past. 
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That does not mean that no arms sales are legitimate. There are 
some legitimate needs of countries in the region. But let us be 
more prudent in the future than we have been in the past and not 
simply treat these as commercial transactions that have no par
ticular political significance. 

Mr. KLARE. If I may comment, I would like to briefly make refer
ence to the speech by Representative Lee Hamilton on January 
24th before the National Press Club, where he laid out a very 
thoughtful set of comments about arms sales to the region after the 
conflict. And what he called for was a pause, a pause on arms sales 
to the region while Congress has an opportunity to look at the total 
picture of what is needed th.;re. 

You have heard comments today on some of the other needs in 
the area and a desire to avoid rushing into an arms race. Chair
man Obey made similar comments in his presentation to the Coun
cil on Foreign Relations. So I think a pause, a time to reflect on 
the consequences of selling arms, is very important. 

I also share the view of Mr. Quandt that we have to be very care
ful about the delivery of systems that would be destabilizing, not 
only missiles but high-performance aircraft, cruise missiles, and 
other such weapons. 

But I think a third component of this is more coordination with 
our allies and with other arms suppliers, like the Soviet Union, 
China, and Brazil, all of which have supplied a lot of weapons to 
Iraq and other countries in the area. We have collaborated on nu
clear issues, on chemical issues, to some degree on ballistic mis
siles. But in the area of conventional arms transfers, there is no 
formal mechanism for consultation with these other suppliers. 

I think we need something like the NPT regime, the Nuclear 
Non-Proliferation Treaty, or the Missile Technology Control 
Regime, some mechanism whereby before we sell something to the 
area we coordinate with other suppliers and see that this is not 
going to start a regional arms race, with the French or the Soviets 
rushing in to match what we sell to one country, which has been 
the historical record. 

If we practice restraint and the other countries do not, it will not 
do us very much good. So there has to be not only restraint on our 
part, but cooperation with our allies and other countries to practice 
similar restraint. 

Ms. KIPPER. I would just say that the vestiges of the Cold War, 
the militarism of that period, has failed. It has left us in a position 
where the witness is ovrarmed and where a lot of resources have 
been squandered on arms. And we certainly have to take a new ap
proach to the question of arming Middle Eastern countries only for 
defensive purposes and to limit the level of technology, because it 
is a small area. People are living on top of each other and you 
cannot have military security. Neighborliness is going to be the 
best kind of security anybody is going to get in that part of the 
world. 

So it is time to end the militarism. 

HAVES AND HAVE-NOTS 

Mr. Lmwm. Thank you, Mr. Chairman. 
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Mr. OBm. Mr. McHugh.
Mr. MCHUGH. Thank you, Mr. Chairman, and thanks to all ofyou for sharing your thoughts with us. This has been very interesting and very helpful.In terms of security for the region, it seems that one of the issuesthat needs to be addressed-and it is primarily an inter-Arab community issue, I assume-is the difference between the haves andthe have-nots, the Saudi Arabias and Kuwaits on the one hand andthe Yemens and other economically deprived countries on theother. Some of these differences are accidents of where the lineswere drawn and where oil was found.Is this something which is a problem to be addressed? If so, is itsomething that the United States has a role to play in?The Secretary of State I think recently made passing referenceto the possibility of a development bank, for example. How shouldwe look upon this problem, if it is a problem?Mr. QUANDT. Well, it clearly is a problem, and it is perhaps moreacute in the Middle East than in other parts of the world. There isalways going to be a problem of richer and poorer. The world is notyet designed for perfect egalitarianism.But in the Middle East the disparities are really enormous and,as you said, they are not based on one country having a more productive work force than another or being more energetic. They aresimply based on accidents of geology, and as a result there is agreat deal of expectation in the region that this unique resource ofpetroleum ought to somehow benefit the region as a whole, not justthe ruling families who happen to be in power at the moment.I do not think we should underestimate the degree of bitternessthat exists in many parts of the Middle East toward the regimes inthe Arab Gulf states, who are viewed astheir primarily interested inown well-being and not in their people's well-being,certainly not in the region's well-being, 

and 
That is going to be a fact of life. You did not see too many peoplein the Middle East rushing to defend the Sabah family in Kuwait.People did react to the invasion of Kuwaitples, but there was as a breach of princinot much sympathy for the family in Kuwait,
and the reasons do have to do with the perception that the Kuwaitis and others in the Gulf have been very stingy in the way thatthey have allocated their resources to others in the region.
Some of that is fair. Some of it is just inevitable. Rich people are
resented. It is not a big surprise.
Now, if everyone goes back to business as usual when this crisis
is over, I think once again you will see a lot of resentment growing
against the oil-rich states. They are not going to be very popular.People will say that they were able to rent the American Armcome toin and protect them so that they could go on living in theirpalaces and enjoying their wealth.And if that is the perception that endures from this conflict, Ithink you are going to see a lot of bitterness in places like Egypt,where Egypt, after all, played an important role in this crisis. Theyhave high expectations that, as one of the have-Aots in the regiontheir per capita income is about $800, compared to maybe 10 to 20times that in the rich states in the region-they have an expectation that some Arab oil wealth should come their direction. 
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Now, that is certainly something that would serve our national 
interest as well. It takes a little bit of the burden off the American 
taxpayers, who have been supporting Egypt rather generously in 
the past, if the Arab Gulf states can be more generous toward 
Egypt.

Turkey likewise is a relative have-not and has played a superb 
role in this crisis, keeping the sanctions on against Iraq, keeping 
the oil shut off, allowing American forces to operate from Turkish 
territory. Turkey also is a big country with big needs and, frankly, 
the American taxpayer is not going to be able to meet them all, 
nor is the European Community. 

Again, if the Gulf states do not see the merit in helping Turkey 
are going to frind the next time a crisis ofand Egypt, I think we 

this sort arises much less willingness on their part to cooperate in 
their defense. 

Jordan has desperate needs. It is a small country, so the actual 
dollar figures that they need are not so great compared to Egypt 
and Turkey, but the principle is the same. They will need help 
from scmewhere. 

MIDDLE EAST DEVELOPMENT BANK 

I happen to like the idea that Secretary Baker launched of trying 
to establish some kind of institution in the region that will depoliti
cize decisions on aid to certain countries, to put in place a mecha
nism for allocating investment capital on the basis of development 
criteria, perhaps generous development criteria, but nonetheless it 
would break with the old pattern of simply signing a check for 
whichever ruler you happen to like today in the Middle East. 

A lot of money passes hands in the Middle East, but very little of 
it turns out to contribute to real long-term development. So the 
idea of institutionalizing a mechanism like a development bank, 
perhaps a sub-unit of the World Bank, helps to depoliticize the de
cisions, if it can be capitalized with a substantial amount of money 
from the Gulf region, from the United States, from Europe, from 
Japan.f was a little bit surprised to see how quickly the administration 

seemed to run from its own idea, as if perhaps we did not want to 
anraise expectations too high or put too much of arm on the 

Saudis at a time when we are trying to get as much out of them for 
ourselves as possible. 

But we really do have to start looking at this long-term issue. 
The problem cannot be totally solved. I mean, haves versus have
note are always going to be with us. But if there is no attempt to 
address the economic needs of key countries in the region, then I 
think we are going to see instability, and some of the countries 
that have really stood with us in this crisis are going to be some of 
the first victims of it. 

Mr. KLARE. If I may make a brief addition to these useful com
ments by Bill Quandt, it is to recall what Judith Kipper was saymng 
about demographics, the extreme youth of the population of these 
countries. 

Many of the young people in the area have heard Saddam Hus
sein revile against the Saudis and the Kuwaitis, and I think that a 
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lot of that took root with them and I fear that this will be a sourceof instability in the future, unless some of the aid that we are talking about is addressed to young people in creating jobs and otheropportunities for the many young people in these areas, includin-Iraq itself.I think the President has made clear that we do not have a quarrel with the Iraqi people as such, and there is going to be great suffering, especially among mothers and young children. There ar(outbreaks, apparently, of cholera and dysentery becausebreakdown in the water supply. There is going to be a great deal olsuffering in Iraq after this is over.We do not want to create a generation of hostile young peoplethere, or anywhere else. So aid has to be addressed to the young in 

of the 

particular.

Ms. KIPPER. It seems to me essential-
Mr. OBEY. Could I just interrupt to ask you to repeat thenumber? You said 60 percent?Ms. KIPPER. In the region in general, the average is 60 percentunder the age of 20. In Iraq 70 percent are under the age of 30.With a 4 percent birth rate, their population will double within 18years in Iraq. In Egypt and Jordan, it is equally as frightening.It seems to me that in the next period it is essential that the institution that Bill referred to be created, so that whatever availableresources exist in the region, primarily from the oil-rich countries,are no longer used for insurance, revenge, or political payoffs, because in this system these resources are squandered in a way thatreally keeps the area from developing and creates a kind of political atmosphere where cash is the primary factor that movesevents, rather than national priorities.I would also say that the United States, since wefunds available to us do not haveto provide for the have-nots, that there aresome areas where we could lead, be the leaders, with our Europeanand Japanese allies, and that is in the field of education and health care.The education system in the Middle East, vocational and primary and advanced education, very, very much needs to be helped
along the way, particularly vocational education to provide people
with the skills that will be useful in the societies in which they
live, so that they can get a job and they can contribute.
For example, in a country like Egypt if a priority in the beginning, in the days of Sadat, if there had been a priority on tourism
Egypt might have been able to come out in a much better position
than it finds itself today, because tourism is a labor-intensive industry. It is also an industry that brings in foreign reserves. Egypthas everything you need for tourism-sun, sights, and service. This
priority was not a decision in Egypt.
So it is very important to look at each individual country to seewhere they are the most capable to employ the most people in away that will promote economic growth and also promote humandevelopment. In a country like Egypt, if you take people out of thevillages and other places and you put them in the tourism industry, they tend to learn another language, they learnthings, and they bring those skills back to ti. 

how to do 
family, and it promotes a priority on training that does not now exist. 
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KING HUSSEIN OF JORDAN 

Mr. McHuGH. Thank you very much. 
I would like to spend just a moment, if I may, soliciting your 

view on King Hussein. As politicians we can appreciate the delica
cy of his position, and certainly in the past he has been, generally
speaking, a moderate, pragmatic leader, in that region. 

Nonetheless, there is a great deal of unhappiness around here 
and, I suspect, -in. the country at large about the position that he 
has taken in this conflit. Inevitably, that means that we are going 
to be pressed as a committee, the Subcommittee on Foreign Oper
ations, to terminate any assistance to King Hussein and Jordan, at 
least in the short term. 

This is a judgment, of course, which should be made in the con
text of our interests in the region, and our relationship with 
Jordan. And I just wanted to give you the opportunity to comment, 
if you would, on what your judgment is vis a vis our position on aid 
to Jordan and, secondly, in a more general political sense, what 
role King Hussein might be able to play in the context of the Pales
tinian-Israeli question. 

As you said, I think, Mr. Quandt, perhaps others as well, he has 
damaged himself, with the Saudis in particular, perhaps others, 
but he presumably has strengthened himself with the Palestinians. 
Does this have any significance? Does it suggest any particular en
hanced role for him? 

It seems that in the past few years he has in a sense withdrawn 
from the Palestinian-Israeli question and left it to the Palestinians 
and the PLO in particular to carry the ball. The context has 
changed. The PLO's position is diminished, at least to some extent. 

Is there any role for King Hussein beyond what he has been 
doing in the last few years, or are we likely to see him continue to 
be withdrawn from this particular issue? 

Mr. QUANDT. Well, on the two issues of aid to Jordan and Jor
dan's role, let me just say a couple of brief words. I do not think 
that Jordan should be punished. I understand how the political 
system works here. It is going to be difficult to justify any signifi
cant amount of aid for Jordan. 

If we cannot produce it, perhaps we can urge the Japanese, as 
their distinctive contribution to post-crisis stabilization, to come up 
with half a billion dollars or something like that specifically for 
Jordan. But Jordan is going to need help. 

Unfortunately, one of the reasons that King Hussein got himself 
so closely aligned with Iraq was that Iraq helped him pay his bills. 
Iraq was economically very important to Jordan. That is no longer 
going to be the case, so that bond of interest will no longer exist. 

But the Saudis are not going to step in, the Kuwaitis certainly 
are not going to, to help. Jordan is not going to have the resources 
to meet all its needs. So somewhere in the international communi
ty Jordan needs a significant amount of aid, but by world stand
ards it is not a huge amount. It is a few hundred million dollars. 

And unlike many countries in the region, it uses its aid pretty 
well. You can tell when you have crossed the border into Jordan 
because it looks like a well-run country. That does not excuse what 
King Hussein has said in recent weeks about Saddam Hussein. 
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But I think we ought to recognize that, if Jordan 
were not mor(or less as it has been in the past, this crisis also would have beermuch more difficult. Jordan plays a very important buffer role. Weshould hope that it continues to.Now, can the King come out of his retirement with respectArab-Israeli peacemaking? It is correct that in August of 1988 he

to 
said that Jordan no longer had any legal or administrative links tothe West Bank and it was up to the PLO to do whatever could bedone for the Palestinians. Of course, that was not meant to betaken quite as literally as it sounded.Jordan is inevitably connected to the Palestinian issue. At leasthalf of its own population on the East Bank is Palestinian. KingFIussein today is probably more popular among Palestinians thanie has been in a very, very long time, and I think as:an expect to see some a result wekind of joint Palestinian-Jordanian stancen the post-crisis approach to peacemaking.The Palestinians understand that their own hand is very weaktoday. They have lost almost all their support in the parts of theArab world where they most depended upon concrete support, andJordan has as well. In a sense they are in the same situation.In 1985 when they were confronting a situation of how to engagein the peace process, they came up with the idea of joint Jordanian-Palestinian representation for peace talks. It was a good ideathen. It would be a good idea again, and I think it is more plausibletoday, partly because the King's stature among Palestinians has increased, than it has been at any time since 1985.
So I would 
 say, yes, Jordan has a role to play, but we alwayshave to be careful not to interpret that as meaning Jordan can deliver a Palestinian solution by itself. The most that can happen isthat King Hussein with Palestinian representatives can take a stepin the direction of peacemaking with Israel, but no more than that.Mr. KLARE. I defer to Judith Kipper and Bill Quandt on this.Ms. KIPPER. I think that Jordan's importanceshould not be underestimated. It is 

in the region
a buffer zone. It is one of thenation states in the region and, if in fact we are committed to theterritorial integrity of all the states in the region, it would be a
mistake for the United States to follow a punitive policy, as I think
we have been doing over several months.
I do think that it is important symbolically for the United Statesto continue with the limited amounts of aid that we give to Jordan.
As Bill said, Jcrdan uses this aid 
quite well. You see all overJordan plaques and signs that this project was made possible byU.S. AID, and I do believe that this is part of the traditional andlong friendship that has existed between Jordan and the UnitedStates, that can indeed be resumed.I think that for King Hussein himself that part of the problem isthat our pro-Iraqi tilt during the 1980's and our decision, with theKing's agreement and acquiescence, that Aqaba be the port for theIraqis during the Iran-Iraq War really made Jordan into an economic colony of Iraq and certainly pushed the King perhaps further into the arms of Saddam Hussein than he might have goneotherwise. 
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I do not think I can expect it can be reversed overnight, because 
Jordan is truly a poverty-stricken country. It has virtually no re
sources, natural resources of any kind. 

So over time we need to reconcile the fact that we agreed to dis
agree during this crisis, but that the traditional friendship between 
Jordan and the United States has been useful for American inter
ests and for stability in the region and there is no reason to believe 
in the future that it will be any less important to American inter
ests and to stability in the region. 

On the question of Arab-Israeli questions, Jordan of course has to 
be one of the partners with the Palestinians and the Israelis, but I 
myself do not see a time when King Hussein can come back and 
actually represent the Palestinian people. He does not want it, they 
do not want it. 

But as Bill said, I also agree that nowadays it will probably be 
easier to work more compatibly with Jordanians and Palestinians 
together in a negotiating team that can eventually sit down with 
Israel to work out a formula for coexistence. 

DEVELOPMENTS LEADING TO THE GULF CONFLICT 

Mr. McHUGH. Thanks, Mr. Chairman. I will defer. 
Mr. OBEY. Mr. Smith. 
Mr. SMITH of Florida. Thank you, Mr. Chairman. I certainly first 

want to say first that I am pleased to be here as the newest 
Member of the subcommittee. I switched places with Mr. Coleman 
when he left, only so I could see the witnesses. But this is not too 
bad. Some committees I have been on for eight years, I got binocu
lars with the seat so I could see anybody. [Laughter.] 

Mr. SMITH of Florida. And I certainly look forward to working 
closely with you, as we have done in the past on many issues, and 
with staff and other Members of the subcommittee. 

As this whole country anxiously monitors the progress of the 
allied forces' advance into Kuwait and Iraq, I want to commend 
you for holding these hearings and for the timeliness of these hear
ings. 

I would like to submit for the record a number of newspaper and 
magazine articles and assorted transcripts that document the some
times shameful and ill-advised pre-war relationship that existed be
tween the United States, some allies, other third parties, and Iraq. 
I place these materials in the record so as to contributW to the insti
tutional memory this hearing is designed to create. 

Too often we fail to learn the lessons of the past and have been 
somewhat doomed to repeat those errors. Unfortunately, I must 
say, Mr. Chairman, I have heard some of that again today as it re
lates to our dealings as they may be in the future with other coun
tries. It does not seem that we have learned any lesson at all. 

I think the case of our pre-war relationship with Iraq is extreme
ly instructive. It tells us about what not to do and how much we 
need to do with dictators. It tells us that there are serious flaws, 
not only in the international arms control regime, but also in our 
own export control laws and in their enforcement. 

It tells us of our vulnerability to unreliable sources of foreign oil 
and, unfortunately, unless we are able to wean ourselves off this
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foreign oil addiction, we are likely to face the same type of crisis inthe

Sofuture.I would like to submit all these for the record, includingstatement of my own, Mr. Chairman. a 
[The prepared statement of Congressman Smith of Florida follows:] 
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APrm4mI BY'CONGRESSMAN LARRY J. SMITH 

FEBRUARY 26. 1991 

SUBCOMMITTEE ON FOREIGN OPERATIONS
 

THE NEWESTMR. CHAIRMAH I AM PLEASED TO BE HERE TODAY AS 

CLOSELY
MEMBER OF THE SUBCOMMITTEE. I LOOK FORWARD TO WORKING 

AND THE OTHER MEMBERS OF THE SUBCOMMITTEEWITH -YOU, YOUR STAFF, 

AS THE ENTIRE NATION ANXIOUSLY MONITORS THE PROGRESS OF ALLIED
 

FORCES ADVANCE INTO KUWAIT AND IRAQ, I WANT TO COMMEND YOU FOR
 

IN HOLDING THIS IMPORTANT HEARING.YOUR TIMELINESS 

RECORD A OF NEWSPAPERI WOULD LIKE TO SUBMIT FOR THE NUMBER 

AND MAGAZINE ARTICLES AND ASSORTED TRANSCRIPTS THAT DOCUMENT THE 

AND ILL-ADVISED PRE-WAR RELATIONSHIP THATSOMETIMES SHAMEFUL 

EXISTED BETWEEN THE UNITED STATES, OUR ALLIES, OTHER THIRD 

PARTIES, AND IRAQ. I PLACE THESE MATERIALS IN THE RECORD SO AS 

TO CONTRIBUTE TO THE INSTITUTIONAL MEMORY THIS HEARING IS
 

HAVE FAILED TO LEARN THEDESIGNED TO CREATE. TOO OFTEN WE 


BEEN DOOMED TO REPEAT OUR
LESSONS OF THE PAST AND THUS HAVE 


PRE-WAR RELATIONSHIP WITH IRAQ
ERRORS. I THINK THE CASE OF OUR 


IS ENORMOUSLY INSTRUCTIVE. IT TELLS 
 US MUCH ABOUT HOW TO AND HOW 

THAT THERE ARE SERIOUSNOT/TO DEAL WITH DICTATORS. IT TELLS US 

FLAWS NOT ONLY IN THE INTERNATIONAL ARMS CONTROL REGIME BUT ALSO
/ 
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IN Ou 
oWN EXPORT CONTROL LAWS-ANDTHEIR ENFORCEMENT.' IT TELLS'
 
US OF OUR VULNERABILITY TO UNRELIABLE 'OURCES OF FOREIGN OIL,
UNLESS WE ARE ABLE TO WEAN OURSELVES OFF OUROIL "ADDICTION, WE 
ARE LIKELY TO FACE THE SANE TYPE OF CRISIS "IN THE FUTURE.
 

THE FAILURE OF U.S. DIPLOMACY 

ALTHOUGH7Tn VsI5UDENT DESERVES KUDOS FOR HIS PROSECUTION OF 
THE WAR, THE EVENTS LEADING UP TO THE CRISIS NEED TO BE REVIEWED.
 
FOR ONE THINGTHIS CRISIS SHOULD TELL US SOMETHING ABOUT DEALING
 
WITH DICTATORS. 
THE BUSH ADMINISTRATION'S DIPLOMACY SEEMS TO BE
 
GUIDED BY THE PRINCIPLE THAT OUR ENEMY'S ENEMY IS OUR FRIEND.
 
THIS UNSOPHISTICATED VIEW OF THE WORLD, COUPLED WITH CRITICAL
 
DIPLOMATIC MISCALCULATIONS, GOT US INTO THIS CRISIS IN THE FIRST
 
PLACE. WHEN, DURING THE IRAN-IRAQ WAR, WE BEGAN OUR TILT TOWARDS 
SADDAM HUSSEIN, WE STARTED DOWN THE FATEFUL PATH THAT LED TO WAR.
 

WHEN CONFRONTED BY IRREFUTABLE EVIDENCE TO THE CONTRARY BY
 
ITS OWN EXPERTS AND THE CONGRESS, THE ADMINISTRATION CONTINUED TO
 
PURSUE A POLICY BASED ON AN ASSUMPTION THAT THE IRAQIS COULD
 
BECOME A STABILIZING INFLUENCE IN THE MIDDLE EAST. 
ONE
 
CONSEQUENCE OF THIS REFUSAL TO FACE REALITY WAS THE FAILURE OF
 
THE ADMINISTRATION TO SIGNAL SADDAM HUSSEIN THAT THE INVASION OF
 
KUWAIT WOULD BE UNACCEPTABLE. 
 IN HER NOW INFAMOUS JULY 25, 1990
 
MEETING WITH SADDAM HUSSEIN, AMERICAN AMBASSADOR TO IRAQ, APRIL
 
GLASPIE IS REPORTED TO HAVE SAID THAT THE UNITED STATES WAS
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YOUR BORDER DISAGREEMENTINDIFFERENT TO ... .ARAB CONFLICTS, •LIKE 

TWO MONTHS BBFORE THEWITH KUWAIT. -SIMILARLY, LESS THAN 

INVASION, WHILE TESTIFYING 	 BEFORE THE HOUSE FOREIGN AFFAIRS 

THE EAST, ASSISTANT SECRETARYSUBCOM4ITTEE ON EUROPE AND MIDDLE 

OF STATE, JOHN H. KELLY, IN RESPONSE TO A QUESTION 
CONCERNING
 

U.S. COMMITTMENTS TO THE TERRITORIAL INTEGRITY OF 
KUWAIT, STATED,
 

"WE HAVE NO DEFENSE TREATY RELATIONSHIP WITH 
ANY GULF COUNTRY.
 

MANY EXPERTS BELIEVE THAT THESE SIGNALS DID
 THAT IS CLEAR." 

HIS TERRITORIALNOTHING TO DISCOURAGE HUSSEIN FROM PURSUING 

AMBITIONS.
 

FURTHERMORE, EARLY ON, THE ADMINISTRATION FAILED 
TO
 

THAT A STATE THAT MISTREATS ITS OWN PEOPLE WILL LIKELY 
RECOGNIZE 

LAW. HUMAN RIGHTSA BLATANT DISREGARD FOR INTERNATIONALHAVE 

CONCERNS DO MAKE A DIFFERENCE. HAD WE NOT IGNORED THE IRAQI 

GASSING OF THEIR OWN KURDISH CITIZENS, HAD WE REACTED 
MORE
 

TO SADDAM HUSSEIN'S ESTABLISHMEN'I OF ONE OF THE
CRITICALLY 

WORLD'S MOST TIGHTLY CONTROLLED POLICE STATES, WAR 
MAY HAVE BEEN
 

IN TESTIMONY BEFORE THE
AVERTED. AS RECENTLY AS JUNE 20, 1990, 

FOREIGN AFFAIRS COMMITTEE ON WHICH I WAS A MEMBER, SECRETARY 

KELLY REFUSED TO CATEGORIZE IRAQI HUMAN RIGHTS ABUSES 
AS "A
 

OF GROSS VIOLATIONS OF INTERNATIONALLY RECOGNIZED HUMAN
PATTERN 

RIGHTS" DESPITE THE FACT THE STATE DEPARTMENT'S OWN HUMAN RIGHTS 

"ABYSMAL." THE
REPORT LABELED IRAQ'S HUMAN RIGHTS RECORD 

ADMINISTRATION TOOK THIS POSITION IN ORDER TO AVOID 
IMPOSING
 

PURSUANT TO EXISTING .LAW.IRAQ ARESANCTIONS ON THAT 	 REQUIRED 
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SIMILARLY, UP UNTIL THE -LAST MOMENT, THE ADMINISTRATION 
VIGOROUSLY OPPOSED CONGRESSIONAL ATTEMPTS, MOST NOTABLY A MEASURE 
SPONSORED By CONGRESSMAN HOWARD BERMAN, TO LEGISLATE SANCTIONS 
AGAINST IRAQ. HAD THE ADMINISTRATION BEEN FAITHFUL TO THE SPIRIT 
OF THE LAW AND HAD WE SIGNALLED, THROUGH SANCTIONS, OUR 
DISPLEASURE WITH ZRAQ, WOULD HUSSEIN HAVE BEEN EMBOLDENED TO 
ATTACK KUWAIT? MY GUESS IS THAT HE PROBABLY WOULD HAVE BEEN LESS 
INCLINED TO DO SO.. 

THE FAILURE OF U.S. ,EXPORT CONTROL .ly.TrV 

AS OUR TROOPS RACE ACROSS MIDDLE EASTERN ,DESERTS THEY ARE
 
PUT IN HARM'S WAY, BY A PANOPLY OF WEAPONS SOLD TO IRAQ NOT ONLY 
BY OUR ADVERSARIES BUT BY OUR ALLIES AND EVEN BY OUR OWN 
NATIONALS. I SUPPOSE ,THE FACT THAT THE IRAQIS ARE PRIMARILY 
SUPPLIED BY ARMS FROM THE SOVIET UNION IS AN INEVITABLE 
CONSEQUENCE OF OUR COLD WAR CONFRONTATION WITH THE SOVIETS. AT 
LEAST AT SOME LEVEL WE CAN UNDERSTAND THAT. WHAT DEFIES 
UNDERSTANDING, HOWEVER, IS THE DEGREE TO WHICH THE IRAQIS HAVE 
BEEN SUPPLIED WITH MILITARY TECHNOLOGY BY OUR ALLIES AND EVEN OUR 
OWN CITIZENS WITH THE ACTIVE ENCOURAGEMENT OF U.S. GOVERNMENT 
AGENCIES. NONETHELESS, I COMMEND THE FINE WORK OF THE U.S. 
CUSTOMS SERVICE AND OTHER AGENCIES OPPOSED TO THE REAGAN/BUSH 
EXPORT POLICY THAT UNEQUIVOCALLY FAVORED PROFITS OVER NATIONAL 
SECURITY CONCERNS. FOR EXAMPLE, IN COOPERATION WITH THEIR 
BRITISH COUNTERPARTS, CUSTOMS SERVICE NSTING" OPERATIONS WERE 
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RESPONSIBLE FOR INTERCEPTING PARTS DESTINED FOR IRAQ 
ESSENTIAL'
 

A "SUPER GUN" CAPABLE
 FOR THE CONSTRUCTION OF NUCL AR WEAPONS AND 

WERE IT NOT FOR OF LAUNCHING PROJECTILES HUN IREDS OF MILES. 


THEIR EFFORTS, OUR TROOPS WC lD BE IN AN EVEN MORE DANGEROUS
 

DACTIpynf WUAN THEY ARE TODAV 

wna aaUNFORTUNATELY, THESE INTERCEFT5 AM UixL wx 

NOW KNOW THAT IN THE RUSH TO SELL GOODS TO IRAQ,-ICEBERG." WE 

THE GERMANS SOLD TECHNOLOGY ESSENTIAL FOR THE PRODUCTION 
OF 

POISON GAS, THE BRAZILIANS PROVIDED TECHNOLOGY ESSENTIAL 
TO THE
 

TESTING OF BALLISTIC MISSILES, THE FRENCH SOLD ADVANCED 
FIGHTER
 

AIRCRAFT AND EXOCET MISSILES, AND THE JAPANESE CONSTRUCTED 
THE
 

BATTLEFIELD BUNKERS THAT ARE NOW THE RESPONSIBILITY OF OUR
SAME 

THIS IS, BY NO MEANS, AN EXHAUSTIVE LIST. I

TROOPS TO ASSAULT. 


TO SAY THAT EVEN AMERICANS PARTICIPATED IN THIS
AN EMBARRASSED 

EXPORT BAZAAR. LET THERE BE NO AMBIGUITY, THE COMMERCE AND STATI 

DEPARTMENTS -BEAR DIRECT RESPONSIBILITY FOR THE QUANTITY AND 

QUALITY OF MANY OF THE WEAPONS ARRAYED AGAINST OUR TROOPS 
IN THE
 

IN ONE OF THE MORE HORRIFIC CASES, THE STATE
MIDDLE EAST. 


DEPARTMENT APPROVED, AND THE COMMERCE DEPARTMENT LICENSED, 
THE
 

SALE OF DISEASE PRODUCING ORGANISMS TO THE IRAQIS BY A ROCKVILLE
 

THESE GERMS HAVE BEEN USED BY THE
MARYLAND FIRM IN 1988. 


IF THESE
DEPARTMENT OF DEFENSE FOR BIOLOGICAL WARFARE RESEARCH. 


WE BE.AGENTS ARE EVER RELEASED IN BATTLE, HOW GUILTY WILL 
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TE~flzw" OF U.S. BlUES SAL PiiiCyn 

ZN ADDITION, THE GULF CRISIS TEACHES US A LOT ABOUT THE SAL]
OF ADVANCED WEAPONS SYSTEMS TO OUR ALLIES. 
FOR'YEARS:IZAVE 
CRITICIZED SUCCESSIVE ADMINISTRATIONS FOR THEIR LACK OF A
SOPHISTICATD, LONG-TERM ARMS SALES POLICY DESIGNED TO STABILIZE 
NOT DESTABILIZE THE MIDDLE EAST. THE KUWAITIS PURCHASED MASSIVE
 
(IN PER CAPITA TERMS) AMOUNTS OF SOPHISTICATED AMERICAN WEAPONS
 
TECHNOLOGY IN THE 1980'S THAT PROMPTLY FELL INTO IRAQI HANDS ON

AUGUST 2. THE JORDANIANS, WHO WE HAVE SUPPORTED FOR OVER THIRTY-

EIGHT YEARS, REPORTEDLY TRAINED IRAQI SOLDIERS ON THE USE OF U.S.

HAWK MISSILES THAT WERE CAPTURED FROM THE KUWAITIS. AND, WHILE I
APPLAUD THE PERFORMANCE OF THE SAUDI ARABIAN MILITARY DURING THIS
 
WAR, CONTRARY TO ADMINISTRATION CLAIMS, AMERICAN WEAPONS ,SALES

HAVE IN NO WAY INSURED SAUDI SECURITY. IN FACT, HAD WE NOT
 
INTERVENED WHEN WE DID, IT IS LIKELY THAT THE IRAQI MILITARY
 
WOULD BE IN POSSESSION OF THE MORE THAN $50 BILLION IN AMERICAN
 
WEAPONRY SOLD TO THE SAUDIS. 
NOW THAT WE HAVE SVPPLIED TH)

VIETNAMESE, THE IRANIANS, AND THE IRAQIS WITH MUCH OF THEIR
 
WEAPONS STOCKPILE, MAYBE SOMEONE IN THE ADMINISTRATION WILL

REALIZE THAT IT IS TIME TO REEVALUATE OUR WEAPONS SALES STRATEGY.
 

THE FAILURE OF U.S. ENERGY POLICY
 

PINALLY, I WOULD BE REMISS IF I DID 1NOT POINT OUT THAT THE 
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MIDDLE EAST AGAIN HIGHLIGHTS OUR VULNERABILITY TO
CRISIS IN THE 

SOURCES OF FOREIGN OIL. THE SO-CALLED '"ENERGY PLAN"
UNRELIABLE 

JUST RELEASED BY THE ADMINISTRATION BLITHELY IGNORES THE EVENTS 

SOON AS THIS WAI
OF RECENT DAYS. IT IS LOGICAL TO ASSUME THAT AS 

PRICE OF OIL WILL PLUNGE AS IRAQ, KUWAIT, AND SAUDI
IS OVER, THE 

ARABIA PUMP HUGE AMOUNTS OF OIL IN ORDER TO FINANCE THE 

WITH THE AVAILABILITY 01
OF 	 WAR-TORN INFRASTRUCTURES. 

OIL, NOT.ONLY WILL THE AMERICAN CONSUMER GET THE 
REBUILDING 

CHEAP FOREIGN 

WRONG MESSAGE ABOUT CONSERVING ENERGY, THERE WILL 
BE NO ECONOMIC
 

FURTHERMORE, THERE
INCENTIVE FOR DOMESTIC PRODUCERS TO DRILL. 


SOURCES OF ENERGY,
WILL BE NO INDUCEMENT TO DEVELOP ALTERNATE 

ESPECIALLY BECAUSE THE ADMINISTRATION IN ITS ENERGY PLAN, 
SHORT-


CHANGES MOST ALTERNATE ENERGY RESEARCH AND DEVELOPMENT, 
WITH THE
 

WHAT THIS SITUATION SIGNALS TO ME I
 EXCEPTION OF NUCLEAR POWER. 


NOT LESS DEPENDEICE ON OIL, AND PARTICULARLY FOREIGN OIL,
MORE 

AS OUR PRIMARY SOURCE OF ENERGY. IT WOULD BE A TRAGIC SHAME IF, 

MIDDLE EAST WITH OUR'
IN 	A FEW YEARS, WE ARE BACK AGAIN IN THE 

MILITARY FORCES SECURING THE WORLD'S ACCESS TO THE 
REGION'S OIL.
 

SCENARIO IN ITS
 
THE ADMINISTRATION DOES LITTLE TO ADDRESS THIS 

ENERGY PLAN
 

MR. CHAIRMAN, I HAVE MADE THESE POINTS IN AN ATTEMPT 
TO
 

POINT OUT THAT EVEN AS WE ACHIEVE A STUNNING MILITARY VICTORY,
 

OF 	THIS CRISIS.LESSONS LEARNED A CONSEQUENCETHERE ARE TO BE AS 

FROM THIS WAR THAN THE 
IT 	IS MY FERVENT DESIRE THAT WE LEARN MORE 

I WOULD LIKE TO SEE A LITTLE MORE EMPHASIS,
LESSONS OF BATTLE. 
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NO,. Z TH, JZ T N! E , A M , ARY V ICTORY, O N WAYS TOzoR O F ~L.T
"-VOID, THROUGH, VALID DIPLOMACY# LEGITIMATE LONG TERM- PLANNING 'AND 
POLICY, MILITARY CONFRNTATIONS IN THE FIR IST PLACE 
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Mr. SMITH of Florida. I would like to welcome today's witnesses 
and thank them for their testimony. I agree with a great deal of it, 
and over the years, as a Member of the Foreign Affairs Committee, 
I have had the opportunity to deal with many of the witnesses. 

I would like first to go into some of the things that we have dis
to the conflict. Dr. Klare, Icussed with reference to the lead-up 

want to agree with you that all of the things that you mentioned 
set the stage somewhat, I guess shaped the thinking, the percep

tion, of Saddam Hussein and the people of Iraq. 
and the other civilian equipmentThe sales of the helicopters 

the Hill and in other places,that almost everybody, certainly on 
knew could be used in dual role with military applications; 

The dual use technology; the transfer of the intelligence data; 

the third party arms sales from allies, et cetera, which we encour
aged, to Iraq. Plus, of course, you left out the significant increase 
in contacts with Iraq, the attempt by the Commerce Department to 

new lines of credit, commercial credit extenopen up significant 
own people,sions, to the country of Iraq after they gassed their 

after the report of the abysmal human rights record, as it was cate-
Kelly and other members of the State Departmentgorized by Mr 

that wrote it, Mr. Shifter, all ofthemselves, including the man 
those things occurring at a time when he was obviously shaping his 

desires and calculating in the balance what we were going to do. 

HUSSEINMESSAGES SENT TO SADDAM 

a little bit puzzled by your testimony. Al-Mr. Quandt, I am 
though I agree with your assessment of April Glaspie in terms of 

no doubt that there has been some alher capability and there is 
tered transcripts put out by Iraq, you somehow seem to have 
glossed over other people in the State Department who made strik
ingly similar statements prior to the time that Glaspie met with 

Saddam Hussein and subsequent to the time that she met with 
him. 

For instance, just two days before he invaded Kuwait, John Kelly, 
camethe Assistant Secretary in charge of the Near East Bureau, 

before the House Foreign Affairs Committee on Europe and the 

Middle East, and talked about the fact. I want to quote because Mr. 

Hamilton, who is the chairman, asked him what I consider to be 

the ultimately probing and most important question at that 
moment. 

this, just so we have the record very clear, is JulyThe date on 
31st, two days before Iraq invaded Kuwait. 

"What is precisely the nature of our commitment to supporting 
This is Mr. Hamilton. "I read a stateour friends in the Gulf?" 

ment, an indirect quotation in the press from Secretary Cheney, 

who said that the U.S. commitment was to come to Kuwait s de

fense if it was attacked." 
not familiar with the quotation you just re-Mr. KELLY. "I am 

ferred to, but I am confident in our position on the issue. We have 

no defense treaty relationship with any Gulf country. We are call-
Ing for peaceful resolution of any differences." I am skipping here. 

"And we respect the sovereignty of every state and we believe that 

the sovereignty of every state in the Gulf ought to be respected." 
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Mr. HAMILTON. "Do we have a commitment to our friends in theGulf in the event that ther are engaged in oil or territorial disputes with their neighborsI
Mr. KUy. "As I said, Mr. Chairman"-"wetreaty relationship with any of the countries." 

have no defense
Andtantly, "We have historicallv avoided taking a position 

more ipor
on borderdisputes or on intei nal OPECdeliberatins."

Now, you talked about the borderatost."M..........Arab "border disputes." b . Mr. Kely talked aboutThen the chairman talked about a hypothetical: "What if, for example, Iraq charged across the border into Kuwait? What would beour position in regard to U.S. forces?"Mr. KELLY. "That, Mr. Chairman, is a hypothetical or a contingency, the kind of which I cannot get into. Suffice it to say wewould be extrem ely concerne d,_but I ca n "g eint o a y ofwhat-if answers." cannot get into the realm ofMr. HAMILTON. "In that circumstance, is it correct to sa however, that we do not have a treaty commitment which wouldobligateus to engage U.S. forces?"

Mr. KELLY. "That is correct."
Now, this is a flag-raise of the highest order. It seems to me thatwe have to be very, very circumspect in terms of what we did priorto the time: making Iraq a buffer vis a vis Iran, sending out thesehugely mixed signals. On the hand,one the State Departmentwrites ha
ot h r d, w e t "_
report that shows an abysmal human rights record; on the.d ;o th
oher hand, when there is the very strong possibility of an invasion, the State Department says we treat Arab border disputes asArab border disputes and we have no treaty commitments at allwith the state that is threatened.
 

Dn 
A few weeks before that, because it is important and instructive
arms policy, on June 20th, which was eight weeks, the administration had brought up a significant sale for review under thekrms Export Control Act, 36[b], to Saudi Arabia.
I might add that I have been and will continue to be--and periaps I was ahead of my time; I guess timing around here is every.hing-a staunch opponent of these enormous arms sales. Mindless,
I called them, and I still call them, mindless arms sales that are
nothing more than an attempt to bribe countries, to persuade them
to be western-oriented and to support 
our views in the region, as
Mr. Klare said, well beyond their ability to absorb these arms or to
use them for defensive purposes.
We received with the request for the arms sale a briefing by the
military, and one of them had indicated that Iran, in response tomy question, was a serious threat, the most serious threat to SaudiArabia, and that was the basis on which the arms sale was being
proposed.
Well, Mr. Kelly here and I asked him thewas same question,and I asked him what was the country, the most serious threat tothe Saudi Arabian integrity. He said Iran. This is June 1990.And I asked him why ten months before, when they came priorfor a previous sale, M1 tanks, they hadnumber one threat to Iran and that that sale 

told 
was 

us Iraq was the 
to counter thatthreat. And he refused to abandon the Iranian threat as the reasonfor this new sale, and he said: "We think Iran is still capable of 
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great mischief and. trouble-making, and we know that they have 
still been involved in international terrorist incidents," that he was 
not going to get into the business of stirring up a public feud be
tween Iraq and the Government of Saudi Arabia. 

That was Mr. Kelly's position, because I asked him if he was dis
avowing the previous testimony that he had on Iraq, and he would 
not. 

HUSSEIN'S INTERPRETATION OF U.S. POLICY 

It seems to me we have to take this into account, because it is 
apparent to me-and I am certainly interested in your thoughts
that we created this scenario as sure as almost anything else that 
is sayable or doable in terms of this issue. We created this scenario 
by virtue of the messages, the communications, the sales, the ac
tions, and the words that Saddam Hussein could see and measure 
and understand between him and us. 

we did or did not. I am con-I am curious whether you think 
or didvinced we did and I am curious whether you think we did 

not.
Mr. QUANDT. Well, I think Saddam Hussein clearly did not 

expect, after this long list of comments that you have reminded us 
of, that the United States would react as it did to his invasion of 
Kuwait. In that sense, I think it is true. 

I am not sure, had we changed our tune significantly, that he 
dissuaded from the intervention in Kuwait. Iwould have been 

think deep down Saddam Hussein did not believe that the United 
States had the stomach for a war in the Gulf that might entail sig
nificant casualties. 

That is one of the other things he said to April Glaspie. He said: 
You Americans do not have the stomach for the kind of game that 
is played out here, where 10,000 casualties may be taken in one 
battle. So even if we had taken a tougher line, I am not sure it 

did not take thewould have deterred him. But all I know is we 
tougher line. 

Mr. SMITH of Florida. That was a diplomatic error, was it not? 
Mr. QUANDT. It was a diplomatic decision. I think we should have 

had a statement, not just from John Kelly or April Glaspie, but 
on making it clearfrom the President of the United States, early 

that a threat to a state in the Gulf by Iraq was viewed as a very 
serious matter of concern to the United States. 

It is true that we do not have a treaty with Kuwait, but there 
are ways of answering that question that do not give the impres
sion of indifference. 

The one other point I would add to your list-and again, I am 
not trying to finger any individual as responsible, but you will 
recall-

Mr. SMITH of Florida. Let me just day, I do not mean to implicate 
Mr. Kelly.

Mr. QUANDT. No, I was not implying you were. 
Mr. SMITH of Florida. No, no, and I do not want the record to infer 

that I was saying that Mr. Kelly is the sole reason. He was just the 
representative of the administration. 

Mr. QUANDT. He was stating American policy at the time. 
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Mr. SMrrIH of Florida. Exactly, exactly.
Mr. QUANr. But there was also an incident that I find diffic;
to 3ustify, and that was the occasion where the Voice of Americ'ha an editorial that was critical of Iraq and used the example cwhat had happened to Ceceascu, and that dictatorial regires ce topled by their own people and that there were regims in cMidde East that might suffer the same fate.Now, it may not have been diplomatically wise to have had thaeditorial at that particular time, although I think it istriking parallel. Everybody a prett'was talking about it. All the MiddlEast experts were saying, is it going to be Assad or Saddam Husrein who suffers the fate of Ceceascu.But we personally went and apologized to Saddam Hussein foithat editorial and, as I understand it, rebuked the person who hadissued it. Now, I thought that was going a bit too far. Maybe yousay, well, this is not an official statement of American policy. But Ithought that it gave a signal to Saddam Hussein that we cared fartoo much about his good opinion. So that was just one more occasion where we need not have signaled the excessive deference tohis sensibilities that we seemed to signal.
Mr. KLARE. May I make 
a few comments? I certainly want toSupport your Comments that you have made about the backgroundto this crisis, and I would argue that it was not just a matter oftactical errors made in the last fewproblem that is much months. I think this was amore deeply embedded in the nature ofAmerican foreign policy, that has occurred again and again-I callit the surrogate doctrine, but you could call it something else-ofplacing American policy, especially in the third world, not on acountry, not on a people, but rather focused on a particular leaderwhom we view as friendly or as a useful instrument of Americanpolicy.We did that with the Shah, even though there were plenty ofwarnings that the close relationship that we had with him-overlooking his human rights abuses, overlooking the detrimental effects of his military spending on the Iranian economy-was provok.ing dis it 


Yet, 
in Iran. There were reports in G(ngress to this effect.
several administrations, one after thehinge American policy on support of the Shah. 

other, continued to 
I think the same thing occurred to a lesser extent with SaddamPussein-we had a policy of aiding Iraq in the Iranian-Iraq conflictfor strategic readons, but that was viewed as hinged on ourtionship with Saddam rela-Hussein. And soadministration in power, 

whatever he wanted, thewas inclined to support, to assist him in
what he was seeking.
This is not a policy that changes quickly. It was continued rightinto the end of July, even though there were stirrings at otherlevels of the administration and the Defense Department that thiswvas an unwise policy.I think the history, the momentum of forging this kind of close 
relationship continued gelationshipwith a friendly leader and hinging everything on thatand produced a momentum that we werenot able to correct in time. And I certainly hope that Congress willbe aware of this tendency in the future.

Thank you. 
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Ms. Kim'n. Just to add briefly that this 	pro-Iraqi tilt I think 
a very narrow focus,out of looking at the region throughcomes 

red-to have a regional policy that will alsowe 
permit us to deal with reality and not with what we wish 

there. 

affd'rdo thinlkf tali 	 was 

I think that a lot of people in the case of Iraq, not only did we 

have this tremendous anti-Iranian view in this country, but I think 

that we also saw a lot of economic opportunities in Iraq, because it 
in the area, it has talented and

is the second biggest oil reserve 
well-educated people, agricultural possibilities, and so on. And Iraq, 

without all of these wars, could have been the first really devel

oped country. 
I think that our commercial interests, while they are under

standable, nevertheless I think there are leaders-that there is a 

point beyond which we can go. We have to stop winking and blink

ing. The issue of human and civil rights, while we cannot effective

ly use it as a policy, nevertheless must enter into our assessment of 

how far to go with individual countries. 

AID TO JORDAN 

Mr. SMrrH of Florida. Thank you. I agree with that last statement 

completely. I think one of the cornerstones of our policy ought to be 

human rights. That would be very important. 
get into the post-war issues with reference to what we

Let me 
just talked about. It is hard to get off the horse you are riding. It 

takes a long time. Let us focus on Syria. We have invited into this 

coalition a country against whom the United States has imposed 

sanctions. It is on the list of countries that sponsors state terror

ism. There are only three. It is a country that sponsors and harbors 

terrorists. At least two or three of the dissident Palestinian organi

zations are based there. 
What do we do about avoiding the possibility of having set up, by 

virtue of our recognition of Syria for this coalition purpose, Syria 

against Iraq the same way we set up Iraq against Iran? How do we 

now avoid the future tendency to be more inclined to deal with un
use U.S.

reliable dictatorships and the possibility that they will 

support for their own purposes once again, since they have shown 

no inclination to do anything else. 
And what do we do about Jordan? Is it fair that, after 30 years of 

American foreign aid and American help and all of the extensions 

of friendship that we have given to Jordan, that at a time when it 
in which the Internationalto act in a mannerwas called upon 

Community considered to be in the best interests of the region and 

for peace and stability, it imn: -iately rejected the United States 
that has been condemned

and choose to take sides with a man 

worldwide?
 

And do we excuse that solely on the basis that over 50 percent of 

the population is Palestinian, therefore we can understand what 

the King did and we do not have to call him to account for it? Is 

that an excuse the American people should be asked to swallow? I 

find that rather difficult. 
no relationship and we

It would be different if we had little or 
expected a completely moral stand vis a vis Iraq. But what do you 
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do after you have had a relationship for 30-some odd years, wit]enormous amounts of aid, military and economic, flowing, and1deep-seated friendship? What do you do?
Mr. QuANDT. Well, 
 I think I have expressed myself on aid t4Jordan. I just do not think being punitive, although it might mak4us feel good, is going to serve our national interests. First and foremost in justifying any decision to the American public, I think iihas to be based on not what is necessarily fair, to use your wordsbut on what serves American national interests.Punishing Jordan today might make us feel that we have settledaccounts with the King, who somehow let us down. But I do not seEthat we are going to be better off in our broad objectives of bring.ing peace and stability to the Middle East. So I just would not do it,even though in the next round of talks with King Hussein I mightsay a few words about the extent to which he has jeopardized ourability to keep on supporting him the way we have in the past.Somewhere in the international community, nonetheless, Jordanneeds to find some economic support.That does not mean a clean bill of health for how Jordan beiaved in this crisis. But I also do not think we can wallow indefiiitely in the past. We do need to look ahead.Your other question was about Syria. Again, I think I have hadny chance to say a word or two about the nature of our dialoguevith Syria. It would be going over these issues from the past, the[uarrels we have had with Syria over terrorism, its policies in theegion, and our expectation that in the future, if there is going toe any chance of Arab-Israeli peacemaking, Syria is going to haveDbe part of it.Now, that makes for a very complicated political discussion, beause on the one hand you have to say some very tough truthsbout how, if Syria continues to support terrorism, if its humanIghts records remains as bad as it has been in the past, it is goingbe virtually impossible to do business with them. 

ISRAEL AND EGYPT
That has to be put against the record that Syria has negotiatedwith Israel, has reached agreements and has respected those agreements.
 
Mr. SMrTH of Florida. Golan Heights.
Mr. QuANrr. The Golan Heights. And that Israel is probably
more prepared to deal with Syria than any of its other neighbors,because they see a strategic imperative for doing so if the price is
right.
So I think the simple answer is we should not go into these talksforgetting the past, but we also have to look and see if there is anyreason to sense there is a change.Let me give you just one historical example I can think of thatjustified a prudent testing of new possibilities, and that was AnwarSadat. Anwar Sadat when he came to power was labeled as just thesame old Egyptian leader that we had seen before. He, after all,had been Vice President under Nasser. He had never deviated oneiota from what Nasser had said and wanted, and when he came topower people said: There is no reason to deal with Egypt; we 

42-325 0-91-8 



64
 

should not believe this man when he talks about his willingness to 
make peace with Israel. 

And it took us a very, very long time to understand that the 
combination of changed personality at the top and changed circum
stances meant that Egypt was in fact ready to make a deal. And in 
fact, I think we missed an opportunity by being too weighed down 
with our perception that Egypt would never be willing to move 
from its known positions. 

So you have to balance your awareness of history. You cannot 
ignore it, but you also have to recognize that sometimes circum
stances change. And that I think, after all, is politics. 

SYRIA 

Mr. KLARE. Can I just say a few words? 
Mr. SMITH of Florida. Go ahead. 
Mr. KLARE. Just a quick comment about Syria. I do not think 

that Syria will be expecting to come to the United States for arms 
transfers after all this is over. But it might seek, like Iraq did 
before, technical assistance. And we should bear in mind that Syria 
has a military-industrial complex not unlike that of Iraq, not iden
tical, but they nevertheless have a large chemical capability. They 
have built up chemical warheads for their Scud missiles. They have 
gotten western assistance, as did the Iraqis, to build these capabili
ties. 

And so we need to be very, very careful about any kind of techni
cal assistance that could be used for military purposes in Syria. 

ARAB-ISRAELI CONFLICT 

Mr. SmITH of Florida. Mr. Chairman, would you indulge me one 
question on the Israeli component here. Just taking the totality of 
what has just been discussed, and since I do not believe that the 
Israeli problem vis a vis the Palestinians had anything to do with 
Iraq invading Kuwait, let us talk about it in the context of the 
whole region.

Would you say that Israel's insistence that it should negotiate 
first with Arab front-line states-Syria, Jordan, Saudi Arabia-bi
laterally, focus on and then the Palestinian issue will be easier to 
sell around now that this whole incident has occurred; that the 

somePalestinians may be a little bit more leaderless, looking for 
other issues? 

I personally feel that there needs to be an Arab-Israeli solution 
with some of the states, especially Saudi Arabia, before you will 
ever be able to solve the Palestinian issue, and if this happens, it 
will be easier to solve the problem of the Palestinians. 

Mr. QUANDT. Just briefly on a complicated issue, I think the 
state to state dimension of the Arab-Israeli conflict does need to be 
addressed. It has always been strategically the most important part 
of the conflict, but politically it is difficult to deal with it in isola
tion from the other part of the conflict, which is the Palestinian-
Israeli conflict. 

So I guess if I had to place my bets, I would say we have a better 
chance of having a state to state dimension of Arab-Israeli peace
making than we have had at any time since the Egyptian-Israeli 
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negotiations, but it cannot be done as the Egyptian-Israeli one wasdone, strictly as a bilateral discussion between any one Arab stateand Israel. It is just not going to happen. Maybe it should, but it isnot going to.So I think the art here is going to be to construct some kind oftwo-track diplomatic effort, whereby the states are engaged-Syria,Jordan, perhaps Saudi Arabia if we can find an issue for them totalk about-and a second track dealing with Jordan, Palestinians,and Israelis for some kind of an interim step on that front.I do not think you can totally disentangle the two, but it is certainly true today that we are not going tocomparable see an approach takento the one that was suggested a year ago of exclusivePalestinian-Israeli talks. That approach is dead.But to rule the Palestinians out entirely or to say that they willonly have their issues addressed after all of the states have madepeace, that also is not going to work. It is the balance between thetwo. But I think the state dimension is now more prominent andmore realistic than it has been in the past.Ms. KIPPER. I would say that the two-track approach has been essential in the past and will be even more important in the future. Ido not think one can be done without the other.But overall, from my point of view the most critical part of anyapproach is consistency, that we stick with it and that we are veryactive. We have seen in the Middle East that when the UnitedStates is not engaged that stagnation always leads to serious trouble and very often to war.So I think in this next period the United States and some otherswill need to be extremely active and very consistent in workingwith the parties of the two tracks, the Israeli-Palestinian to ameliorate the situation there and certainly on an Israeli-Arab staterack as well.
 
Mr. SMITH of Florida. Thank you.
Thank you very much, Mr. Chairman. I appreciate it.
 

HAVES AND HAVE-NOTS
Mr. OBEY. Just three very quick last questions. First of all, I wasreading, as we all did, I am sure, Tom Freedman's piece in TheTimes on Sunday, and in that piecewhether he raised the question ofor not tomorrow is going to look a whole lot like yesterday. Among the cautionary notes he threw out to us was the following statement.
"After this war is over, the haves are not likely to have anything
left for the have-nots because of the cost to the Kuwaitis to rebuildtheir country and the amount of money that the Saudis have already spent or borrowed."That statement, to the contrary, notwithstanding, all of you haveindicated the importance of dealing with that corner to the problem. So what would your response be to the assertion that there isnot going to be any money left to deal with the haves versus thehave-nots at the end of this?Mr. QuANDTr. Just briefly, it is partly true, but it is a result ofchoices that have been made of how money should be spent. TheSaudis have said that they want to spend some $13 billion on arms. 
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Some of that no doubt will be spent, but some of it could equally. 
well be put aside, a billion or two, for other purposes, including re
gional economic development. 

Those are political choices. The balance sheet does not emerge 
from some mechanistic set of processes. It is the result of political 
decisions of how people choose to use their resources. 

Now, I think one really has to wonder how much security has 
been purchased by the billions and bilions of dollars spent on arms 
by the Gulf states, including the Saudis, during the 1970's and 
1980's. Certainly Kuwait did not have any capacity to defend itself, 
although it had spent billions of dollars on defense. 

I think the time has really come to talk seriously to the Saudis, 
when they ask us for another $13 billion worth of arms purchases, 
as to whether that is the best use of their resources, given the com
peting demands, including economic redistribution. 

There will be, of course, limits to how much the petrodollar 
states can contribute. But they are not broke and they should not 
be let entirely off the hook by pleading poverty. It simply does not 
quite ring trae to my ear. 

Mr. KLARE. I agree with that. 
Ms. KIPPER. As Bill said, it is a question of priorities. But I also 

us for arms sales that wethink that, not only when they come to 
have to help them change their priorities, but we also should be 
more careful in our own militarism, of what we suggest to them 
that they buy. 

The way I understand how these arms sales work is that the 
original premise of what ought to be purchased and in what 
amounts comes from the United States first. So we also need to 
have some different priorities. 

SOVIET BEHAVIOR 

Mr. OBEY. The second question: What should we learn from 
Soviet conduct in the last ten days in this area? What do we think 
that means in terms of the way they will 1, dealing with the 
region after the war, and what does that mean in terms of how we 
ought to deal with them with respect to the region? 

Mr. QUANDT. Well, I come out on the side of this argument 
the whole the Soviets have behaved remarkablysaying that on 

well in this crisis. If you think of any previous major crisiF, and 
compare Soviet behavior in this one to those previous crises, they 
have been remarkably cooperative in the UN and outside. 

The difference that we have had with them over the past ten 
days has been relatively minor and in my view has not strained 
the basic fabric of the relationship. I do not happen to believe that 
Mr. Satire is correct that people are fuming with rage about the 
Soviet intervention of the last couple of weeks. I think, on the con
trary, there bas been an understanding that, although we did not 
agree with the approach they took, that it was not intended to be 
disruptive, that they had their own national interests that they 
were trying to deal with, but they did not ultimately cause us un
manageable problems, and I think that is the important bottom 
line. 
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So I think that as we look to the post-crisis period we shouldexpect and hope that we can have a degree of cooperation with theSoviet Union on the key issues where we need help. First, in theUN any decision that is going to be made in the Security Councilwill need their cooperation, if we are going to create a peacekeeping force for Kuwait, as I think will be done. Simply taking actionson what to do in the aftermath of the crisis with Iraq will requiresome degree of coordination. 

SOVIET SUPPORT 
Mr. OBEY. Let me interrupt. I guess what I am asking is what doyou think our policy will have to be in order to have a reasonabledegree of support from the Soviets at this time?Mr. QuANDr. Well, I do not think the Middle East is the top priority for the Soviet Union. The top priority today is of course dealmg with their internal affairs and keeping a decent relationshipwith the United States against the backdrop of what is happening

internally.
So I think on the whole they will look to cooperate with us onArab-Israeli peacemaking, on armsan c3ntrol regime for theregion, provided that we want their cooperation in those areas.President Gorbachev is not in the position to play very complicated games in the Middle East. He does not have a great deal ofinfluence there. The Soviets do not have money. They clearly arenot prepared to send military forces.There are some things that they could do that would be disruptive, like engaging in large-scale arms sales to make money, whichthey need. But on the whole, I think we should recognize that theSoviets are signaling a willingness to cooperate to quite a signifi,ant extent, and we could probably set the agenda and hope that'hey will go along with us.Mr. KLARE. If I may speak briefly, I think that if there is anygood that will come out of this whole conflict in the Gulf area, oneof the things. that is possible is new cooperation between the U.S.and the Soviet Union on the transfer of military technology andarms to areas of instability.
As the United States has been burned by its policy of arming
countries in the region, the Soviets have as well. Saddam Hussein
was more their customer than he was ours or the French, and that
is equally true of other countries that have turned away from
Moscow. I think they have seen the risks of building up regional
superpowers like Iraq that can then pursue their own interests.So I think there is a commonality of experience that allows us atthis moment in time to sit down with the Soviets and work outsome very progressive agreements with respect to controlling theexport of arms and military technology. You %All recall that in1977 and 1978 we had a series of negotiations known as the Conventional Arms Transfer Talks, the CAT Talks, which were suspended because of the hostilities in the Persian Gulf area. I thinkthat now is the time to resume those talks and othier kinds of bilateral discussions that could lead to a new pattern of cooperation andco~laboration in promoting peace by restraining the most destabilizing weapons going into these areas. 
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Ms. KIPPER. I would say that, on the Soviet peace initiative, we 
will never have the chance to know, but had the land war been 
postponed for a day or two might there have been enough room for 
the Soviets to in fact get the Iraqis to agree to the conditions that 
had been set out by the United States? 

There was, after all, a preemptive American strike to prevent 
the Soviet initiative from working. I do not have any problem with 
it. I think the Soviets and the United States, will continue to have 
some competition in areas like the Middle East, but our basic view 
of the region is not very far apart. And I think the idea of Pax 
Americana is over with and we are going to need all the help we 
can get out there, if the Soviets can work with us through the 
international system we will be much better off for it. 

HOSTAGES 

Mr. OBEY. One last question. What, if anything, do you think all 
of these events mean in terms of American hostages in the Middle 
East at this point? 

Mr. QuANDT. Well, one hates to raise expectations that we are 
about to see some kind of breakthrough, and I have no basis to say 
that there could be one. But insofar as Iran and Syria may have 
significant influence over the groups that hold the hostages in Leb
anon, I think we at least have the capacity on the diplomatic level 
to have some very serious talks with both of those countries now in 
circumstances where they have incentives to show signs of good in
tentions by helping out. 

But I am not sure that the control of the hostages in Lebanon 
today is exclusively a matter that can be decided in either Damas
cus or Tehran. It may have devolved to the point where the hos
tage holders are simply beyond control, and if that is the case it 
depends on very specific local circumstance. 

Mr. KLARE. I defer. 
Ms. KIPPER. I agree with all of what Bill has said, but I would 

also add that part of getting those hostages released will be the at
mosphere after the war is over and the continued statement by the 
United States that our troops are not going to be staying perma
nently in the region. 

This is an area of the world that has been crisscrossed by for
eigners for certuries. There is an extreme sensitivity to having for
eign troops ii the area and, while we may maintain a small pres
ence and certainly equipment and materiel, it will be very, very 
important to begin to talk about the withdrawal of foreign forces 
from the region and to state our intention to take diplomacy seri
ously to try to ameliorate some of the problems that existed before 
and are really a lot worse after. 

Mr. OBEY. Thank you. 
Matt, any last questions? 

AID TO ISRAEL 

Mr. McHUGH. One question. The panel this morning was focused 
on how we got into this crisis and Ithink you have helped us tre
mendously in understanding that. But we have inevitably taken ad
vantage of your expertise to ask about future policy issues. 
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Again, bearing in mind that this is a foreign aid subcommittee,we are goig tobe faced with respect to aid to Israel with at leasttwo questions beyond the current level of assistance. The most immediate one is whether to provide additional foreign assistance,military assistance, to enable the Israelis to recoup expenses thatthey have incurred on alert, so to speak, during this crisis. I think Iheard on the radio this morning there has been a formal request ofthe State Department by Israel for a billion dollars, which presumably would be included in the Desert Storm supplemental requestnot subject to the budget ceilings.What do you think about that in the context of what you havesaid about the arms situation

there has been 
in the Middle East? And secondly,no formal request yet, but I am sure that Israel'sprimary concern at the moment in terms of its economy is how toabsorb the enormous number of refugees that are coming into thecountry. Undoubtedly this is putting a tremendous strain on the economy.At some point I know that Israel will be looking to its friends,and particularly the United States, for some assistance, perhapshousing guarantees, to enable them to resettle these folks in theshort term. What do you think about that proposal, although it isnot a formal proposal yet, particularly in the context of what youhave said about the political issues involving the Israelis and thePalestinians?

Mr. QUANDT. I think both requests for military and supplementalhousing guarantees are really a reflection of the hard-pressed Israeli economy. After all, Israel has not expended any military resources, hardware, in this war, but there have been economic costsfrom being on alert and so forth.So we really have to look at the Israeli economy and make a decision as to how much we as Americans feel obliged to help themdeal with temporary economic strains, the military ones caused bythe crisis, and how much we are prepared to help them deal withthe very long-term and very big challenge of absorbing SovietJewish immigrants.I guess I am inclined to say, on the latter, on the housing guarantees, that the administration was correct to try to be fairlytough-minded about the conditions under which any such housing
guarantees would be offered, because there is a serious question of
what we are 
being asked to subsidize. Is it housing within Israel
pre-1967? Is it in tht: occupied territories? Is it in disputed territo
ries?
And unfortunately, I do not think we got an entirely clear set of
assurances on exactly wht was meant. Even if we did get entirely
clear assurances, quite frankly, as long 
as any continued settlement activity takes place, new settlements being built in the WestBank and Gaza, we are indirectly subsidizing that process byleasing funds that will make it easier re

to use funds to the West
Bank.

In this fairly delicate moment of diplomacy I would want veryight assurances that no new settlements were being constructed asa condition of any new housing guarantees, because of the fungibility issue. We all know that is the reality. Whatever assurances weget on a green line, we will always find that our definition of the 
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line is not identical with the Israeli definition of the green.een 

So I think that the simple proposition has to be that for this 
period the funds can be only made available in conditions where no 
new settlements are being constructed, period. And if the Israelis 
are not prepared to accept that condition, they should not get the 
additional support. 

Mr. KLARE. Just briefly, I do not feel able to comment on the 
general economic situation in Israel and what our assistance 
should be in its political context. But with respect to military aid, I 
think that the U.S. wants to be sympathetic to Israel's concerni 
about missile attacks, for very obvious reasons, and Israel, as you 
know, has a project under way to develop an anti-missile defense 
system, which the U.S. might also want to co-develop with them. 

I could see an argument for continuing work on that. But I 
in terms ofwould be opposed to giving Israel any favored status 

military aid when we are not going to be doing the same with any 
of the other countries in the area and should not. 

I subscribe to Representative Hamilton's view that the best ap
proach for the whole region is a moratorium on arms sales to all 
countries, and if we make exceptions for Israel that will make it 
impossible to impose those kind of r3straints on anyone else, and it 
will encourage those countries to turn elsewhere and so we will be 
in a worse mess. 

So I think that there should be a moratorium on all arms trans
fers to the area, with the exception of weapons that might be 
usable for defense against missile attacks and chemical weapon at
tacks and that sort of thing. 

Ms. KIPPER. It seems to me that we have come to the point where 
we have a very long agenda of items which we need to discuss with 
Israel at the highest levels over a period of time, because we have 
agreed to disagree on some issues, settlements and other things, for 
a very long period of time. 

I do not think those things can be fudged any more. I think we 
have to say to each other where the limits are and what is the com
mitment as well. I think Israel is often very nervous about the spe
cial relationship with the United States because the Israelis are 
not really sure what is the content of the American commitment. 
After this war I think that will be a little bit more clear and also 
where the limits are. 

And I think the time has come on peace issues, on economic 
issues, and certainly major and urgent strategic issues that the 
United States and tie I'-i.ielis really need to engage in the kind of 
friendly, trusting dialogue that used to characterize the relation
ship, so that we can get back on track even where there are differ
ences between us. And certainly any future economic aid and secu
rity assistance should be seen in that context. 

Mr. MCHUGH. Thank you. 
Mr. OBEY. Thank you very much. 
Let me simply say that I agree with much of what both of you 

have said. I really believe that we have crossed a threshold. It is 
one thing to continue to fudge issues and understandings. It is one 
thing to agree to disagree on some basic problems as long as there 
is no direct impact on the United States. 
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But we have crossed a threshold with the loss of American livesin that region, and it simply seems to me that, while the world has,and our friends in the Middle East certainly have, a right to expectour leadership, we also have a right to expect their cooperation on some very basic issues.
To me that means that, while I am certainly willing, in the context of conduct which leads to a more stable area, to consider anyrequest for funds for the Arabs or the Israelis, that with respect to,for instance, funding the international bank, which I happen tothink conceptually is a good idea, I am not going to be eager, infact I am going to be incredibly reluctant, to fund any financial initiatives or to support any arms sales whatsoever to any country inthe Arab world until we have a better set of understandings abouttheir future conduct, not only on bilateral issues but also with respect to their willingness to deal realistically with the fact thatIsrael is there forever.

Secondly, with respect to the Israelis, it was my notion that lastyear provided the addition money for housing guarantees. I thinkwe did the right thing because I think we have a moral obligationto assist any Jew who wants to get out of the Soviet Union, giventhe past history of that society.
But I also think Israel has a concurrent obligation to us when wedo that to assure that the settlement of refugees is not going tocause problems to our national interests and cause problems interms of resolving outstanding problems in the area. So thereagain, you are going to find me extremely reluctant to provide thator any other additional assistance above existing levels for Israel aswell as the Arab world, until we get the kind of understandings,with respect to settlements, which cannot be used by forces whichwant to inflame the region and will take any excuse they can to do

it.
So I guess I end where I began the hearing, by saying that theissue has never been whether we would win the war; the issue hasalways been whether we would have the guts and the judgmentand the subtlety and the tenacity to insist on actions that we knoware necessary to secure some stability for the region, because if wedo not do that we will betray every single American who has lost
his or her life in that part of the worid, and I do not think Congress ought to be in the business of doing that.
I appreciate very much the time you have given us today andwould simply say that tomorrow at 10:00 o'clock we will hear fromBob Hunter, Martin Indike, Edward Luttwak, Richard Murphy,Laurie Milroy, and Dmitri Simes on the future of the region.Thank you very much. I apprechte your time.[The following material was submitted for the record by Congressman Smith of Florida:] 

[From the Forward, Jan. 15, 1991] 

GROUNDING THs HAwKS 

(By Douglas M. BloomfIed).When-not if-srael strikes back at Saddam Hussein, its air force may have tocros Jordanian airspace. Israeli pilots will be able to thank the U.S. Congress thatthe trip will not be as dangerous as it could have been. 
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That is because for the past 16 years, Congress has beaten back repeated efforts 
by Presidents Ford, Carter, and Reagan to provide the Hashemite kingdom with a 
top-of-the-line American-built air defense system; 

During his first visit to the Reagan White House in 1981, Prime Minister Begin 
was asked by the president why Israel and its friends in America objected to his 
desire to sell high-tech American weapons to Israel's neighbors so they could defend 
themselves from Communist threats. Mr. Begin responded that the Arabs rarely if 
ever used American arms for such purposes, but frequently turned them against 
Israel. 

In 1966, President Johnson assured Israel that he had King Hussein's personal 
commitment that new American tanks being sent to Jordan would not be used to 
attack the Jewish state and would not be sent to the West Bank, then occupied by 
Jordanian forces. In the 1967 Six Day War, however, Israel captured many of these 
tanks on the West Bank and as they crossed into Israel. 

Today King Hussein has allied himself with Saddam Hussein in the Gulf war. He 
has declared, "We are determined to do whatever we can to make sure our airspace 
is not violated by any side." Yet when faced with evidence that Saddam had sent his 
Scud missiles across the Hashemite kingdom to strike targets in Israel, the king 
first denied it had happened and then refused to condemn the act. Instead, he 
threatened to shoot down any Israeli planes on their way to retaliate against Iraq. 

To do that, he would depend on SAM anti-aircraft missiles bought from the Soviet 
Union, but would not be able to use his American-built Hawk missiles. The Hawks, 
among the most effective mobile anti-aircraft missiles in the world, are set in 
cement, where they easily can be avoided by Israeli planes. 

That is not what King Hussein or President Ford wanted. In 1975, Mr. Ford 
sought to sell Jordan $354 million worth of Hawk batteries along with Vulcan 
mobile anti-aircraft guns and Redeye shoulder-fired anti-aircraft missiles. The 
mobile Hawk batteries could provide an effective umbrella to protect an advancing 
army. 

The late Benjamin S. Rosenthal, a Democratic congressman from New York, a 
leader of the opposition to the Hawk sale, pointed out that King Hussein was able 
to resist Arab pressure to join the 1973 war against Israel by pleading that he 
lacked a first-class air defense system. Mr. Rosenthal declared that the administra
tion's desire to provide such a system in 1975 amounted to an unavoidable invita
tion for Jordan to join any future Arab-Israeli war. 

In the face of strong Congressional opposition, the Ford administration agreed the 
Hawks would be taken off their mobile carriers and planted in cement. 

As Jordan continued to ask for the Hawks to be modified to make them mobile, 
and Congress continued to oppose the requests, President Carter in 1979 upgraded 
the quality and effectiveness of the fixed Jordanian batteries. 

Ronald Reagan was sympathetic to King Hussein's requests for several squadrons 
of F-16s, 26 new mobile I-Hawk batteries plus modification of the old ones, M-1 
Abrams tanks, air defense radars, Sidewinder missiles, and more than 1,600 shoul
der-fired Stinger missiles. However, the king once again encountered overwhelming 
bipartisan opposition in Congress. 

In 1982, led by Sens. Kennedy, Democrat of Massachusetts, and Heinz, Republican 
of Pennsylvania, a majority of the Senate went on record opposing such a mile in 
the absence of tangible moves by Jordan to make peace with Israel. There was a 
general feeling on Capitol Hill that the king was all talk and no action when it 
came to peace with Israel. 

The following year, the Reagan administration entered into secret negotiations 
with the king to set up a $22 million, 8,000-man Jordanian Rapid Deployment Force. 
When the plan became public, it collapsed of its own weight. Arabs feared it would 
be an American mercenary force, and Israelis worried that instead of deploying east 
toward the gulf to rescue a threatened sheikdom, the JRDF might get in the desert 
and turn west toward Israel. The package was to include satellite ground stations 
for real-time intelligence sharing, something Amenica still refuses to provide Israel. 

In 1985, a foreign policy adviser to Prime Minister Peres came to Washington and 
secretly lobbied for the Jordan arms sale among friends of Israel. It was never clear 
for whom he was speaking, but he got little sympathy outside the State Department. 
Most pro-Israel congressmen and political activists continued to insist the king show 
more movement on the peace front before his Hawk missiles would be made mobile 
or he received F-16s. 

During the mid-1980s, the Reagan administration repeatedly attempted to revive 
these sales, in whole or in part, but consistently met firrm congressional resistance. 
Congress reaffirmed the Kennedy-Heinz resolutoin and wrote into foreign aid legis
lation an amendment by Rep. Larry Smith, a Florida Democrat, linking the sale of 
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new air defense weajpons to Jordan to the kingdom's commitment to recognize Israeand engage it in serious peace negotiations.With much coaching fromn th State Department, the king declared in late 1981that he was prepared to negotiate "pomply and directly" with israel, but he wenion to insist on a string of unacceptble conditions. The administration threw in the 

As part of its alliance with Iraq, Jordan has reportedly permitted Iraqi aircraft tcfly reconnaissance missions along its border with Israel, and Iraqi intelligence offi.cials have been stationed in Jordan to monitor Israel and gather information. American intelligence officials report Jordanian technicians and air defensebeen training Iraqi crews on crews havethe use of captured American-made Kuwaiti I-Hawkbatteries. Since the same missile is in the front line of both American and Israeliair defense systems, this means Jordan has given Iraq valuable information andwensto use against Americans, Israeli and allied planes.
thanks to the U.S. Congress, it will not 

ael's air force goes after targets in Iraq, it will face many threats. Butworld-the mobile I-Hawk missile and the F-16-if it has to cross Jordanian air

y'-unter some of the most dangerous in the 
space to get there. 

ExcKRpr FROM A HEARING AND MARup BEFORE THE SUBOcoMrimm ON EuRoPz ANDTHE MIDDLE EAST OF THE COMMITTEE ON FOREIGN AFFAIRS,House orTIVES ON DzvRLOPMENI PREPzrNTA.IN THE MIDDLE EAST JUNE 20, 1990 

THE THREAT TO0SAUDI ARABIAMr. SMrH of Florida. Oh, absolutely not. We wouldn't want you to do that.Oh, one other question. Military sales have been of interest to your Administration and the previous Administration and to usall of the same stories back and forth 
for quite a long time and we hear 

can you tellhme, from 
over the years about threats and so on, butyour experience, your understanding, what country is thesinle most threatening to Saudi Arabia at this point?
Mr. KELLY. I think Iran, sir.
Mr. SMrrH of Florida. Iran?
 

Mr. KE.y. Yes.
Mr. SMrH of Florida. Last year it wascame up here with your request for M-1 
Iraq, about nine months ago when youtanks. Can you tell me why it changed?KLY. Well-Mr.Mr. SMiTH of Florida. We were told last year that they were arming against Iraq.Mr. KELLY. Th.t was not my testimony, Congresman.Mr. SrH of Florida. Are you disavowing the testimony of others, do you?Mr. KELLY. I believe you asked me about this last autumn and you asked mewhether Mr. Clark of the PM Bureau and I talked to one another and I said yes, butthat I won't going to get into the business of stirring up a public feud between Iraqand the Government of Saudi Arabia, and that is still my position.Mr. SMrr of Florida. So now, as far as you are concerned, Iran is the single mostimportant threat to Saudi Arabia.Mr. KELLy. That is correct.Mr. SMrrH of Florida. The fact that Iran has reduced capability siificantly, hasnot made any threatening gestures, and Iraq is continuing to build itself up and istrying to import long guns, is trying to import crytron, not kryton-I think yousaid kryptonkTron swites and that means nothing, It is stll
Mr.a ran.
En y. Well, 1 hink Iran is still capable of great mischief and trouble-makingand we know that they have still been involved in international terrorist incidents. 

MILITARY COOPERATION BETWEEN JORDAN AND IRAQ
Mr. SMITH of Florida. Okay, now, 
we know Jordan and Iraq have undertakenhighly visible steps to expend military cooperation including the creation of a jointair force squadron and a joint army brigade, correct?Mr. KELLY. I am not sure that is correct, Congressman. I know that they aredoing joint pilot training. I do not know that they have formed a joint air forcesquadron.Mr. Smi of Florida. What is the current status of military cooperation betweenJordan and Ira?? Is there any joint force?oMr.KEIY. Not to my knowedge,but I would be happy to cheek that and supplysomething for the record.
Mr. SuMH of Florida. Would you please? 
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Mr. KZLLY. Yes, sir. 
I~he information follows:]
'Iraqi.Jordanian military cooperation centers around joint training. We do not be

lieve the two countries have formed an operational joint air squadron, an assurance 
confirmed by the Jordanians. The joint training, which takes place in Iraq,, appears 

designed to give Jordanian pilots additional flight time which Jordan could not oth

erwise afford. The training i on Mirage F-1 aircraft (French), which both countries 

possess. We are not aware of any plans to expand this training program." 

[From Expose (NBC) Feb. 25, Ml551 

a test firing of Saddam Hussein's ulti-This grainy video, from Iraqi TV, shows 
mate dream weapon: a ballistic missile that could travel between continents. And in 

the control room, American computers monitor Cie missile's progress. The comput

ers got to Iraq with the approval of an agency of the United States government: The 

Department of Commerce. Thousands of miles from the gulf, this is the Department 

of Commerce, one of Washington's sprawling bureaucratic mazes. It takes the 

census, forecasts the weather and was supposed to control what gems of American 

technological got into the hands of Saddam Hussein. This is Robert Mosbacher. He's 

is Secretary of Commerce, head of the department responsible for millions of dollars 

of civilian and military exports to Iraq. 
This is Dennis Kloske, one of Mosbacher's top lieutenants. He's supposed to moni

tor the exports so that nothing dangerous gets out. 
And this is Michael Manning, a Commerce Department official whose job is to 

help American companies line up luctrative d( als overseas. 
All three of these officials-public servants paid with our tax dollars-attempted 

to run or hide when Expose tried to talk to them about a scandal brewing in the 

corridors of the Commerce Department and beyond. 
There are two reasons why a bureaucrat will not talk toSOT WILLiAM VON RAA. 

the press. One is security reasons, which are legitimate. And secondly, they're em

barrassed because they've made a mess of something. 
William Von Raab was Commissioner of Customs under President Reagan. He 

tried to crack down on dangerous exports. 
SOT WILUE. In this case, I think they ought to be embarrassed. 

Raab: For doing something that theQuestion. Embarrassed for what? SOT Von 
American people think is not only wrong but shocking. 

What many find wrong and shocking is that thne Commerce Department aggres
sively pushed the sale of sophisticated Amercan hardware into the hand of Saddam 
Hussein. 

SOT Vo.N RAAB. Th2 Commerce Department, for years, has pandered to the venal 
increase _profits ... and they too oftenbusinessman whose desire were just to 

placed national security second to profitability. Some of the Commerce Depart
ment's most bitter critics have been senior officials at the Customs Service and here 

at the Pentagon. They told Expose that the Commerce Department repeatedly ig

nored warnings that what was being sent to Saddani Hussein by American compa
nies was being used to build nuclear and chemical weapons. Richard Perle was As
sistant Secretary of Defense under President Reagan. 

SOT Pmuz. The Commerce Department at one time or another has fought with 

the U.S. Customs Service, has fought with the Department of Defense, and has 
fought with the Department of State, it has fought with the Central Intelligence 
Agency. 

Question. Why? 
SOT PEBuz. Bureaucratic turf. This internal Commerce Department document, ob

tained by Expose, reveals how the Commerce Department told the Pentagon that it 
some of the most dangerous export control issues thehad no business meddling in 

government ever faced: 
Quote: The development of biological and chemical weapons as well as mmissile 

are beyond the preview of (Defense Department)* ' .technology** 
n the last several months, as military and intelligence officials scrambled to 

assess Saddam Hussein's military strength, Commerce Department officials have 
tried to keep the lid on their potentially embarrassing decisions. 

These secret Commerce Department douments, obtained by Expose, are stamped 
with a solemn warning: Unauthorized discl.Iosure is probited by law. The dot

ments disclose dozens of American deals with the Iraqi government, the Department
ap rved. 

aKe inventory is chilling. Trucks and navigation radar to the Ministry of Defense 

in Baghdad. Bacteria and fungi to the Iraq Atomic Energy Commison. Computers 
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to the Ministwx, the Interior, which runs Saddain's dreaded secret police. Anl apo v u ment of Commerce.
 

cS-O o . Every one of these items-bacteria, computing equipment, 
 chemicals-all of these things have military applications. Now you've got to be a fool todeal with the Iraqi Atomic Energy Commission without the utmost care. MichaelManning is the Commerce Department official who encouraged this corn any, ConsarrCorporation of New Jersey, to sell several state-of-the-art industrial furnaces toan Iraqi minis run by Saddan Hussein's son-in-law. Before the deal Consarc'sPresident warned Commerce that the ovens could have nuclear potential.
Former Pentagon official Stephen Bryen:
SOT BRYEN. The president told the Commerce Department officials in clear termsthat the equipment can be used, without modification, on zirconium, for which theVrincipal end use is nuclear. Let me go back to that. Principal end use is nuclear,et Commerce Department officials chose to believe Iraq's official explanation, outlined in this press release from the ,raqi Embassy.Quote: Iraq needs these furnaces in producing artificial limbs for the thousands ofunfortunate people who lost limbs during the eight year war with Iran and finds itmost inhumane to prevent or dealy the acquisition.SOT PERLE. You don't have to be a genius to know that Saddam Hussein was notlooking to help the handicapped. Government soruces told Expose that the Commerce Department was still keen on the Consarc deal only weeks before Iraq invaded Kuwait. The shipment was cancelled only after Pentagon officials made a directappeal to the White House.OTrBUSH. ... And so we....stopped the export of furnaces that had the potential tocontribute to Iraq's nuclear capabilities. And then there is the vital matter of satellite reconaissance...Pictures taken by spy-in-the-sky satellites are crucial sources ofinformation for modern intelligence agencies, and American spy satellites are thebest.
SOT: Good morning. International imaging system.We now learn that Iraq has bought advanced satellite computers from this company, International Imaging Systems of California.
SOT BRYrEN. The official excuse


in Iraq. Our worry 
was that it was, was to be used to study forestrywas that it would be used by the Iraqis to target their neighborsand also to target our own ships then operating in the Persian Gulf...Fact is wasthat it was licensed in 1987. We we never told about it. I only learned about it abouta week ago.And they went ahead and licensed it again another copy of it in February of 1990.That was just six months before Iraq invaded Kuwait.Of course, the Commerce Department was not alone in fostering warm relationswith Iraq. Strong factions inside the Bush Administration, and the Reagan Administration before it, argued that America needed a friendly Iraq to play off against theIslamic fanatics of Iran. Last April, right before one of Iraq's most joyous occasions-the birthday of Saddam Hussein-a group of prominent U.S. Senators, withWhite House blessing, travelled to Baghdad. There, they had more especially kindwords for the Iraqi leader.According to a an Iraqi transcript of the meeting, a Senator Howard Metzenbaum
was impressed by the Iraqi strongman.
Quote: I am now aware that you are a strong and intelligent man, and that youwant peace. Alan Simpson of Wyoming told Saddam:quote: I believe that your problems lie with the Western media, and not with theU.S. government. All these nice words which the Senators claim were taken out of
context came just four months before Saddam Hussein invaded Kuwait.
SOT Piw.i. A lot of people were 1wrong about Saddam Hussehi. What's unforgiveable is that we put in his hands....technologies that we shouldn't put in the hands
of any leader with a record like Sadda n OHus ein's, whether we thought him an immediate threat or not.

Qustion. So the thin we a proved for export to Iraq we're staring at today.TPmu. Oh yes. The Nifference is the people who wrote, wrote the licenses are
not in the desert.
 

DRADLY CONTAGION 

(By Erk Nadler and Robert Wiadmm)on a bend in the River, thirty-seven miles southeast of Baghdad, stands thesuspected home of addam Husslen's biological weapons program. French satellitephotos taken two years ago reveal a military-style complex near the small town of 
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Salman Pak, complete with laboratories and large outdoor pens for animals, all sur
rounded by high walls. Although what goes on there remains a classified mystery, 
intelligence sources say Iraq now has the capability to deliver significant quantities 
of deadly organisms via bombs, rockets, and missiles. It has been reported that West 
German, French, and Soviet technology and equipment have aided Hussien's biologi
cal-as well as his nuclear and chemical-weapons endeavors. What has escaped all 
but minor congressional notice is the U.S. government's possible complicity in build
ing up Saddam's biological arsenal. 

Analysts first saw clues to the Iraqi program in the suddenly accelerated pace of 
development of the country's pharmaceutical sector in the mid-1980s. In a report on 
Iraq's chemical and biological programs, W. Seth Carcus of the Washington Insti
tutf for Near East Policy mentions the establishment of the Al-Kindi Company for 
Serum and Vaccine Production in Baghdad; the planning of the Arab Company for 
AntiBiotic Industries (a joint venture presumably now in jeopardy between the gov
ernments of Iraq, Jordan, and Saudi Arabia); the creation of an Iraqi State Compa
ny for Drug Industries; and an announcement by Iraqi biotechnologists that they 
were building a biological "research station" in the southern marshes that would 
incorporate a genetics research lab. 

The Iraqis used analogous fronts to build their clandestine chemical weapons pro
gram. At the notorious State Establishment for Pesticide Production in Samarra, 

bombsseventy miles north of Baghdad, the Iraqis churned out chemical warfare 
used against Iran and the Kurds. This plant is suspected of also producingbomb assemblies for biological nowagents at Salman Pak, where antrax and botln
toxins-two bio-warfare mainstays-have been produced siice 1987, according to 
U.S. intelligence agents. Anthrax causes fever, shock, and, if inhaled, has a mortailty rate of between 80 to 100 perecent. Botulism, often fatal, causes vomiting, convul
sions, and paralysis. U.S. intelligence sources now
yellow fever are being produced at the site. also suspect that meningitis and 

Against this backdrop, in late 1988 Senator John McCain's office got wind of the 
activities of a nonprofit company in Rockville, Maryland-the American Type Cul
ture Collection. The firm has the nation's leading collection of cultured diseases, 
and acts as a library of microbes for institutions all over the world. With a staff of 
217, it curates and manages 1,000 different strains useful in public health programs. 
The ATCC sells approximately 130,000 cultures annually and ships orders to sixty 
nations; according to director Robert Stevenson, Iraq has been a customer for 

twenty years.In January 1989, at the request of McCain, the State Department investigated 

ATCC's tularemia sales to Iraq. "We got a clean bill of health' from State, says Ste
venson. All of the material sent abroad, he insists, received the roper export per
mits from the Department of Commerce and a review committee fom State and De

fense.But investigators from the House Subcommittee on Commerce, Consumer, and 
Monetary Affairs have questions about seventeen shipments over the past five years 

of attenuated strains of various toxins and bacteria to Iraq's Atomic Energy Commission. The commission if located near the rubble that was once Iraq's Osirak nu
clear reactor,s nd is believed to be procuring components for biological weapons. No 
analyst concerned with Iraq weaponry at the Pentagon or in the intelligence com
munity saw these seventeen export applications. Commerce did send two other 
ATCC licensing requests over to the Pentagon; they were returned with an implicit 
recommendation that they not be approved, and they weren't. Congressional suspi
cions were heightened by disclosure that the seventeen export licenses were ap
proved very rapidly-three or four days in most cases-and that some of the materi

al desired by Iraqwns relatively expensive: $8,000, in one instance. 
Stevenson refuses to identify exactly what he has sent to Iraq. "We're like a Swiss 

bank that way," says the affable 64-year-old curator. Stevenson,biological asexports;it happens,it tookheadshisthe Commerce Department's advisory committee on 

word when he insisted there's nothing to worry about, claiming that the materialshe sent are of no use for biological warfare. But even Stevenson concedes that A,TCa 
cultures would be "useful" in a bioloical warfare program as reference points" o 
determine if the deadly strain under development is the real thing. Iraq might also 
want them to develop vaccines to make its troops immune from the biological equiv
alent of "friendly fire."

There is no clear evidence that these shipments went to an Iraqi germ warfare 
program, but there is a scary sloppiness in sendag known b swrf teatstoha 

warring ntatw ith afetion for supportin terrorim. Stevenson adms he 
really can't be sure who's using his microbes: "We're not an international police 
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agency, and we don't have one that we can depend on. We do what we can to makeast l "l~e are getting these materials. 

L~aorer epresentative Doug Barnard, chairman of the SubcommitteeCommerce, served subpoenas onon the Commerce Department for all information onbiological exports to Iraq. Commerce provided only limited data to the subcommittee, and has refused a Freedom of Information Act request by TNR to make thisinformation public, saying the "national interest" would not be served in releasingit. One congressional aide called Commerce's stonewalling "pathetic." Its secretiveness, he ays, can be attributed to "national embarrassment, not national interest."The laid-back attitude of the govt'rnment's biotechnology fraternity extends to theU.S. Public Health Service. Last April NBC broke the bizarre news that during the1980s PHS's Centers for Disease Control shipped deadly viruses via Express Mail toresearchers in Iraq, South Africa, Cuba, the Soviet Union, and China-all nationssuspected of biological warfare research-ostensibly for public health reasons.The virus requested by, and supplied to, an Iraqi researcher in Basra was an Israeli strain of West Nile encephalitis. The virus had been the subject of a long-termvaccine research project in Israel supported by the U.S. Army because of its potential as a bio-warfare agent. The same virus was a cause of concern inside the Israelidefense forces medical corps due to outbreaks in Negev desert posts in the early1980s. When NBC asked the CDC to provide documentation of these exports underthe Freedom of Information Act, the center said it had no records, since such transfers are handled "informally." Remarkably, CDC staffers expressed no fear that theexported agents (all Biohazard level 3 and4 materials-the deadliest classification)would be used for germ warfare, "because we know these pperson le," as CDC spokes-Gayle Lloyd breezily put it. She called any biological war scenariofetch. PTe Israelis were not so "farsanguine, privately expressing shock at the transfer. And President Bush ordered national security adviser Brent Scowcrofttigate. (Since NBC's report aired, "there have been to invesno further biological shipmentsto Iraq," says Chuck Falls of the CDC.)The chance of the Iraqis using biological weapons depends, of course, on effectivedelivery systems. The Iraqis have cluster bombs, the weapon most likely to be adapted for biological use; and they have BM-21 rockets, provided by the Sviet Union.The BM-21s, however, have a short range of fifteen miles and are vulnerable to U.S.aerial beobardment. And the use of either delivery system is precarious. Expertscite the unpredictable behavior of a biological agent once dispersed, the fact that novaccine for your own tronps is 100 percent safe or effective, and the time factor-itwould take between two. ty-four hours and six weeks (depending on the agent) forthe organism to cause d_.'ase. But biological warfare does have ready uses for terrorists. Already the U.S. Department of Health and Human Services as well as theDepartment of Agriculture regularly conduct exercises on how to deal with terroristbiowar attacks on our shores. An equally likely terrorist target will be Israeli cities.These terrible scenarios have caused the predictable ripples in the political arena.The hawks, such as former Defense Department officialpresent state of U.S. rank Gaffney, lament thebiowar preparedness. Gaffney, whoSecurity Policy in Washington, now heads the Center for 
planning "little more 

calls the Defense Department's biowar defensivethan a vestigial, indeed pathetic" operation and urges,.rash program" to counter a 
cult the Iraqi threat. The military's biowar budget is diffito decode, given its diversified nature. But Pentagon-watchers
spending on biological defense calculate thatrose drastically under the Reagan presidency, entoyin an average increase of 37 percent annually from 1980 to 1985,peaking at $N0.6million in 1985 and remaining at adoves, such as 

similar level thereafter. Meanwhile, the biothe Council for Responsible Genetics, are praying for peace andworldwide ratification of the 1972 Biological and Toxin Weapons Convention, which
prohibits the development, production, stockpiling, acquisition, retention, and transer of bioweapons. (he convention has been ratild by 110 nations; Iraq has signed
but not ratified it.)
For the immediate concerns in the Gulf, U.S. countermeasuresAmerican troops were issued gas masks and are 
are under way.being inoculated against the suspcted biohazards in Hussein's arsenal. Doctors at the U.S. Army Medical Institute
or Infectious 
 Diseases in Fort Dietrick, Maryland, have formed a special squad tomake lightning diagnoses of illnesses felling American troops in the Gulf.These preparations in the deserts of Arabia signal that biological warfare-ahorror out of sci-fi pulp-has arrived. "It is one of our biggest collective n htmares,an attack of deadly invisible bugs," observes Dr. Raymond Zelinskas of tland Biotechnical Institute. Altough Mareyno one knowsbiowar capabilities, his propensity 

the full extent of Husseinsto deploy weapons reviled and outlawed by theworld community-even upon his own citizens-is completely clear. 
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Eric Nadler is investigative editor of the public television newsmagazine South 
Africa Now. Robert Windrem is a field producer for NBC News. 

(From the Financial 'imes, Sept. 19, 1990 

UNITED STATEs OICIME IGNORED OBJECrONs TO DUuAsE EXPORTS TO IRAQ 

(By Alan Friedman) 

The US Commerce Department brushed aside explicit objections by the Pentaon 

and approved as many as 14 export shipments to Iraq between 1985 and 1990 that 
directlAy helped Baghdad's development of nuclear, chemical and ballistic missile ca
pabilities.

According to documents obtained by the Financial Times and confirmed by offi
cials of the Bush administration, the exports included "dual-use" equipment-seem
ingly for civilian use, but with direct military application-that went to the develop
ment of Iraq's non-conventional weapons arsenal. 

More than anything else the shipments of militarily useful computers, defense 
electronics and related equipment offer evidence of a breakdovm in the US system 
of export controls. 

normally responsible items specificallyThe State Department is for reviewing 
contained on its list of munitions, but in cases of dual-use exports to Iraq, the Com

issues the license, would consult the Pentagon for anmerce Department, which 
opinion on their military potential and the State Department on the foreign policy 
considerations. 

When there is a difference of opinion the export in question is supposed to be dis
for an intercussed 'etween the departments or even sent to the White House 

agency review. 
Pentagon officials involved in the process have alleged that in most of the 14 

cases their advice was an explicit objection that was subsequently ignored by Com
merce, which went ahead and allowed the goods to be sent to Iraq, often without 
informing Defense of the decision. Officials at State said they did not necessarily see 
all of the cases. 

The allegations come amid a debate in Congress over how to tighten US export 
as Iraq that are considered nuclear missile proliferationcontrols to nations such 

threats. 
The Commerce Department, led by Mr. Robert Mosbacher, secretary of commerce, 

is fighting a rearguard action to fend off criticism and to protect its primacy in the 
export control review process. The shipments occurred not just during the Iran-Iraq 
war-when US policy tilted in favour of Iraq-but well after its ending in August 
1988. 

Mr. Stephen Bryen, the deputy under-secretary of defense for trade security 
policy from 1985 to 1988 who personally handled some of the cases, accuses the 
State and Commerce departments of irresponsible behaviour in the face of clear evi
dence the exports were of vital military use of Iraq. 

"Commerce overrode all of these cases and never even told Defense about the de
cisions," Mr. Bryen charges. "They disregarded five years of thorough technical and 
intelligence evaluations by Defense and the CIA." 

US export control policy throughout the 1980s was targeted towards the East bloc 
rather than the Third World. Commerce officials deny improper behaviour. 

Although not missile-related, the most zecent case of a dubious planned US ship
ment to Iraq occurred on July 30, 1990, just three days before the Iraqi invasion of 

aKuwait. West Homestead Engineering, a Pennsylvania company, had obtained 
Commerce Department license in 1989 to export to Iraq forges and a related com
puter that defense officials say could be used to manufacture 16-inch gun barrels. 

Lawyers for the company met State Department officials, who said they had no 
was 

worried about what use Iraq might make of the equipment and decided in any case 
to voluntarily cancel the order. 

The most recent missile-related export license, approved by the Commerce Depart

objections to the export, but Mr. Bill Cook, the company's president, says he 

ment on February 23, 1990, allowed International Imaging Systems, a California 
company, to ship a computer and related equipment worth $600,000 (E324,000) that 
is designed for infra-red imaging enhancement. That occurred even though Defense 
Department officials first tried to stop the export as long ago as 1987 on the gounds 
that CIA technical evaluations showed it could be used in systems for the near real
time tracking of missiles. 
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A number of the exports were sent directly, or by way of German companiesas Gildemester and MesserschmiBt-B-lkow.Blohm 	 suc(MB), to Iraq's $1bn Sa'ad Inuclear weapons and missile development centre at Mosul. This occurred in spite 4intelligence information showing that the shipments to the desert centre would elhance Mr. Saddam Hussein's progress toward nuclear-capable missiles.One of the most contentious cases was the shipment by Electronics Associates,New Jersey company, of an advanced $449,000 hybrid analog computer system usein missile 	wind tunnel experiments. The analog computer is the same type used ithe US White Sands missile range in New Mexico.The Pentagon tried to stop the export, but there was s-ch discord among StatCommerce and Defense that a White House meeting was called to discuss the issuwhen in September 1987, it was then decided officially to block the export. But MiOtis Wright, an executive at the company, this week said the computer hardwanhad already been shipped eight months earlier-in January 1987-from the US t4the Sa'ad centre in Iraq by way of Messerschmitt and Gildemeister, the intermediaries in West Germany.Another case involved the 1987 sale by Wiltron of California to Iraq's Sa'ad missile centre of electronic test and measuring equipment that uses a radio frequenc3of up to 40 GHz, a hig' ievel so vital to sensitive communications that it is proscribed by both the Cobom and missile technology lists of dangerous items:The Pentagon tried to stop the $49,510 shipment in November 1986, but the Coinmerce Department issued a full export licence in January 1987 even though the li.cence itself identified the heavily bunkered Sa'ad 16 desert missile site as the end.user. Wiltron has confirmed it shipped the equipment in 1987.Spurred by the debate, the Senate last weekment an voted to give the Defense Departenhanced role in reviewing shipments of militarily useful equipment tofour Middle Eastern nations, including Iraq. 

WHEN THE ENEMY IS US IRAQ 	Is USING AMERIcAN TEcHNOLOGy TO FIGHT ALLIED 
TRooPs IN THE DESERT 

(By Gloria Borger and Stephen J. Hedges with Douglas Stanglin)
It was a red, white and blue moment for American technology:
distributed 	 a slick brochureat the Baghdad international trade fair to herald "new bonds of commercial cooperation" between the United"mutually beneficial" 
States and Iraq. George Bush wrote oftrade. Commerce Secretary Robert Mosbacher encouragedIraqi industry to "seize this moment." Ambassador April Glaspie gushed at how the
embassy placed the "highest priority 
on commerce and friendship between our twonations." The date: November 1989.The courtship was mutual, the marriage convenient. Saddam Hussein neededAmerican 	technology; the United States saw him as a counterweight to archenemyIran. The policy looked past Hussein's use of chemical weapons in 1988 againstIraq's Kurdish population and growing evidence of a massive war machine in the
making. Only the invasion of Kuwait-and 
an airtight trade embargo-could shatter the cozy relationship that had taken years to cultivate.But the equipment hawked at trade fairs remained behind. And American soldiers at war are now facing the results-forced to look for ways to outsmart technology sold to the enemy by their own government. "Our pilots are being 	askedbomb labs full of U.S. electronic equipment," says Gary Milhollin, an expert 

to 
clear proliferation. They face chemical, biological 	 on nu

and conventional weapons with
killing power enhanced by Western know-how.
While the war has prompted a reappraisal of the way the West trades its hightechnology, the United States may still be making old mistakes. Confidential government figures show that since 1985, U.S. companies have continued to sell advanced technology to renegade states that support terrorism. Syria has spent $23.5million on items with potential military application. Irn has bought $282 million ofsimilar goods-with an additional $311 million pending Commerce Department approval.In many ways, Iraq is a case study in how an upstart aggressor can exploit gapingtrade loopholes-particularly when the laws are aimed at keeping Western technology out of Soviet hands. "The Soviet Union was our top priority," said Paul Freedenberg, former under secretary of Commerce for export administration. "Iraq wasa sideshow." 



80 

DANGEROUS CUSTOMUM 

Even now, America and its allies cannot agree on how to keep dangerous technol

ogy from similarly dubious customers: This week the United States will issue its 
an international coalition is 

own tighter restrictions on high-tech exports, while 
about to loosen its guidelines on trade to the East-despite fears that cash-starved 

Warsaw Pact countries may funnel high technology to the Mideast and points 

beyond. Meantime, federal bureaucrats are still fighting an old war over whether 

exports should be governed by national security, foreign policy or profit. 

Unlike some allies, America traded in technology, not weapons. A classified list of 

sales to Iraq over the last five years reveals 767 transactions worth more than $1.5 

billion. In government parlance, the goods were "dual use"-that is, sold for civilian 

purposes but with the potential for military application. Some of the ingredients in 

fertilizer, for instance, can also be used to make chemical weapons. 
Under those definitions, sophisticated computers, navigational radar, gas-turbine 

engines-even biological viruses-were sold. The destinations ranged from the seem

ingly benign (hospitals) to the blatantly dangerous (ministries of defense and atomic 

energy). "Sometimes it took a leap of the imagination to believe this stuff would be 

put to good use," says Republican Sen. John McCain of Arizona. Pentagon officials 
complained bitterly, unable to alter the foreign poicy endorsed by American diplo
maP ad ,,accedd to by Commerce. "Our position"' says House Democrat Lee Ham
irtonof Indiana, "was that Saddam was 'fellow e o~uld work with. 

At the time, it seemed geopolitically pragmatic. Wbn Iraq invaded Iran in 1980 
and launched an eight-year war, the Reagan admil:; cration declared neutrality but 

ness over the Iranian hostage crisis and fears of the Ayatollah 
Ruholla Khomeini made Hussein seem a plausble, if nt palatable, ally. "Back 

then, I didn t find any voices in the Pentagon that were raised over being in bed 
a former director of the Pentagon's counterterrorismwith Iraq," says Noel Koch, 

program. The tilt soon became obvious. In 1982, Iraq was taken off the terrorist list, 

opening the way for trade, which grew from $571 million in 1983 to $3.6 billion by
19J89. 

was not on the path to peace were largely ignored. Intelli-
Warnings that Iraq 

genco agencies reported on possible chemical-weapons production, including a 1984
 

discovery of a German-built chemical-weapons plant 70 miles outside Baghdad. The
 
former White House aide recalls, that it even detailed

intelligence was so good, a 
accidents inside the plant. The State Department protested to Germany, but the 

Reagan team kept it quiet, abiding by it own diplomatic schizophrenia-courting
 
Iraq while it played with firepower. The only way to influence Hussein, they
 

thought, was to engage him.
 
The chief influence peddler was Nizar Hamdoon, Iraq's diplomat in America be

ginning in 1983 and now Hussein's deputy foreign minister. He was a brilliant 

choice, a former member of the Iraqi ministry of information who knew how to play 
on the Washington social circuit was Nizar 

at the hiqhest levels. "The great stop 
came back from

Hamdoon s levee," says Koch. Entertaining was business. "People 
his house talking differently about Iraq," recalls Marshall Wiley, a former U.S. am

bassador to Oman who began the United States-Iraq Business Forum in 1985. 

ALWAYS WELCOME 

Wiley's business group, formed with Hamdoon's blessing, proved lucrative. More 
in

than 70 companies paid annual dues of between $2,500 and $5,000, and the list 

cluded corporate giants such as General Motor, Amoco, AT&T, Mobile and Westing. 

house. The forum lobbied to keep Congress from cutting off trade after Hussein used 
a delegation of about 25 key forumchemical weapons on Iraq's Kurds. And in 1989, 

membrs met with Husseir in Iraq. During the session, Wiley recalls, Hussein even 

posed for pictures with some of his guests-an entourage that includrd former U.S, 
Charles Percy. "No matter what happens with political issues between the U.S 
.


and Iraq, your business interests will always be welcome," Hussein told the group, 
massive exports to an Iraq intent on building-.not just

Such overtures led to 
weaponry. Germany led the way, exporting equipment and engi.

buying-advanced
neering know-how to build chemical labs, even Hussein s now fabled luxury bunker 

The French provided Ee.ocet missiles and Mirage jets. American goods went to seem, 

ingly innocuous misistries and research centers. Computers went to Iraq from Hew 

lett-Packard via a German company. A New Jersey firm, Lummus Crest, built a pa 
that it cannot be used to make weapons.trochemical plant; it irsist 

Pentaton analysts began to worry that the administration was selling Hussein th 

store. In a 1986 dispute over a $49,500 shipment of electronics equipment by Wiltror 

Co., Pentagon officials warned Commerce of a "high likelihood of military end use.' 
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The shipment, they say, went from Wiltron to a German firm, to Iraq's Saad 16 mi&
silo center. They blame such decisions on Commerce officials bent on promoting ex.
ports and State Department diplomats using trade as a foreign-policy tool.The battle still rages. In a recent, confidential review of exports to Iraq, the Pentagon found that about a dozen shipments it thought it had stopped before the alliedembargo began had been cleared by Commerce. Kern & Co. of Switzerland, for in.stance, sold Iraq's "General Establishment Survey" $121,000 in precison mappingequipment that includes an American computer. London's International ComputersLtd. sent $285,000 in American hardware to Iraq's "State Organization Company."Thermo Jarrell Ash, a Franklin, Mass., instruments manufacturer, sold Iraq severalspectrometers, which measure particles in liquids and solids. Company PresidentEarl Lewis and other executives question the Pentagon objections. Lewis says theworry was not about the spectrometer but the computer that runs it. "Youcomputers everywhere," says Lewis. see these"It's not like they're not commercially available in Taiwan or Singapore.No matter who gets the blame, the results of the policy are now painfully clear."We were creating a monster and we knew it," says Koch. What is less cle&r is howthe United States and its allies will avoid the same errors in the future. The upcoming U.S. guidelines will expand controls on both the ingredients and equipment usedfor chemical weapons. They will also sharply restrict sales of missile technology.And the president will use his executive powers to impose sanctions on noncomplaint countries.Proliferation experts agree the key to enforcement rests with strict internationalpacts. However, while the United States is tightening its own export rules, t0"'oordinating Committee on Multilateral Export Controls (CoCom)-which incluo. ,heUnited States-is loosening up restrictions in ways that will allow previously suspect countries, such as the Soviet Union, to obtain advanced technology. CoCom signatories argue it makes no sense to restrict sales of computer equipment that can besnapped up in a Third World electronics shop. A recent National Academy of Sciences study agrees, although it recommends strict monitoring. But critics say suchchanges will open a calamitous floodgate. "We'll sell to the Eastern bloc, and it willgo directly south," predicts Gary Milhollin. "There will be tremendous pressure tomake a quick buck by shipping stuff to Iran."The gulf conflict could provide two distinctly opposite results: a world market formore high-tech pirates and growing international pressure to shut them ciuwn. Afterthe war, there will be a "golden moment" to stop technology transfers, says MitchelWallerstein of the National Research Council. 'Many countries may be willing totake action that before would have been out of the question politically." Hussein'suse of his Western-bred arsenal may decide the case. 

[From the New York Times July 29,1990 

MusT H UNITE STATES Give BRAZIL AND IRAQ THE BomB?Ie 

(ByGary Milhollin and David Dantzic)WASHINGN.-Iraq,with modern armed forces numbering a million with a leaderdriven by dangerous ambitions, started a war with Iran, threatens Israel and hasrattled its saber against tiny Kuwait. Its President, Saddamnussein, may not stop
at threats if he can complete plans to build weapons of mass destructon.
U.S. technology could contribute to this awful enterprise if senior officials in theCommerce and State Departments
I.B.M. in an 

have their way. These officials are supportingirresponsible attempt to put a supercomputer into the hads of a Brazilian team that is helping Iraq build long-range missiles and that could help it build
atomic bombs.Apparently, Commerce is pushing for the sale at the behest of I.B.M. to promoteU.S. 
cases,

export. State's support for Commerce appears to be based, as usual in suchon a desire to win favor in third world countries. A very high State officialhas intervened on behalf of the Brazilian buyer, reliable sources says.The deal is opposed by the Arms Control and Disarmament Agency and theEnergy Department, which are sticking to the Reagan Administration's policy of denying supercomputers to countries that are trying to make the bomb. It appearsthat the deal is on the verge of going through.With a supercomputer, missilea designer can simulate the thrust of a rocketengine, calculate the head and pressure on a warhead entering the atmosphere andsimulate virtually every other force affecting a missile from launch to impact. 
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In a third world missile program, a supercomputer can drastically cut develop
ment time, costs and the need for flight tests. 

According to Brazilian press reports, which have been confirmed by U.S. officials, 
the Brazilian team has been training the Iraqis in rocket aerodynamics, flight test
ing and the control of rocket trajectories. The Brazilians have also shown Iraq how 
to use on-board electronics and rocket propellants. 

The team has been in Iraq since at least the spring of 1989, which helps explain 
why last December Iraq suddenly launched a space rocket big enough to orbit satel
lites. 

Iraq made the rocket-potentially useful as an intermediate-range missile-by 
strapping together five Soviet-supplied Scud missiles, which Brazil is also helping 
Iraq improve. These are the same missiles Iraq use to bombard the civilian popula

launchtion of Teheran-and the same missiles Iraq is aiming at Tel Aviv from a 
site west of Baghdad. 

The leader of Brazil's high-tech mercenaries is Gen. Hugo Piva, the retired direc
tor of Brazil's Aerospace Technology Center, known in Brazil as CTA. At CTA,he 
was in charge of converting Brazil's latest space rocket, the Sonda IV, into a missile 
big enough to carry a nuclear warhead, and of secretly making nuclear weapon ma
terial by enriching uranium by using gas centrifuges. 

According to West German intelligence, CTA has become so adept at designing 
centrifuges that it has already enriched uranium almost to nuclear weapon grade. 
CTA is situated nezt door to, and exchanges personnel with, Embraer, the Brazilian 
aircraft manufacturer that wants to buy the I.B.M. suporcomputer. Embraer and 
CTA are both part of Brazil's team in Iraq. 

Iraq like Brazil, is hoping to make nuclear weapon material. It has bought a ma
chine for manufacturing centrifuges from a company in West Germany. The 

a machine to Brazil. The magazine DerGerman company has already sold such 
Spiegel has reported that there is a dense network of relations becween nuclear 
bomb builders in Iraq and Brazil, on the one hand, and German contractors on the 
other. 

CTA's nuclear scientists in Brazil can gain access to the supercomputer through 
Embraer and can share nuclear calculations with their Iraqi customers. 

For an atomic bomb designer, a supercomputer can simulate the implosive shock 
wave that detonates nuclear warheads, calculate the multiplication of neutrons in a 
nuclear chain reaction and model the process of nuclear fusion in a hydrogen bomb. 

Thus, the I.B.M. supercomputer may help design the Iraqi bomb as well as Iraqi 
missiles. 

Commerce Department regulations require that a country should have good "non
proliferation credentials" to buy a U.S. supercomputer. The country should be a 
party to the Nuclear Nonproliferation Treaty, have a' of its nuclear activities 
under international inspection and have a nuclear trade agreement with the U.S. 
Brazil falls on every count. 

Nonetheless, the Commerce and State Department officials, along with I.B.M., 
argue-absurdly, naively or cynically-that Brazil should be excused from these re
quirements because U.S. agents would be able to inpeect the supercomputer and 
prevent its misapplication. 

I.B.M. says it has no evidence of any relationship between Embraer and Iraq. Is 
I.B.M.'s head buried in the sane? 

Embraer will be free to design aircraft-to compute air flows around aircraft 
noses and wings. The programs for making such calculations are the same as those 

around missile nooes and fins, and strongly resemblefor calculating such flows 
those for modeling nuclear explosions. American inspectors probably will not be 
able to detect any violation. 

State and Commerce Department officials, along with I.B.M., are on a perilous 
course. For their separate reasons, they are ready to ignore Brazil's outrageous and 
aid to Iraq and risk helping Brazil and Iraq get the bomb. They are sending the 
world an ominous signal: profits and vague diplomatic goals mean more than nucle
ar proliferation. 
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Conutu of the Vnitb otateg
 
youst of R.tprtsintat/bts
 

WasUIngton. DC 20515
 
September 14, 1990
 

The Honorable Brent Scowroft
 
Assistant to the President fo,National Security Affairs
 
Old Executive Office Building

Washington, D.C. 
20506
 

Dear General Scowcroft:
 

We are writing to urge you to delay your decision to
process any export licenses for the sale of supercomputers or
components to Brazil. If a decision on the applications must bemade immediately, we urge you to deny the export license
requests. 
Serious questions exist about continued Brazilian
military cooperation with Iraq and the possibility that the saleof U.S. technology to Brazil could be used to assist Iraq improveits military capability.
 
As you are well aware, for years now, the Government ofhas been engaged in an ambitious effort to acquire the most 

Iraq 
poweriul and destructive arsenal in the Middle East--an arsenalwhich could very well be turned on U.S. and multinationalin the region. A substantial portion of this effort has 

forces 
devoted beento upgrading Iraq's missile technology and developing thenbility to manufacture nuclear weapons. We understandgznup of ex-Brazilian Government that aofficials operating in Iraq hasbeen assisting, and continues to assist, Iraq achieve theseobjectives.
 

The Brazilian team is comprised of ex-government officials
of the Aerospace Technology Center (CTA)governmental and Embraer, a quasiaircraft manufacturing concern.leader, The delegation'sGeneral Hugo Piva, a former director of CTA,charge of converting a Brazilian spece rocket 
was in 

large enough to carry into a missilea nuclear warhead, and of secretly makingnuclear weapons material. There is well-founded fear on the partof many experts that this team continues to share informationwith their former associates in the Brazilian Government.its credit, the Brazilian Government ha3 requested that the 
To 

return to Brazil. However, teamGeneral Piva and his employees have,thus far, refused to comply with this request.
 
Currently pending 
 before the Commerce Departmentexport licenses which would areallow the sale of supercomputerucomponents to entities in orBrazil--one of which is Embraar 



General Scowcroft 
Page 2
 

It is our understanding that both the Commerce and State 
Departments support the sale of these supercomputers and
 
components (over the objections of the Arms Control and 
Disarmament Agency and the Department of Energy) and arv prepared 
to process the licenses in the very near future. Additionally, 
you should recall that just last week, the State Department 
approved the export of rocket components to Brazil despite the 
heavy weight of the evidence of continued Iraqi-Brazilian
 
military cooperation. At this time, when the threat of a 
military confrontation with Iraq is a real possibility, sales of 
this nature to Brazil are contrary to our national interest in
 
the short and long run. 

We appreciate your consideration of this mafter and, once 
again, urge you to delay processing these export licenses or deny. 
them if a -decision must be made at this time. 

Rep. Lee H. Hamilton Rep. Ce Suit 

Re.Gsqron Rep. Benj A. Gilman 

Rep. Han Hydp. Howardeol 

Rep. Mal Levine Rep. Mempy Dyally 
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General Scmwcrof t 
Page 3 

RelfoulasH. Bosco 

eP. Tom Lantos R 
Rp. Christopher Smith 

ReP. Peter Koztcyer Rep. Dan Burton 

/Rep L. Ackermn e7 n - I 

Rep. forris Udall Rep. Donald E. 

/ .James McClure Clark. Re j Go. 

,Rep. Jaim B. Fuster Rep. Way- -wen 

16eP- Hi4 A. Johnston Rep. Eliot hie. 
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Mr URoun SAMu TO IRAQ: FURNACZs USEUL IN MAmG A-Commucz DWAPRT ARM 

(By & Jeffrey Smith and Benjamin Weiser) 

President Bush boasted two weeks ago to a group of congressmen that even before 
.S.-built,the Iraqi invasion of Kuwait, his aides had blocked the export to Iraq of 

high-temperature furnaces that could be used in making a nuclear weapon. 
the lastbut left unstated were the extraordinary circumstances surrounding 

minute interception of the three furnaces. For 18 months, U.S. Commerce Depart

ment officials had promoted the proposed $10 million sale, approving it in June 1989 

even though the manufacturer had warned them that the equipment could be used 

to make nuclear weapon components. 
The administration decided to stop the shipment only after the Pentagon received 

a tip from outside the government and launched an investigation in June, a year 
a huge furnace sat tempoafter Commerce's original approval of the export. While 

rarily detained on a dock in Philadelphia during the administration's late-hour de
to argue that the sale should proceed,liberations, Commerce officials continued 

saying they had no persuasive evidence of potential Iraqi misuse and lacked author

ity to stop the dea. 
Eventually, a National Security Council official intervened, and in a highly un

usual closed-circuit television conference involving four federal agencies on July 19, 

the proposed sale was permanently halted, according to informed sources and inter

nal government documents. 
Several participants said the episode illustrates the divisions between the Defense 

Department, which is concerned with national security issues, and the Commerce 

Dep-rtment, which both promotes exports and grants licenses for strategically sensi

tive equipment and technology. 
A former undersecretary of defense for trade security, Stephen Bryen, who helped 

tip off the Defense Department, said, "The bottom line is that clearly the [furnace] 

'.ompany had given at least enough information to the Commerce Department to 

send up all kinds of flags, and no flags went up." 
The Commerce Department has defended its role in the furnace sale, stating in a 

detailed press release this week that it could have blocked the sale only if either the 
knew the equipment would be used in sensitivemanufacturer or the government 

nuclear activities, a possibility it learned of at the last minute. 
U.S. officials say the government's involvement began in early 1989, when the 

furnece manufacturer, the Consarc Corp. of Rancocas, N-., told Commerce of the 

proposed sale of three furnaces and sought advice on its legality. 
Consarc President Raymond J. Roberts first raised the possibility of nuclear appli

cations for the furnaces in a conversation last year vith Commerce Department en

gineer Jeff Tripp, based in Washington, according to internal Consarc dociments. 
there is nothing to stop them from melting zirconium, the mainI told him.. 

use of which is a cladding material for nuclear fueld rods," Roberts wrote in a 

memo dated Feb. 15, 1989. 
One week later, at Consarc headquarters, Roberts reminded another Commerce 

representative, Alan C. Stoddart, that the fu-naces can be used "without modifica
tion" for nuclear applications, company documents state. Roberts noted that the 

company had no evidence Iraq intended that use. 
On Mar. 6, Consarc obtained from the Iraqi Ministry of Industry and Minerals a 

formal letter of intent to purchase the furnaces. Ten days later, Consarc sought an 

advisory opinion on the deal from Commerce, saying "we will not proceed with the 

project until we have received approval to export. . .," documents stats. 

onsarc also cabled Russell Smith, Commerce's embassy representative in Bagh
ondad, telling him of the prospective sale. "Hooray for you," Smith cabled back 

April 5. "Look forward to your coming. Please do not hesitate to ask us for any serv
ice." 

The Commerce Department approved the sale after inspecting Consarc technical 
a copy of a writ,.,n pledge from an Iraqidccuments and receiving from Consarc 

agency that the furnaces would be used for scientific research and to make prosthe
ses for handicapped war veterans, according to agency officials. 

Consarc president Roberts said in an interview this week that "we were being en
ncouraged by the Commerce Department in Washington and by the U.S. Embassy 

Baghdad to go got this order. The feeling we get from our government is that this is 

business we should be going after." 
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The Pentagon's involvement began in June, when Bryen's tip helped lead to aninvestigation by F. Michael Maloof, the Pentagon's director of technology securityoperations. Bryen had learned about the case from a Philadelphia Inquirer reporter,and the newspaper's source later provided information to the Defense Department.The Pentagon discovered that in all, five Consar_ furnaces-including two schediled to be shipped separately from a Consarc subsidiary in Scotland-were to be installed by an Iraqi firm previously associted with weapon-related work at a complexsouh ofBaghdad, far from any medical facilities. 
The investigators were told by Western prosthesis mal-era that the capacity andcomplexity of the furnaces were "absolute overkill" for medical purposes, one official said.William N. Rudman, deputy undersecretary of defense for trade security policy,whose office coordinated the investigation, questioned whether Iraqi PresidentSaddam Hussein "is so caring of his own people thqt they're all going to be walkingaround with hi-tech wooden legs.""I don't believe in the excuse Iraq gave," Rudman said in an interview. "In theend, the U.S. government had ample evidence to believe that the end-ube was nuclear. The Iraqis were lying."
In early June, Maloof called the Customs Service, which agreed to detain 
a furnace already at a dock in Phinadelphia-a decision that provoked angry proteEts byMichael Manning, a trade specialist with the Trenton, NJ., of Commerce's International Trade Administration. Manning had advised Consarc closely on the furnaceexports and complained to Customs on June 22 that its actions were jeopardizing hisreputation with the company, according to a July 13 memorandum of the call written for Customs Service Strategic Investigations director John C. Kelly.Maloof was criticized by Manning in separate callsissues which as someone who "createscause problems for everyone but never result in any significant findings," according to the memo, which was obtained by The Washington Post from asource outside the Bush administration and authenticated by Customs Servicespokesman David Hoover, "Manning further stated that Consare is a major employer in the South Jersey region," the memo said.On July 11, Manning telephoned a Customs official from Consarc's headquartersto argue that neither Commerce nor the State Department would support the detention. He said the Defense Department was "running around -..stirring things up,when there real!y is no issue." the Customs memo states.In another phone call from Manning, Customs Service special agent AndrewMcCrossan said .ie and other Customs officials "were disturbed" by some of Manning's comments in the presence of officials of the manufacturer, which MCrossangaid might jeopardize the government's legal position in blocking the deal, the Customs memo states.A Commerce Department spokesman, asked what role trade specialists such asNfaningJanning should play in licensing and export matters, said, None, besides dvising"hem to bin touch with [the agency's] Bureau of Export Administration."But Elizabeth Dugan of Commerce's International Trade Administration Dugan of,ommerce's International Trade Administration defended Manning's role in the furiace case, saying he "was never in a position to influence the outcome of the licensng decision . . . [and] was not interfering in the substance of the process."A Philadelphia Inquirer report abeut Custom's detention of the shipment led to a
July 12 letter of complaint 
 to Bush from Senators Jesse Helms (R-N.C.), Connie
Mack (R-Fla.), Jeff Bingaman (D-N.M.) and five other senators, supporting the contention of Undersecretary of Defense Paul Wol'owitz that the immense, state-of-the
art furnaces could nrocess and purify metals for nuclear arms, missiles and jet engines.
Wolfowitz's claim was based in part on information supplied by the Defense Intelligence Agency and the Central Fntelligence Agency about the furnaces' probableuse in nuclear weapon applications.The senator's letter got the attention of senior White House officials, who askedthe intelligence community to provide more information on Iraq's intentions.One day before Customs' temporary detention of the shipment was to expire, National Security Council aide Richard Haass chaired the late-afternoon conferencecall that culminated in the decision to halt the export. After this decision, Consarcvoluntarily held back the two furnaces due to be shipped from Scotland."We .ael. pdfo ctanfv followed Bush administration policy at that time and we actedwithin the connes of the law and the policy guidance," said Wayne Berman, counselor to Commerce Secretary Robert A. Mosbacher. He said Comm.rce had workedclosely with State Department lawyers to find a "creative way within the law" torevoke approval for the shipment. He'lso saic there had been confiicts with some 
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as a 'low-levelDefense Departmentofficials and criticized Defense official Maloof 

clerk" who was part of a group of "anketeri. 

IFromthe Now York Tinm, Sept. 7,1990] 

, - . A-.* -alT o Rocer PARiT To BRAL Dswrz FAss or 
LINK TO IRAQ 

(By Michael Wine) 

WAsIUNOTON.-The State Department has decided to allow the export to Brazil of 

rocket components that some experts contend could assist efforts by Brazilian engi

neers and Iraq to develop a long-range ballistic missile, Government officials said 

today. 
The components, seven steel casings, are the outer shells of a three-stage rocket 

Brazil has long
called the VLS which Brazil's air force hopes to launch in 1993. 
argued that the rocket is part of a civilian project to enter the commercial satellite

launching business. 
But the United States and France, noting Brazil's past cooperation with Iraq and 

itsrefusal to sign nonproliferation agreements, had been refusing to supply compo

nents for that and other Brazilian missiles until now. 
It was not clear today why the United States changed its stance. 

SIMILAR TO IRAqi ROCKET 

Private arms-control experts say the VLS is similar in design to a three-stage sat

ellite-laurching rocket that Iraq first tested last December. Its solid-fuel technology 

would also be important to Iraq's development of an intermediate-range ballistic 

missile at a billion-dollar research complex called Saad 16 near Baghdad. 
The Wall Street Journal reported this week that 23 Brazilian engineers, including 

the former head of Brazil's space agency, are in Iraq now and have refused to leave 

despite the Brazilian Government's formal request that they return home. 
A spokesman for the Brazilian Embassy in Washington, Jos6 Carlos Fonseca, con

firmed today that the State Department had lifted an earlier prohibition against 

export of the rocket casings. "Our understanding is that this equipment is free to 

leave the ccuntry at any time," he said, "It's a matter of bringing the airplane from 

Brazil and loading it." 

EXPERT CRITICIzEs AGREEMENT 

One private expert on missile proliferation, Gary Mihollin of the Wisconsin 
Nuclear Arms Control, today said the State Department's action call,Project on 

into question the cooperation between Washington and its allies. The rocket casings 
themselves are on a second list of proscribed military items, called the Missile Tech

nology Control Regime, which the United States and six European allies have 
agreed not to export to nations that spread weapons technology. 

"One would expect us not to export an item like this to a country like brazil," Mr. 

Mihollin said. "It seems it undermines the agreement between the even countries, 
and specifically between the United States, England and France." 

Mr. Milhollin argued that providing Brazil with rocket components "is the same 

as giving missile technology to Iraq," because of the close cooperation between the 
two nations. 

LIcENsE FOR CHICAGO COMPANY 

The seven casings had been used in VIS rocket tests in Brazil and were sent to 
the United States earlier this year to be heart-treated, in a process called annealing, 
to harden them for use in a space launch. 

a contract to anneal theA Chicago-based company, Lindberg Engineering, won 
casings and they arrived in Chicago three months ago, Mr. Fonseca said. 

Lindberg's president, Leo Thompson, did not return several telephone calls today 
con

firmed by Mr. Fonseca, the State Department gave Lindberg a license to anneal the 
rocket casings after determining that the treatment process was on a list of muni
tions items that require Federal approval for their export. 

seeking comment. But according to Government cfficials, whose accounts were 
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The officials, who refused to be identified, said that the State Department laterordered the United States Customs Services to impound the casingsviewed the license, while it rethen gave approval to export the treated casings about twoweeks ago.Both the Customs Service and the State Department's politico-military affairsoffice, which approved the export of the casings, declined to comment.Other Government officials said the initial license was apparently granted erroneously and was allowed to remain in force because the casings hadbeen treated bythe time the error was discovered, but that account could not be coofirmed.The officials said Lindberg was supposed to treat 18 rocket compcnents in all, butthat the remainder of the contract would be aborted.Private arms-control experts said today that the State Department action is unusual because the United States and some other European nations have effectivelyboycotted Brazil's missile program in recent months.Four Brazilian space and military agencies signed a contract with Iraq last yearto help develop missiles, satellites and weaponry, several Braziliansaid. The Brazilian Embassy said today it could 
press reports

not confirm the existence of theagreement. 

[From the Wall Street Journal, Dec. 18, 1990] 

A GREAT AMERCAN Sctw-Up: THE UNITED STATrs AND IRAQ 

(By Paul A. Gigot)On June 19, 1981, Israeli Prime Minister Menachem Begin addressed Holocaustsurvivers at the Wailing Wall in Jerusalem. Twelve days earlier Israeli warplaneshad undertaken a spectacularly successful bombingOsirak. of Iraq's nuclear reactor,"What's the difference if it's radiation and not Zyklon B gas?" Mr. Begin
said.On the same day at the United Nations, U.S. Ambassador Jeane Kirkpatrick waspreparing to cast a vote on the Osirak bombing. She would vote to condemn Israel,not Iraq. Tlat U.S. response is the symbolic beginning of a decade of American misjudgment. The climax was Iraq's invasion of Kuwait on Aug. 2, 1990, an invasionthat caught nearly everyone in the U.S. government by surprise.In her classic book on Pearl Harbor. Roberta Wohlstetter writes about the difficulty of selecting genuine policy "signals" from a world of "noise." U.S. policymakers all claim to have heard the aggressive signals from Saddam Hussein. What thefailed to do was change their hypothesis about Saddam's intentions. They could tshake what even they themselves now call "the mind&et" abo'it Iraq.
From his mistake flowed a second one: Failing to signal An., 
 can intentions. U.S.officials thought that conciliation, rather than a new policy of containment, had abetter chance of persuading Saddam. So when they did send warning messages, themessages were mixed in a way that Saddam could plausibly interpret as appease

ment.For two decades before the fall of the Shah, the U.S. had viewed Iran as its strategic bulwark in the Persian Gulf. The rise of Ayatollah Khomeini and the taking of
U.S. hostages changed everything. The Carter administrationtoward turned its attentionnew "pillar of stabilit" in the Gulf, Saddam Hussein's Irao.Howard Teicher, a Defense Dartmeant official at the time , later joined theReagan National Security Council), wrote a 50-page paper about the danger of thistilt andredicted that -raq would invade Iran. No paid much attention. ByApril 1980, National one
Security Adviser Zbigniew Brzezinski could assert that, "Wesee no fundamental incompatibility of interests between the U.S. and Iraq. 

L.AN .N THREAT
Even when Iraq invaded Iran, the overriding U.S. view was that Iran was stronger and would be the greatest threat if it emerged from war dominant in the region.So the U.S. became Iraq's silent ally. In 1982, the U.S. took Iraq off its list f nations promoting terrorism and, by 1984, had resumed full diplomatic relations. Thefinal tilt was the U.S. decision to reflag Kuwaiti tankers in 1987.Arabs made a point of underscoring that Saddan wasTeicher recalls a no longer a radical. Mr.meeting with Egypt an President Hosni Mubarak in April 1982."Mubarak gave me a 15-minute lecture about how Iraq had changed. He said. 'You 
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have to do everything you can to make Iraq survive the war. You have to tell Presi
dent Reagan.' He kept shaking my hand and wouldn't let go." 

Not everyone agreed, of course. Mr. Teicher and Graham Fuller a CIA analyst at 
a memo a strategicthe time, collaborated on in 1985 arguing that Iran remained 

prize, and that Saddam's barbarity meant lis "change" might be cosmetic. 
But their memo took on a tragic cast during the Iran-Contra hearings, when it 

was interpreted as the intellectual basis for President Reagan's failed opening and 
sale of arms to Iran. Congress scorned any attempt to deal with Irar. as futile, even 
absurd, but never questioned assistance to Iraq. Peter Galbraith, a Senate Foreign 
Relations and Iran-Contra Committee aide, says the Iraqis qave him extraordinary 

the Iraqi Ambassadoraccess to Iraqi Kurdistan in 1987 in large part because 
thought we were doing the Lord's work." Congress must bear some of the responsi
bility for creating an environment in which dissenters on the Gulf could not be 
heard. 

Iran's surprising decision to end the war in August 1988 offered a new chance for 
the U.S. to release its Gulf policy. Instead, "the mindset" continued. 

In late August, ethnic Kurds began streaming over the Iraq border into Turkey. 
Their testimony and physical condition provided evidence that Iraq has used chemi
cal weapons against its own people. The State Department publicly condemmed the 
attack, but privately also sent a message of conciliation. As one State official told 
the New York Times on Sept. 8, 1988: 'The approach we want to take is that, 'We 
want to have a good relationship with you, but that this sort of thing makes it very 
difficult.'" 

The mixed message continued as a battle regarded in Congress over U.S. sanc
tions against Iraq. Secretary of State George Shultz privately complained to Iraq's 

use gas again andforeign minister and received a promise that Iraq would not 
would attend an arms-control conference the next January. "It was enough to per
suade us that working on it privately was enough to be productive," says Richard 
Murphy, Stete's Middle East point man at the time. 

It is impossible to know if U.S. sanctions in 1988, or later in 1990, would have 
changed Saddam's behavior. But it is possible that Saddam was learning "that his 
actions would be met solely with rhetorical oppocition," says Mr. Galbraith. 

Meanwhile, inside the State Department, Zalmay Khalilzad, a Columbia professor 
hired to offer advice on Afghanistan and the Persian Gulf, was concluding that Iraq 
had replaced Iran as the foremost threat to American interests in the region. His 
logic was that Iran had emerged from the war so weak that it could no longer bal
ance Iraq. 

Mr. Khalilzad's memo was debated at the highest levels. But as one official famil
iar with the period observes, "That wa pissing into the wind in Washington, and 
still is." 

In 1989, the new Bush administration had another chance to reconsider Gulf 
policy. It conducted a long "strategic review," but its conclusions were close to those 
of the'eacan team. 

This isa t aurprising: Richard Haass, the new Middle East point man at the NSC, 
had worked at Defense when the Carter administration began to consider overtures 
to Iraq. Dennis Rs, now head of State's policy planning shop, had worked in the 
late Reagan NSC before joining the Bush presidential campaign. And Richard Fair
banks, who headed the Bush campaign's Middle East policy team, had also worked 
on Middle East issues in tho Reagan years. By then out of govvernment, Mr. Fair
banks was until recently also Iraq s registered agent in Waslngton. 

Most of these officials understood but rejected the strategic arguments made by 
Mr. Khalilzad. As one White House official who developed the policy put it, after 

a sense out of a difficultthe Iran-Iraq War "there was that the Gulf had come 
period and was getting better." Both sides in the war were thought to be exhausted. 
'The detente analogy' prevailed, says this source. The U.S. might not like every

thing Iraq did, and might detest its human rights record, "but if we could have a 
more normal relationship with Iraq, why not try?" 

Like the Soviets in te 1970s, however, Saddam Hussein refused to cooperate. On 
Feb. 24 Saddam gave a blistering speech to the Arab Cooperation Council. He 
warned that with declining Soviet power, "the Arab Gulf region will be governed by 
the wishes of the United States." In March, Iraqi agents were arrested in Britain 
for smuggling parts to build nuclear weapons. Then on April 2, Saddam declared he 
had binary chemical weapons and that, By God, we will make the fire eat up half 
of Israel, if it tries to do anthing against Iraq." 

The April speech inspired the Bash team's only serious reconsideration of its Iraqi 
policy. Mr. Ross and John Kelly, the assistant secretary for Near Eastern Affairs, 
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have told reporters they went to Secretary of State J&nes Baker and urged a newpolicy of limited sanctions against Iraq. Mr. Baker is said to have agreed.But the policy review died aborning. Mr. Baker turned 'ie effort over to RobertKimmit, State's undersecreta 7 for political affairs, who made a case to the interagency's "deputies co.,mittee,' a set of officials just below the Cabinet level. Accounts differ on what happened next. By State's arcount, its initiative met resistance from the Commerce Department and 9e NCW, including NSC adviser Brent
Scowcroft.Other sources, the majority by far, insist State never really made much of aneffort. "My impression was they were worried more about public positioning thanabout the policy," says one official. Another claims, "I don't know what was said tothe secretary, but State did not represent a policy position that was at variancewith anyone else's." The meeting reached a consensus not to renew commodity loancredits to Iraq, but to attribute this decision to a scandal involving a bank. "Wetried to de-politicize the decision," says one of the deputies, in order not to risk antagonizing Saddanm.The review's failure is partly explained by the way national-security advice istransmitted to President Bush. His administration really has two naticnal-securitypolicy systems. The first, and least important, is the formal interagency process, ledby the NSC. The other, much less formal but much more influential, system is dominated by George Bush's close friend James Baker, his small team of aides and whatever allies they include.But this second system's strength is also its weakness: It relies on a small nucleusof people. If an issue drifts off their radar screen, it is probably being run on autopilot by the permanent bureaucracy. Mr. Ross is Mr. Baker's Middle East expert,but he is also a main adviser on Soviet policy. For most of the Bush Administration,Mr. Ross's Middle East preoccupation was the Arab-Israeli peace process. The Gulfwas left to Mr. Kelly and his Near East bureau, which would never change policywithout orders from above.State's spokeswoman quickly denounced Saddam's April speech as "inflammatory,outrageous and irresponsible."

Republican 
But 10 days later, five U.S. senators, led by KansasBob Dole, met Saddam in the Iraqi city of Mosul. They presented aletter expressing "very deep concerns" about his chemical and biological weapons,but according to a transcript released by the Iraqis, the senators were less than profiles in indignation.Mr. Dole said President Bush would probably veto sanctions against Iraq andthat, "We in Congress also try to exert our utmost efforts in this direction." HowardMetzenbaum, the Ohio Democrat, chimed in that, "After listenting to you for aboutan hour, I realized you are a strong and an intelligent nian, and that you wantpeace."

The episode that may best symbolize the muted warnings to Saddam was State'squashing of honest commentary by the U.S. Information Agency. On February 15, aVoice of America editorial, entitled "No More Secret Police," hailed popular revoltsagainst "dictatorial rule." 
police are 

It included the following reference to Iraq: "The secretstill widely present in countries like China, North Korea, Iran, Iraq,
Syria, Libya, Cuba and Albania."
Saddam must have reacted furiously because the response at State was to mollify
him. "Our guess is that the President himself heard it on February 15," U.S. 
 Ambassador to Baghdad. April Glaspie cabled to Washington. She had been called to
see Iraq's deputy foreign miniser, who protested a "flagrant interference in the internal affairs of Iraq," according to the cable, which was uncovered by New YorkTimes columnist William Safire.After Saddam's complaints, State asked to see all VOA editorials on Iraq beforethey were aired. So on July 25, one week before the Kuwait invasion, VOA submitted a draft editorial that would prove to be prophetic. It read: ". . . the U.S. remains strongly committed to supporting the individual and collective self-defense of
its friends in thp Persian Gulf.... The U.S. would take very seriously any threatthat put U.S. interests or friends at risk." Mr. Kelley's bureau killed even that tepidwarning to Saddam Hussein.Nearly as telling is the way NSC staffers toned down an April 30 speech by VicePresident Dan Quayle. Accordingly to White House sources who saw it, the speechdraft included a reference to Saddam's April 2 "threz ts."from the NSC Comments on the draftasked that this be changed to Saddam's "remarks." Another NSCcomment: "Emphasis on Iraq misplaced given U.S. policy, other issues." 
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CONGRCSSIONAL SANCTIONS 

The Bush team was also resisting anti-Iraq sanctions in Congress. Douglas Waller 
has reported in the New Republic that Sen. Dole put a legislative "hol " on one 
sanctions bill right up to the day of the invasion. E ressing the administration's 
view of sanctions attached to a farm bill, d.en. Richard Lugar (R., Id.) said that, 
"Passage of this legislation would badly undercut any possibility we have of influ
encingIraqi behavior in areas from the peace process to human rights, terrorism to 
proliferation."

The most famous exchange is the July 25 meeting between Ambassador Glaspie 
and Saddam in Baghdad. Saddam threatened and blustered, all but declarmg 
intent to invade Kuwait. Ms. Glaspie replied: "We have no opinion on the Arab-
Arab conflicts, like your border disagreement with Kuwbit." 

weak-This conversation has been taken as the decisive signal to Saddam of U.S. 
ness, and it well may have been. But it also wasn't far removed from the pattern of 
U.S. policy, especially over the previous five months. 

Indeed, after Ms. Glaspie's meeting, with Iraqi treo, massed on the Kuwait 
border, a cable was sent to saddam under President Bush's signature. According to 
the Middle East Policy Survey newsletter and to sources familiar with the text, the 
cable gave a "firm" but general message opposing the use of force. It offered no spe
cific security guarantees to Kuwait, and it held out the hope for better relations. 
April Glaspie was not alone. 

To the very end, U.S. officials expected that Saddam would not invade. By all ac
counts, U.S. intelligence documented the Iraqi buildup new Kuwait, but missed his 
intentions until Aug. 1. "The theory was that everything he was doing was to co
cerce" Kuwait, says one ranking source. "He wanted the money, or maybe the two 
islands in the Persian Gulf, but not Kuwait. So what was the problem?" 

Could a different policy have deterred Saddam? It is impossible to say. Adminis
tration officials are naturally defensive about their decisions, and Secretary Baker 
has gone so far as to denounce as "shameful" the "20-20 hindsighting going on." 
Perhaps he is right, but it is undeniable that U.S. policy failed to send even the 
most basic signal that might have deterred Saddam. The policy failed to understand 
a basic truth of international relations: That bullies who threaten American inter
sts cannot be appeased; they must be opposed. 

EXCERPr FROM A HEARING BEFORE THE SUBCOMMITEE ON EUROPE AND THE MIDDLE 

EAST OF THE COMMITTEE ON I'OREIGN AFFAIRS, HOUSE OF REPRENTATIVES ON D-
VELOPMENTS IN THE MIDDLE EAST JULY 31, 1990 

IRAQI CONDUCT AND U.S. POLICY 

Mr. BRMAN.Thank you very much, Mr. Chairman. Mr. Secretary, first, I doap
treciat portunity to ask some qi'estions. I want to focus on an area that Mr.the o 

Lantas initially got into, the question of Iraqi conduct and the U.S. postlion, frankly, 
as part of understanding better the Administration's position and laying a iounda
tion for my own legislation dealing with sanctions on Iraq. 

Is it correct to conclude that Iraq initiated the use of nerve gas in the Iraq/Iran 
war? 

Mr. KELLY. That is my understanding. 
Mr. BERMAN. Is it correct to conclude that after that, there was a ceasefire in that 

war, Iraq then used nerve gas against its own Kurdish population? 
Mr. KELLY. That sounds correct to me. 
Mr. BERMAN. Is it fair to say that over the past ten years, Saddam Hussein has 

consolidated power in a fashion that makes him one of the most despotic and totali
tarian regimes in the world today? A regime which is marked by a total absence of 
free press, legitimate political opposition or any of the other features of democracy 
and freedom that we seek to promote around the world? 

Mr. KELLY. It is certainly an arbitrary regime with a human rights record which 
is abysmal, yes, sir. 

Mr. BERMAN. Is it fair to conclude that Iraq is engaged in a systematic effort to 
ityae the means by which it could develop its own independent nuclear capabil-

Mr. KELLY. Certainly, there is the indisputable public evidence of the attempt to 
smuggle the capacitors, the kryptonite capacitors which could be used for nuclear 
weapons purposes. That is indisputable. 

Mr. BnimA. What about nuclear triggers? What about the triggers? 
Mr. KELLY. No, that's what I am talking about, the triggers. 
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Mr. BKt.Wm. Okay, all right.

Mr. KEiLy. Yes.
Mr. BmuAN..Is it fair to assume that notwithstanding Iraq's public position thatit took back in the mid-1980's, that it is still harboring and providing sanctuary forerrorists?Mr. KELLy.There are certainly disturbing repo:.'s to that effect now. It appears;hat Abu Abbas is there, among other people.Mr. BzRrN. Haven't we known that Abu Abbas has been there since shortlyifter the Achille Lauro hijacking?Mr. K .iy. I don't think we have. I think we believed he was in other locations.Mr. BEMAN. All right. Well, I would suggest my information is different with repect to that.Mr. Ki. y. I would be glad to check that and try to find out.
[The information follows:]
Abu Abbas now spends most of his time in Baghdad where his organization, thePalestine Liberation Front (PLF), has administrative offices. The or.aniza tion usestraining bases in both Ira and Libya. Over the past few years, Abu Abbas hasspent significant amounts oMr. B=m time in both Iraq and Libya.. At this particular point, we know that Iraq-Abu Abbas is under anextradition order from the United States, is that correct? Based on his involvementto the Achille Laura hijacking.Mr. KE.Ly. I believe we are going to have to refer that one to the Department ofJustice. I am not certain that there is an outstanding extradition order.


Mr. BERLMAN. Would-
Mr. KgLmy. But I would be happy to supply that for the record, Congressman.
u[The
iformation follows:]No.There is currently no outstanding U.S. warrant for the arrest of Abu Abbas.An arrest warrant is a prerequisite for extradition.Mr. BEnmAi,. But your current information is that Abu Abbas is based now inBaghdad.
Mr. K=L~y. He is, as we understand it, he has been in Baghdad at least for thelast three weeks.Mr. BzRMAN. Okay. Have we made, by the way, any efforts to confirm that withthe Ira is?Mr. M y.Yes, we have taken tht up with the Government of Iraq and said thatwe understand he is there. We cannot understand why this known terrorist is thereand asked them for an explanation.We have not received one, but as Secretary Baker indicated in his testimony, wetake this seriously.Mr. Bsmow. Cn you confirm

ime is now 
reports by Amnesty International that the Iraqiin the process of systematically exterminating the children of its poii ?pnents? Have you heard thosereports?Mr. rauy. I have heard those reports, but my understanding was that it referredto abhorrent activities of several years ago. You used the words "now engaged in." Idon'tMr.know.B .mAs..Well, it is contained in the State Department's human rights report.It is the subject of a recent release by Amnesty International and it is based on activities which are recent in nature.
 

Mr. KELLY. Okay.
 
WHY DOS THE ADMINISTRATION STILL OPPOSIC SANCTIONS AGAINST IRAQ?Mr. Bzww". Given all of this, given the fact that we have imposed sanctions on anumber of countries based on support for terrorism and other conduct, why does theAdministration 
 continue to oppose efforts to legislate sanctions at this particular
time?
And I add to that question, that even the arguments used by the Administration
in the mid-1980's with respect to the hope that Iraq was moving from a rejectionist
ition in terms of the peace process, to a more moderate position, even those haveaeennow, I think, totally refuted by virtue of the Iraq position at the recent Baghdad summit as well as their saber rattling and other statements with respect toIsrael. 

Mr. KELLY. Congressman Berman, the sanctions that are in effect on Libya, Iran,Syria-to name three-are in effect because of state sponsorship of terrorism.Unti recently, we have not seen indications, since the reestablishment of relations between the United States and Iraq, that Iraq was involved in state sponsorship c' terrorism. 
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The presence of Abu Abbas and P F offices in Iraq raises exactly the question 
that you have correctly pointed out and we are going to have to deal with that ques
tion. It raises the possibility that Iraq may have tobe restored to the terrorism list 

as a state sponsor of terrorism, which would automatically invoke the sanctions. 
That is a different question than the imposition of sanctions as suggested in, I 

orbelieve, your legislation which would be as a result of human rights violations 
other activities. 

But the legislation on terrorist countries and state sponsorship of terrorism is 

very explicit, and so on. But you put your finger on exactly the right question. 
Mr. Bw~m". So from this, Mr. Chairman, if I am permitted to follow-up with a 

conclusion, and then one final question, I can assume that the State Department is 
not Iraq should be restored to the list of now reviewing the question of whether or 


countries supporting terrorism.
 
Mr. KELLY. That is correct.
 

RIGHTS IN IRAQCONGRESSIONAL RESOLUTION CONCERNING HUMAN 

Mr. Smm of Florida. All right, finally, Mr. Chairman, if I might, our colleague, 

the Chairman of the subcommittee on human rights, Mr. Yatron, asked if I would 

ask this question. 
By the way, just before I do that, I just want to say that I would like to commend 

as beingPresident Bush for having written that letter which has been repoted 
written in the press to Mr. Shamir. 

over the last few months, very offensive and wrong-headed havingI have found 
diplomacy conducted on the front pages of the newspapers by choice of the State 

Department, including what Mr. Baker did last week in response to the question 

Mr. Levine posed to him. 
Mr. KELLY. With all due respect, Congressman, the Secretary was responding to 

reports from the Israeli newspapers. 
Mr. SMrrn of Florida. I am of the opinion that that kind of diplomacy doesn't suc

ceed at all, and I think that the President returning to this kind of diplomacy, this 

kind of diplomatic action and new overtures being made by others in the normal 
': diplomatic channels will have a great effect on the relationship, a positive effect and 

will provide a much better chance for succeeding at least in the small steps neces
sary to get where we want to go, rather than the way it was before. 

I appreciate that. 
Mr. Chairman, our colleague, Mr. Yatron, wanted me to ask this question. 
According to the State Department's human rights report, Iraq s human rights 

a number of onrecord is "abysmal." That's a quote. The report goes on to detail 
going serious human rights violations committed by the Iraqi Government, includ
ing the use of torture and summary executions. 

A review of the previous reports suggest that the Iraqi Government is engaged in 

a consistent pattern of gross violations of internationally recognized human rights. 
Mr. Yatron has introduced an unbinding resolution which condemns the Govern

ment of Iraq for human rights violations. The resolution specifically states the Gov
ernment of Iraq is engaged in a consistent pattern of gross violations of interna
tionally recognized human rights." 

As I understand it, your Administration is opposed to the use of the "consistent 
pattern" language in the resolution, and I wanted to ask on behalf of Mr. Yatron 
and myself-because I agree with Mr. Yatron completely-how can the Administra
tion argue that the Iraqi regime is not engaging in a consistent pattern of human 
rights violations, when your own human rights report makes the case that there is 
a consistent pattern by making reference to their current year's rights violations, 
and to the previous years' rights violations of the same magnitude and in the same 
area? 

Mr. KELLY. Thank you, Mr. Smith. In our annual human rights report, we have 

described Iraq's appalling human rights record in detail. We have been objective, we 

believe accurate and we pulled no punches. 
The human rights situation in Iraq is egregious, including widespread abuses of 

the most fundamental rights to life and to security of the person. 
The particular question uses a specific legal formulation, "a pattern of gross viola-

This is legally binding languagetions of internationally recognize human rights. 
found in at least eight statutes relating to prohibitions of assistance and other forms 
of cooperation with other countries. 

We believe that our ability to conduct foreign policy in this highly volatile area 
and any possibility of positively affecting Iraq's human rights performance demand 
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that we retain the flexibility to respond to new developments as they unfold overthe course of the year.

We in the Department are keenly aware of these statutes and approach with theutmost seriousness in any circumstances in which they might be applicable. Although we have never made a formal finding that a country is guilty of gross viola.tions, we are extremely careful never to engage in actions that could contravene
these statutes.

Mr. SMITH of Florida. Mr. Kelly, this is a non-binding sense of Congress resolution. Are you suggesting to us that non-binding sense of Congress resolution has tobe measured by the same standard you would measure a statute which could bepassed and become law, which this cannot? This cannot have any binding affect on
the President whatsoever.Mr. KELLY. I believe that I am going to have to consult with the Department'slawyers before I take it to this--

Mr. SMrrH of Florida. I would really appreciate it if you would. The case has beenmade significantly on Iraq's enormously consistent patterns, year after year, documented by your own Department in the global terrorism report, and in addition inthe gross nature of those-and we have even talked about some of them here today.Mr. HAmLTON. Would the gentleman yield?
Mr. SMrrH of Florida. I would be happy to.Mr. HAmILTON. I just wanted to reinforce here, Mr. Secretary, we wrote to Secretary Baker, I wrote to Secretary Baker on May 3rd regarding your position onresolution that Mr. Smith has been talking about. We have not hda res 

the 
nse tothat letter.

Mr. KELLY. Mr. Chairman, I know that and I am distressed by that and let mepledge that I am going to make my best efforts to bust that response loose.Mr. HAMILTON. I would appreciate that. Thank you. 

[From the Wail Street Journal, Jan. 7,1991] 

WmT SLAVES IN T PERSIAN GUi 
(By Arthur&hleulnger Jr.)President Bush's gamble in the Gulf may yet pay off. Let us pray that it doesthat the combination of international economic sanctions, political 
 pressure ancmilitary build-up will force Saddan Hussein to repent and retreat. Let us pray tha
the tough talk from Washington is designed primarily 
as psychological warfare

and that it will work.But touh talk creates its own momentum and may seize control of policy. If thegamble fails, the president will be hard put to avoid %ar. Ikthis a war AmericanEreally want to fight? Sen. Robert Dole (R., Kan.) said the other day that Americansare not yet committed to this war, and he is surely right. And is it a war Americanm are wrong in not wanting to fight?
Among our stated objectives are the defense of Saudi Arabia, the liberation 0lKuwait and restoration of the royal family, and the establishment, in the president's phrase, of a "stable and secure Gulf." Presumably these generous-heartedgoals should win the cooperation, respect and gratitude of the locals. Indicationsare, to the contrary, that our involvement is increasing Arab contempt for the U.S. 

WHITE SLAVES 
tInthisnewspaper a few days ago.Geraldine Brooks and Tony Horwitz describedthe reluctance of the Arabs to fiht in their own defense. The Gulf states have apopulation almost as large as Iraq s but no serious armies and limited inclination toraise them. Why should they? The Journal quotes a senior Gulf official: "You thinkI want to send my teen-aged son to die for Kuwait?" He chuckles and adds, "Wehave our white slaves from America to do that."At the recent meeting of the Gulf Cooperation Council, the Arab states contratulated themselves on their verbal condemnation of Iraqi aggression but spoke not oneword of thanks to the American troops who had crossed half the world to fight forthem. A Yemeni diplomat explamned this curious omission to Judith Miller of theN ,ew 'A lot of thne Gulf rulers simply doYork Times: not feel that they have tothank the people they've hired to do their fighting for them."James LeMoyne reported in the New York Times last October in a dispatch from3audi Arabia, "There is no mass mobilization for war in the markets and streets.rho scenes of cheerful American families sayin e to their ss and daughters are being repeated in few Saudi homes. Mr. eMoyne continued, "Some 

42-325 0-91-4 
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Saudis' attitude toward the American troops verges on treating them as a sort ol 
contracted superpower enforcer... *"He quoted a Saudi teacher, "The American 
soldiers are a new kind of foreign workeriere. We have Pakistanis driving taxis 
and now we have Americans defending us." 

I know that the object of foreign policy is not to win gratitude. It is to produce
real effects in the real world. It is conceivable that we should simply swallow the 
Arab insults and soldier on as their "white slaves" because vital interests of our 
own are involved. But, as Mr. Dole implied, the case that U.S. vital interests are at 
stake has simply not been made to the satisfaction of Congress and the American 
people.

Of course we have interests in the Gulf. BtZ it is essential to distinguish between 
peripheral interests and vital interests. Vital interests exist when our national secu
rity is truly at risk. Vital interests are those you kill and die for. I write as one who 
has no problem about the use of force to defend our vital interests and who had no 
doubt that vital interests were involved in preventing the domination of Europe by
Hitler and later by Stalin. 

In defiming our vital interests in the Gulf, the administration's trumpet gives an 
awfully uncertain sound. It has offered a rolling series of peripheral justificationsoil, jobs, regional stability, the menace of a nuclear Iraq, the creation of a new 

world order. These pretexts for war grow increasingly thin.If oil is the issue, nothing will more certainly increase oil prices than war, with 
long-term interruption of supply and widespread destruction of oil fields. Every 
whiper of peace has brought oil prices down. And the idea of spending American 
lives in order to save American jobs is despicable-quite unworthy of our intelligent
secretary of state. 

As for the stabilization of the Middle East, this is a goal that has never been at
tained for long in history. Stability is not a likely prospect for a region character
ized from time immemorial by artificial frontiery, tribal antagonism, religious fa
naticismns and desperate inequalities. I doubt that the U.S. has the capacity or
desire to replace the Ottoman Empire, and our efforts thus far have won us not thethe 
respct of the Arab rulers but their contempt. 

What about nuclear weapons? The preventive-war argument is no more valid 
against Iraq than it was when it was proposed against Union during the 

Cold War. In any case, Secretary of State Baker h&.s in effect offered a no-invasion 
pledge if Iraq withdraws from Kuwait-a pledge that would lea,,e Saddam Hussein 
mn power and his nuclear facilities intact. 

As for the new world order, the United Nations will be far stronger if it succeeds 
through resolute application of economic sanctions than if it only provides a multi
lateral facade for a unilateral U.S. war. Nor would we strengthen the U.N. by" 
wreaking mass destruction that will appall the world and discredit collective scuri
ty for years to come. 

No one likes the loathsome Saddam Hussein. Other countries would rejoice in his
overthrow-and are fully prepared to fiht to the last American to bring it about. 
But, since the threat he poses to the i s far less the threat to the Gulf 
states, why are we Americana the fall guys, expected to do 90% of the fighting and 
to take 90% of the casualties? Only Britain, loyal as usual, has made any serious 
military contribution to the imending war-10,000 more troops than t. If we 

got wr let not the posse fade away, as befell the unfortunate marsha in High 
And please, Mr. President, spare us the siqht of Dan Quayoe telling the troops 

that this war won't be another Vietnam. How in hell would he know?
No one ever supposed that an economic embargo would bring Iraq to its knees in 

a short five months. Why not give sanctions time to work? The Central Intelligence
Agncy already reports shortages in Iraq's military spare parts. If we must fight, 
w no h a weaker rather than a stronger Iraq? What is the big rush? There is 
a phrase of President Eisnhower's that comes to mind: "the courage of patience." 

I also recall wrds of President Kennedy that seem relevant during these dark 

days: "Don't push your opponent against a locked door." What is so terribly wrong
with a negotiated settlement? Iraq must absolutely withdraw from Kuwait, but the 

that explain, though not excuse, the invasion might well be adjudicated.grevances
for the nuclear threat, that can be taken care of by a combination of arms em

bargo, international inspection throughout the Middle East and great-power dter
rence. Such measures would do far more than war to strengthen collective security 

and build a new world order.One has the abidi'g fear that the administration has not thought out the conse
quences of.wa. Fighting Iraq will not ,be likpe fightins Grenaa or Panima The war 
wl mot likelyde loody and prtract. victory might welsentngle us in Middle 
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Eastern chaos for years-all for interests that, so far as the U.S. Isconcerned, are at
best peripheral. 

IRAQI SIDESHOW 
Worst of all, the Iraq sideshow is enfeebling us in areas where vital intereststruly at stake. While arewe concentrat ene e d resources in the Middle East,Eastern Europe is in travail and the Soviet Union is falling apart. We cannot singlehandedly rescue democracy in the ex-communist states, but at least we ought to bethinking hard about ways we could help on the margin. Europe is far more essentialto our national security than the Middle East.And we confront urgent problems here at home-deepening recession, decayinginfrastructure, deteriorating rate reations, a shaky banking system, crime-riddencities on the edge of bankruptcy, statesq in financial crisis, increasing public and private debt, low productivity, diminishing competitiveness in world markets. Thecrisis of our national commun~ty demands major attention and resoures too. Whilewe fiddle away in the Middle East, the American economy will continue to decline,and Japan andGermany will seize the world's commanding economic heights.War against Iraq will be the most unnecessary war in American history, and itwell may cause the gravest damage to the vital interests of the republic. 

[From the New York Timms, Jan. 24, 1991] 

C.I.A. SIDEMNES ITs GuLF CASSANDRA 

(ByMichael Wines)WASHINGTON.-As Iraqi forces massed along Kuwait's border on August 1, aCentral Intelligence Agency anal st named Charlie Allen walked into the offices ofthe National Security Council's Middle East staff."This is your final warning," he is reliably said to have told them. Iraq, he said,would invade Kuwait by day's end.It wi not the first time that Mr. Allen, a 32-year C.I.A. veteran with the ominous-sounding title of national intelligence officer for warning, had sounded theKuwait alarm. Until the last hours of Iraq's sword-rattling, when handful ofaothers joined him, Mr. Allen had been the leading doomsayer among analysts tracking Iraq's militar preparations. For Mr. Allen, associates say, shunning the beaten
path is standard are.So, apparently, is what happened next. His forecast was disregarded, and topWhite House and Pentagon officials were surprised at home when Iraq marchedinto Kuwait on the morning of Aug. 2. 

A KLAXON FOR THE GOVEF.NMENT
 
Mr. Allen's job is to alert the Government when crisis brews, 
even if the Government chooses not to believe him. His biggest crisis is just that: too often, right orwrong, the Government chooses not to believe him. Were Mr. Allen your averagefunctionary, that might not matter. But in January, as in August, Mr. Allen is supposed to be the klaxon, sounding the alarm when global events threaten to spiral
out of control.
Even in peacetime, the national intelligence officer 
 for warning is potentiallyamong the most vital analytical jobs in espionage."If
you ever subtracted warning from intelligence, it would be like giving a sheepdog a haircut and finding out it's a Chihuahua," said Herbert Meyer, who advisedPresident eagan's Director of Central Intelligence William J. Casey. "This is theperson who yells, 'Iceberg, dead ahead'"Depending on one's view, Mr. Allen's troubles stem from Mr. Allen himself, whoeven friends conceded is an irascible and sometimes uncontrollable workaholic, erfrom a bureaucracy that won't recognize and profit from his insight, or from both.Neither wishes to air the matter. Mr. Allen declined requests for an interviewand a photograph. The C.I.A. declined to discuss Mr. Allen.What is nevertheless clear is that his work has work has lately landed him in theworst sort of doghouse.His main product, a report on developing trouble spots prepared for the Directorof Central Intelligence, William H. Webster, every two weeks, has been suspendedsince fall. His staff in the Pentagon and the National Intelligence Council, an interagency roup of senior analysts, has shr!'nk. Credit that to normal attrition, said asenior Administration official who spoke on condition of anonymity, or to a cam
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. to "denude" Mr. Allen's authority, said two Government associates who alo: 
iieon anonymity. 

A PUZZLU TO MANY 

The decline of Mr. Allen, a tall, graying ran given to sober suits and precise 
grammar, puzzles many because he has no small number of admirers. 

In his sole private passion, the chairmanship of the suburan Herndon, Va., plan
ning commission, Mr. Allen is largely credited with rewriting the town's master 
plan and persuading politicians and developers to adhere to it. The town's Rotary 
Club made him its citizen of the year in 1988. 

In Gove-nment work, Mr. Allen is said to wear out secretaries, natter co-workers 
and pull all-nighters with a college student's abandon. Associates say he can infuri
ate them with his demands and criticisms. 

Yet Frank C. Carlucci, who employed Mr. Allen as an aide when he was Deputy 
Director of Central Intelligence in the late 1970's, calls his work "outstanding.' 
James Woolsey, once Mr. Allen's lawyer and now the Government's chief negotiator 
at the conventional arms talks in Vienna, calls him "a man of extraordinary ability 
and integrity." 

"Charlie represents the type of thing you want an intelligence analyst to do: to 
stand up and say what he thinks, and not worry about covering his behind." said an 
intellige'ace official who worked with him in the 1970's. "You can look at some of 
Charlies product and say that he's a doomsayer. But on the other hand, that's his 
job." 

KIWIS OF DOOMBAYING 

Or is it? Without specifically citing Mr. Allen, a senior Administration official in
volved in warning issues made it clear that doomsaying has its limits. 

"Warnng is a process, not an event like 'I predict,"' that official said. "Holding 
one's fire and getting it right is important. Firing a lot, and getting it right occa
sioniolly, is not." 

Even admirers concede that Mr. Allen overreaches. In August, five months too 
early, he was predicting that a Soviet incursion in Lithuania was imminent. People 
who read his reports say that is not the only example of faulty analysis. 

But Mr. Allen and his staff can also score dead hits. He was among the first to 
argue that the Soivet military threat in Eastern Europe was vanishing. He was also 
right-and his superiors were wrong-in forecasting that the Soviets' withdrawal 
from Afghanistan in 1989 would produce not a quick victory by C.I A.-backed rebels, 
but a violent stalemate. 

Mr. Allen also forecast the greatest political scandal of the 1980's: Oliver L. 
North's use of proceeds from the sale of United States arms to Iran to finance a war 
in Nicaragua. A coworker with Mr. North, he warned superiors in October 1986, two 
months before it became public, that he believed Mr. North was diverting arms 
profits to the contras. 

T1e C.I.A. later reprimanded Mr. Allen for not being sufficiently forthcoming to 
investigators about the scandal, an accusation he fought personally and with law
yers. 

Mr. Allen's specific duties are classified. But warning of impending crisis is not 
his exclusive franchise. Intelligence analysts and spies alike red-flag events they be
lieve signal danger. The intelligence establishment maintains a network of "watch 
officers' who confer regularly by telephone about trouble spots. 

Amid this mix, said the senior official involved in warning issues, the national 
intelligence officer for warning is "the devil's advocate," pointing out the overlooked 
and chiding other analysts to sharpen their conclusions. The job is delicate, he said, 
because its occupant steps on the turf of other analysts and sometimes disagrees 
with their conclusions. 

In the sanctum sanctorum of the National Intelligence Council, an elite, collegal 
body that regards itself as the authoritative analyst of world events, Mr. Allen is 
unlikely chaplain. 

HOW HE 5IM HIS ROLE 

In fact, associates say, Mr. Allen sees his mandate as not just to advise his fellow 
analysts about danger spots, but to alert Mr. Webster and Administration policy 
makers to all potentially major changes, even unlikely ones. 
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"He warns on impact, not probability," A Government official said. "As a result,Mr. Allen's analyses often conflict with those of the agency. That shouldn't be aproblem, but it is."Iraq, the lastest example, may be the tripwire that threw Mr. Allen's long careerinto its latest limbo.The intelligence grapevine carries several versions of Mr. Allen's actions. The consensus is that he issued three separate official warnings of an invasion of Kuwait,each more pessimistic: one in early July, raising the prospect; one on July 25,placing its likelihood at somewhat greater than 50 percent, and one virtually fat prediction, the day before the invasion occurred.In a move that is said to have angered superiors, Mr. Allen then bolted the intelligence bureaucracy, warning a senior State Department official and two National Security Council experts that an invasion was imminent. 

OTHERS RAISE RED FLAGS 
It is not known what those officials did with his advisory. But it is also not clearthat it makes any difference. While a lonely voice, Mr. Allen was not allow in redflagging Iraq'a military ambitions. A witness says the President's Dail Brief, aC.I.A. intelligence report given six mornings a week to Mr. Bush and a handful ofother high officials, accurately described Iraq's preparations, albeit in torpid language. A pentagon official also raised red flags. 

[From the New York Time. May 25,1990] 
LAvono UNFOLDS 

(By William Safire)
WA INGTON.-"The Lavoro affair" is what some of us call the Government ofIraq's manipulation of the American and Italian banking systems to help DictatorSaddam Hussein finance the building of a missile with a nuclear warhead.In Atlanta, a grand jury has been investigating the running of $ billion througha U.S. branch of Italy's Lavoro bank, a large chunk of which was ostensibly for commodity loans guaranteed by the ever-trustful U.S. Department of Agriculture.
Like the savings and loan scandal, this case 
 is too complex for media scrutiny(Alan Freedman of The Financial Times excepted), and Attorney General RichardThornburgh slowed the investigation by easing out the U.S. Attorney in Atlanta.Reverberations from the Lavoro probe made our Secretary of Agriculture, ClaytonYeutter, nervous enough to dispatch a team to Baghdad to find out about "possibleirreglarities" in our billion-a-year guarantee of loans to Iraq. As predicted here,the bureaucrats returned with indications of corruption and kickbacks that theyhastily unloaded on the department's Inspector General.Because the Bush Administration does not want to upset the Iraqi dictator, whowill be anointed next week in Baghdad as "the new Nasser" by the Arab leaders, noquestions are being asked of the National Security Agency about why it failedspot the huge transfer of dollars; nor tohas the F.B.I. yet asked the Export-ImportBank which of its officials knew of the illegal transfers.But Atlanta's Lavoro leads are making some investigators here and in Europenosy: where else has Hussein been getting the money for his costly weaponry? Andwho is providing him with the Western technology to terrorize the world?All fingers point to France, which was the leading weapons supplier to Iraqduring its war with Iran. Six months ago, a scientific delegation from Paris metwith Saddam Hussein after visiting his secret missile base at Mosul; four Frenchcompanies turned out to have received payments through the Lavoro Atlanta "paymaster."France has already helped Iraq coicoct its own Awacs, placing a radar dish 10y in diameter built by Thonson-CFS on top of an Ilyushin-76 bought from theovits. The French technicians, who maintain and operate the advanced commandreconnaissance aircraft, have boasted that their Adnan I is better than Moscow': 

ownIn version.January of this year, France's Defense Minister, Jean-Pierre Chevenement,'was summoned to Baghdad. The dictator wanted a better product than the MirageF-i that helped him defeat Iran; he wanted the new Mirge-2000 jets, expected tobe ready by 1994, on credit. Mr. Chevenement reminded Saddam Hussein that healready owed France $6 billion. 
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Bankers know how that made Hussein all the stronger in the dealing, the dictator 

found $158 million to pay Thomson-CSF cash for new orders and thereby drew Che
venement into advancing much more new debt; most important, he agreed in princi
ple to provide the Dassault Mirage 2000--and have it produced in Iraq.

That's not all; the Iraqis want a modern long-range ground-to-ground missile.
They took the old Soviet Scuds, with a range of only 200 miles, and with the help of 
a score of French technicians upgraded these to 500 miles; they are called Al-Abbas 
and Al-Hussein. What then became vital was a sophisticated inertial guidance
system-the missile system's "brain." 

The French company Sagem makes those guidance systems, bv by E.E.C. 
trea -the Missile Technology Control Regime-France is bound not o export this

tilizing warmaker. Somehow, these made-in-France devices have been getting
through to Iraq; as a result, Hussein has a new weapons system that led to his boast 
to be able to "scorch half of Israel." 

On this critical item, French customs has become a sieve, and investigators find it
is hard to imagine that Mr. Chevenement's ministry is unaware of the smuggling.

While France's technical expertise is bolstering the Nasserite pretensions of Iraq s
dictator, U.S. loan guarantees have helped him free money for leverage for more
French credit. Congress wants to impose sanctions, but Mr. Bush-supported by
Pennsylvania Republican Senator Arlen Specter-thinks Saddam Hussein is a closet 
moderate. 

We could learn more about the buildup of a menace to peace by unraveling the
Lavoro affair. But Mr. Thornburgh's Justice is timorous; television news finds itall 
too complicated, and France's arms merchants have an investment that pulls them 
deeper into the pit. 

[From the New York Time, Sept. 23, 1990] 

UNITED STATES GAVE IRAQ LIrrLz REASON NOT To MOUNTKuwAir ASSAULT 
(ByElaine Mctolino with Michael I.Gordon)

WASHINGTON.-In the two weeks before Iraq's seizure of Kuwait, the Bush Admin
istration on the advice of Arab leaders gave President Saddam Hussein little reason 
to fear a forceful American response if his troops invaded the country.

The Adininstration's message, articulated in public statements in Washington by
senior policy makers and delivered directly to Mr. Hussein by the United States
Ambassador, April C. Glaspie, was this: The United States was concerned about
Iraq's militar buildup on its border with Kuwait, but did not intend to take sides in 
what it perceived as a no-win border dispute between Arab neighbors.

In a meeting with Mr. Hussein in Baghdad on July 25, eight days before the inva
sion, Ms. Glaspie urged the Iraqi leader to settle his differences with Kuwait peace
fully but added, "We have no opinion on the Arab-Arab conflicts, like you border 
disagreement with Kuwiat," according to an Iraqi document described as a tran
script of their conversation. 

Portions of the document, prepared in Arabic by the iraqi Government, were
translated and broadcast by ABC News on Sept. 11, and were the basis of accounts
by The Washington Post and The Guardian of London. The State Department de
clined to confirm the accuracy of the document, but officials did not dispute Ms. 
Glaspie's essential message.

As those and other details of the Administration's diplomacy have unfolded in 
recent weeks, its handling of Iraq before the invasion has begun to draw strong crit
icism in Congress, even among those who generally support the Administration's
military action in the Persian Gulf. Some lawmakers have asserted that the Admin
istration conveyed a sense of indifference to Baghdad's threats.

Interviews with dozens of Administration officials, lawmakers and independent
experts and a review of public statements and the Iraqi document show that instead
of aending Mr. Hussein blunt messages through public and private statements that 
an invasion would be unacceptable, the State Department prepared equivocal state
ments for the Administration about American commitments to Kuwait. 

ARAB ASSURANCES ON INVASION 

The Amercian strategy, carried out primarily by the States Department but ap
proved by the White House, was based on the assumption that Ira would not 
invade and occupy Kuwait. P.esident Hoeni Mubarak of Egypt and King Fahd of
Saudi Arabia, who assured the Bush Administtation that Mr. Hussein would not 
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invadargu that. th1.e best way to resolve an inter-Arab squabble was for thteas to avod inflammatory words and actions.Some senior Administration officials said the strategy was also rooted in the vievthat Washington-and most of the Arab world-probably could live with a limitecinvasion of Kuwait, in which Iraqi forces seized bits of Kuwaiti territory to gain con
cessions.

"We were reluctant to draw a line in the sand," said a senior Administration official. "I can't see the American public supporting the deloyment of troops over a dispute over 20 miles of desert territory and it is not clear that the local countrieiwould have supported that kind of commitment. The basic principle is not to makethreats you can't deliver on. That was one re,'on there was a certain degree olhedging on what was said." 

EFFECT OF A HARDER LINE 
Even in the days before the invasion, there was a consensus inside the Administration and among outside experts that Mr. Hussein would not invade despite largely correct intelligence assessments of the military buildup on the ground."There would have been a lot of fluttering if there had been a partial invasion"said an Administration official. "The crucial factor in determining the American re spose was not the reality but the extent of the invasion."It is not clear that taking a harder line would have made a difference in Baghdad's decision to take Kuwait, and some Administration officials argue that if theyhad they would now be accused of pushing Mr. Hussein toward extreme actions.As the Administration's policy toward Iraq before the invasion has come undercriticism in Congrese, the President's Foreign Intelligence Advisory Board, a groupof experts who report to President Bush on intelligence issues, has also begun apost-mortem on the handling of the crisis.
The Administration 
 was following what President Bush acknowledged last weekwas a flawed policy toward Iraq, a policy built on the premise that the best way tohandle Mr. Huein and moderate his behavior was through improving relationsuith Baghdad. That assessment presumed that Iran and Iraq, both exhausted bytheir ei ,yenrborder war, woul focus on domestic reconstruction, not foreign ad

ventuiism.
As a result, the Bush Administration failed to callibrate its policy to take intoaccount a string of belligerent statements and actions by Mr. Hussein in recentmonths, inclu'ding the execution of a British journalist and a threat to use chemical weapons against Israel.
"We were e3sentially operating without a policy," said a senior administration official. "The crisis came in a bit of a vaccum, at a time when everyone was focusing

on German reunification."
In the days before the invasion., Administration officials sent mixed signals aboutthe American commitmc.nt to Kuwait's defense.Secretary of Defense Dick Cheney, for example, was quoted as telling journalistsat a prers breakfast on July 19 that the American commitment made during theIran-Iraq to J.uwaits deferoe if it were attackedWar to come was still valid. Thesame point wls also inade by Paul Wollowitz, Undersecretary of Defense for Policy,at a private l.incheon with Arab ambasaadc-rs. But Pete Williams, Mr. Cheney schief spokesman, later tried to steer journalists away from the Secretary's remark,adding that Mr. Cheney had been quoted with "some degree of liberty."From that moment on, there was an orchestrated Administration campaign tospeak with one voice, and speak quietly.On July 24, when Margaret D. Tutwiler, tb,, State Department spokesman, wasasked whether the United States had any commitment to defend Kuwait, she said,"We do not have any defense treaties with Kuwait, and there are no special defense or security commitments to Kuwait."

Asked whether the United States would help Kuwait if it were attacked, she replied, "We also remain strongly committed to supporting the individual and collective self-defense of our friends m the gulf with whom we haw a deep and longstanding ties," a statement that some Kuwaiti officials said privately was too weak. 

BUSH'S FORCEFUL TONE 
Two days before the invasion, John H. Kelly, Assistant Secretary of State forNear Eastern and South Asian Affairs, essentially repeated the same message inCongressional testimony.
Even after the invasion, there was unease in some quarters in the State Department over Mr. Bush's tough public stance. On Aug. 6, when President Bush clearly 

http:commitmc.nt
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committed the United States to roll back Iraq's conquest of Kuwait,Secretary el 
State James A. Baker 3d expressed reservations about the wisdom of the forceful 
tone of Mr. Bush remarks, according to Administration officials. 

Last Tuesday, at a hearing before a House Foreign Affairs subcommittee, Repre. 
sentative Lee Hamilton sharply chided Mr. Kelly for not taking a tougher stance 
against Iraq in his testimony before the invasion. 

"You left the impression that it was the policy of the United States not to come to 
the defense of Kuwait," said Mr. Hamilton, an Indiana Democrat. "I asked you Ii 
there was a U.S. commitment to come to Kuwait's defense if it was attacked. Your 
response over and over again was we have no defense-treaty relationship with any 
gulf country." 

POLICY GUIDELINES FOLLOWED 

Bush Administration officials assert that Kuwait never asked for American troope 
or sought to join in joint military exercises with American forces. 

Mr. Cheney told a breakfast group on Capitol Hill on Thursday that "the fact 
was, the-e was literally nothing we could do until we could get access to that part ol 
the world, and the attitude of Saudi Arabia and the Persian Gulf states has been 
consistently that they didn't want U.S. forces on the ground over there." 

On July 25, a week before the Iraq, invasion of Kuwait, Ms. Glaspie was quckl§ 
summoned into Mr. Hussien's office in Baghdad, and she faithfully followed concili. 
atory policy guidelines sent to her from the State Department. 

In their conversation, Mr. Hussein described an American conspiracy against him 
since the end of the war with Iraq, and warned the United States not to oppose h 
goal of getting economic concessions from Kuwait and the United Arab Emirates, 
according to the document described as the official Iraqi transcript, which ABC 
News made available to the New York Times. Miss Tutwiler said Friday that the 
State Department would not reveal th contents of a diplomatic exchange. 

WE TOO CAN HARM YOU 

Mr. Hussein told the American Ambassador that the United States should thank 
Iraq for stopping Iran's aggression during the war, because the United States could 
never fight such a war to defend its friends in the region. According to the Iraqi 
document, he also suggested that he would use terrorism to curb any effort by the 
United States to try to stop him from achieving his goals. 

"We too can harm you," he said, according to the document, adding. "We cannol 
come all the way to the United States but individual Arabs may reach you." 

But at another point in the document, he characterized the feud with his neigh. 
bors as an inter-Arab dispute, adding that the solution "must be found within an 
Arab framework and through direct bilateral negotiations." 

Ambassador Glaspie, stuck to the State Department line that President Bush 
wanted good relations with Iraq. Citing concern about Iraq's large troop buildup on 
the border and threatening remarks by Mr. Hussein in a number of his statements, 
she said that she had received instructions from Washington "to ask you, in the 
spirit of friendship-not in the spirit of confrontation-regarding your intentions." 

Some officials say they are convinced that Iraq had already made a decision te 
invade when President Hussein met the American Ambassador and that Mr. Hus 
sein's talk of a possible peaceful resolution was an effort to deceive Washington. 

"To suggest that we are to blame for all of this and we lulled them into thinking 
they could have Kuwait is really terrible," a senior offical said. "But we should 
have had a stiffer tone. It is unlikely to have made a difference, but it might have 
made a difference." 
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NEAR EAST POLICY 

CHAIRMAN'S OPENING STATEMENT 

Mr. OBEY. Good morning.
Let me apologize for being late. The full committee chairmancalled a meeting of.subcommittee chairmen and made us an offer we couldn't refuse. S6 we had to finish that meeting first.Let me simply say that this is the second day of hearings by theCommittee. We are in the process of beginning to assess just what we ought to do with the Administration's foreign assistance request

for the coming fiscal year.
Yesterday's hearings consisted of testimony from three witnesses,giving us an historical perspective on the Middle Eastern region.Today we will be looking forward, rather than backwards.As everyone understands, we have well over 500,000 Americansin the Gulf region at this point, who are being asked to perhpapsmake the ultimate sacrifice. The question has never been, in myjudgment, how well we would do in the war, but how well we could 

manage events after the war.
We are going to be asked on this Committee by all kinds ofpeople for all kinds of money for all kinds of purposes. The question, in my mind, is whether dollars will flow as a substitute for

policy, or whether they will flow to buttress an agreed upon policy.
The question, furthermore, is what that policy ought to be.
I do not expect miracles from this region. My favorite philoso

pher is "Archie the Cockroach," and Archie said once that an opti
mist is a guy who hasn't had much experience.

When it comes to the Middle East, I think Archie had it right on 
target. So, I don't expect a lot of miracles in this region.

History tells us to be thankful for small steps. But, nonetheless, I
believe that we have crossed a threshold. The United States indeed
does owe the world its leadership. But, I think the world, and epe
cially forces within the Middle East, also owe us their cooperation 

(108) 
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when this is over in trying to design an approach to the region
which will create some more stability than we have seen in the 
past.

Yes, the Saudis are going to be paying quite a bit when all of the 
costs are totalled up. But the fact is that without the United 
States action, Saudi Arabia might very well not even exist. 

Yes, the Kuwaitis are going to have to pay a lot of attention to 
rebuilding their own country. But it seems to me, given what the 
rest of the region and the rest of the world is in the process of 
doing for them, that they also have an obligation to try to assist in 
rebuilding the region. 

Yes, the Israelis have shown commendable restraint under very
difficult circumstances. But we have, in fact, removed the principle
military throat to the Israelis in the region. And I think, therefore, 
that all parties have an obligation to Jook not just at their own 
needs, but at the needs of the region. I think, frankly, that they
have an obligation to take a look at our needs in managing what is 
going to be a very difficult set of circumstances. 

Tom Freedman wrote an article in The New York Times Sunday
which I think is sobering, because it reminds all of us that the odds 
for dramatic change in this region are very slim indeed. He raises 
a question of whether tomorrow in the region is going to look like 
yesterday.

All I can say is that, while I recognize the odds, I think we have 
an obligation to try to overcome those odds. I am not an optimist
by nature when it comes to dealing with these issues. But I don't 
think we can afford to be an absolute naysayer, either, because we 
have crossed this threshold. 

I think the American people will be willing to pay whatever 
price is necessary to see to it that we do this right when the war is 
over. But I don't think they are willing to simply pay if they be
lieve that everyone is going to go back to business as usual, and I 
don't think they are going to be very interested in paying if they
believe that their own leaders do not have the subtlety or the de
termination or the tenacity to insist on a different set of arrange
ments in a very tough part of the world. 

Today, we have five people with us who can tell us what they
think our policy ought to be and what principles ought to guide
that policy. We were scheduled to have six people, but Mr. Simes 
could not be with us. We will have this morning Mr. Robert 
Hunter, Vice President of Regional Programs, Director of Europe
an Studies, Center for Strategic and International Studies; Mr. 
Martin Indyk, Executive Director, Washington Institute for Near 
East Policy; Mr. Edward Luttwak, Arleigh Burke Chair in Strate
gy, Center for Strategic and International Studies; Mr. Richard 
Murphy, Senior Fellow, Council on Foreign Relations, who has tes
tified before this Committee many times in his previous incarna
tion; and Laurie Mylroie, Visiting Fellow, Washington Institute for 
Near East Policy.

Let me simply ask that Mr. Richard Murphy, in light of his most 
recent seniority before the Committee, begin. Then we will take
people in the order they are listed on the witness list. 
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MR. MURPHY's OPENING STATEMENT
 
Mr. MuRPHY. Thank you, Mr. Chairman.I appreciate the opportunity 1 be with you this morning, and itis a particular pleasure not to be here asking you for money.Mr. OBEY. Don't worry. Somebody else will. [General laughter]Mr. MURPHY. There will be somebody else, I am sure, very soon.You have asked us focusto on what expectations the UnitedStates should have of the Arab countries, of Israel, and of ourselvesin the wake of this war. aI have submitted statement for therecord. It starts and it ends with an encouragement that we takethe lead in Middle Eastern diplomacy. If we fail to aim high, if westart with Mr. Freidman's modest expectations, we are going to getsomething less than modest. So I am urging that we aim high andthat we move quickly because, based on the history of the post-warsituations in that area, there have been windows of opportunity inthe past that have not been exploited.

In 1967, three weeks after that war, Levi Eshkol, then the PrimeMinister of Israel, said that Israel was ready to return every inchof the territory that it occupied in exchange for peace.Two months after that war, the Arabs gathered in Khartoumand gave their famous three no's: no negotiation, no accommodation and no recognition of Israel.
 
The window closed pretty quickly.
In 1973, we were there and very active when the firing was stillgoing on, and within 2 months had organized the Geneva Conference. It took 6 years after that to successfully negotiate the Egyptian-Israeli Peace Treaty. But if we had not moved that quickly,I'm not sure we ever would have had a peace treaty between Egypt

and Israel. 

NEW ARAB RELATIONS 
Again the window is there. I think the window is wide, given thedestruction of so many assumptions caused by Saddam Hussein'sinvasion, so many assumptions both on the Arab side and in Israel.What can we expect from the Arabs? Well, the Iraqis are comingout of this badly battered militarily, possibly heading toward achange of regime. But whether Saddam stays or is put aside, hismessage will still echo in Baghdad, his national message, that Iraqhad historic rights and a mission to liberate Kuwait, to respond tothe (ostensible) "cry of revolution" which was nonexistent, and tobreak the rule of despotic rulers and to arrange a more equitabledistribution of wealth in the Arab countries. He spoke to the Arabaudience rather late in the day, as an afterthought of his invasion,that he was there to lead the eventual liberation of Palestine.All of these are cards that he played with some effect, in termsof his Iraqi audience and the mass audience in the Arab streets.All of these questions are going to have to be dealt with- some ofthem by ourselves, some of them in conjunction with the UnitedNations. I think it is just warning that he had some potent messages and they are not going to die with the death of his rule in

Iraq.
Jordan tilted toward Iraq, had seen it as its defender, had verystrong economic ties with Iraq, and was listening to its Palestinian 
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population and to the Islamic fundamentalists who had supported 
Sadam. The Palestinians, onze again, made a wrong choice of 
heroes. But it was a mark of thoir frustration that they cheered on 
the SCUD missiles landing in Israel. 

Syria before the war had started moving back to center stage in 
Arab politics. It had restored its relations with Egypt. When the 
war started, it quickly committed troops to help defend Saudi 
Arabia, and they have been there since late August/September. 
There is a new Syrian relationship, then, with Egypt and with 
Saudi Arabia. 

Saudi Arabia aid Kuwait, restored to independence and sover
eignty, are going to be charged by the Arab radicals in the wake of 
this war with having complied in the destruction of an Arab mili
tary force, and possibly of the entire infrastructure of Iraq. I think 
this will encourage the Saudis and the Kuwaitis, perhaps others in 
the Gulf Cooperation Council, to step forward, and urge that some
thing be done diplomatically on behalf of the peace process, and on 
behalf of the Palestinians. That has long been a cause in the Arabi
an peninsula, that I think they will sense some vulnerability to the 
charge of what they did in cooperating with th( West against Iraq. 

Egypt was restored to its normal position of leadership in the 
Arab world in the years following Camp David. It will be keenly 
interested in expanding the normalization of ties between Israel 
and other Arab countries so that it is no longer isolated diplomati
cally in terms of having relationships with Israel. 

So, on the Arab side, the kaleidoscope has shifted. There are new 
relations-I hesitate to call them "alliances"-but there are new 
relations on the Arab side, and this is a target that we should be 
paying very close attention to, how we can use that new dialogue, 
particularly between Saudi Arabia, Syria, and Egypt. 

Israel is very pleased with the administration s support of Isra
el's security, delighted with the elimination of the strategic threat 
that Iraq posed, but is apprehensive about the revival of tensions 
between Washington and Jerusalem over the political issues in the 
peace process. Israel is very hopeful that there will be major eco
nomic American assistance to cover, in part, the costs of the war to 
Israel, but much more for the costs of settling Soviet Jews in Israel. 

I see little interest in Israel in Palestinian-Israeli dialogue. In 
fact, I see very little interest in the Palestinian side to sit directly, 
one-on-one, with the Israelis. 

But I see a great interest in Israel in state-to-state dialogue and 
trying to expand the normal relationships between governments. 
The Prime Minister of Israel has gone on record in arguing that an 
early first step should be taken toward negotiating a nuclear and 
chemical weapons free zone in the Middle East. 

The Gulf States are thinking through their economic relations 
with the rest of the Arab world. Whether there is going to be a 
new Arab Fund under Gulf leadership. particularly Saudi leader
ship. I don't think that decision has been made. At least it has not 
been revealed that a decision has been taken. But there is ferment 
among the Gulf States, a new interest in, to some degree, broaden
ing the participation in government. I think you can expect to see 
the parliament restored in Kuwait before too many months have 
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passed. There is discussion in Saudi Arabia and Oman about a typEof consultative assembly to advise the government. 

U.S. POLICY 
We can certainly encourage and should encourage both such de.velopments. I do not see an economic price tag for the United

States on either of those.As far as we are concerned, we want to get home, get our troopshome the day after it is no longer necessary that they be there, asthe President has said. That desire will coincide with the desire ofthe peninsula states once they are sure that the Iraqi military capability, offensive capability, has been eliminated.They would like us back over the horizon, on the ships. I thinkthey will be reluctant to see a major ground presence. I'm not evensure that they will want to see an Anerican air presence.We can join in an effort to set up a United Nations peacekeepingforce that most logically would be placed straddling the Iraqi-Kuwaiti border. It is up to our military, but I would think they wouldbe studying the costs of prepositioning much of the equipment thatthey have in Saudi Arabia, putting it there and leaving it there,rather than bringing it home. That is the type of contribution I cansee, perhaps a beefed up naval presence in the Gulf, somethingbeyond the five or six ships that have been there for the last 40 
years.

In terms of our diplomacy, we should work very hard to revivethe Arab-Israeli peace talks, hopefully broadening them so as toinclude the Israeli-Palestinian dialogue, which is going to be veryhard to get started in the early stages.We should move to encourage arms control, something we havenever done in the Middle East, especially, arms reduction talks between the several countries that possess weapons of mass destruction, that possess intermediate range missiles, the delivery systems.As to what categories of arms to start talking about, I wouldhesitate to pronounce on. We might try the idea of a moratoriumon all arms deliveries to the region for a period of time and freezeit in order to get people focused on the need to construct a framework for negotiations.
I think the American public has been badly jolted by the sights ituas witnessed on television these last several weeks and months.We were not engaged in a simple Third World side show. We were
umazed at the amount of equipment and the high technology that
.he Iraqis possessed on their side. They proved unable to use it. But;he fact is that they were overloaded with some excellent equipment from Western as well as Soviet and Chinese sources.There is a trauma in Israel today because of the SCUD missilesand in Saudi Arabia as well. I think there would be receptivity tothat kind of effort in the region and in the American public. I hopethat the administration will be encouraged to think big and think 

new in those areas. 
Thank you.
Mr. OSml. Thank you very much.

[Prepared statement of Mr. Murphy follows:]
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Thank you, Mr. Calrean, for the opportunity to appear before this
 
eubcomitte to 
discuss Issues which will comand the attention of the United 

8tates in the nwar future. 

DIPL~NATIC rnnog OF OPPORTITY
 

Before dealing vith expectations, let . state my basic assumption: a new 
window of diplomatic opportunity will open In the Middle last following the 
war. This was the case dur:ig the period imedately following the 1967 var 
and, to an even larger extent, after the 1973 war. The invasion of Kuvait 
polarized the Arab world. The threat of posed by scud missile and chemical 
veapon attacks, allegations of numerous Iraqi atrocities, and even the
 
possibility of Israeli 
retaliation has further destabilized this historically 
volatile region. However, before people settle back into long established
 
patterns, the United States and our allies should undertake vigorous
 
diplomatic efforts to reinvigorate the Arab-Israeli peace effort and, to 
construct new security arrangements to lessen regional tensions.
 

A strong American diplomatic lead will be needed to exploit the unique
 
opportunities. The windov of opportunity Inlarger than many observers 
 think,
 
however, if history Is a guide, timing 
 is crucial. go have earned credit with
 
the Arab 
 members of the coalition for countering Iraq and with the Israelis 
for effectively degrading the Iraqi offensive Llitary capability. In one 
sense, both Arabs and Israelis ova us one: more basically, they eve it to 
their own future security not to lot the chance for a fresh approach to the 
area's problem go unexploited. Unfortunately there In little evid4nce.that 
the Administration has done the diplomatic hoewyork necessary to pureue 
vigorous diplomacy.
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A M DEIONAL SECUtITY MUCTURt? 

If the post-war assessment reveals that the Iraqi offensive 'ilitary 

capability has been severely reduced, the Gulf countries will not want America 

to play a visible security role. Iran will likely cOtinue demand thatto 

the United States, indeed all non-Gulf powers, leave regional security issues 

to the local powers. This demand will be echoed by Syria. Saudi Arabia and its 

fellow members in the Gulf Cooperation Council (CC) will be such more polite 

but they will feel more comfortable with a United States security relationship 

which has our forces *over the horizon' asin the' past. i.ea. primarily 'a naval 

presence In the Gulf, 'Arabian, ocean end the Red Sea. 

The CCC prefers that ny. foreign ground forces in the Middle Mat be Muslim 

and Arab. 3gypt would sssm a logical soure fo'f . quasi permanent supplemental 

force..Kuait umay request, &'United Nations Peace Keeping force to be statLoned 

on bot rraqi borders to symbolize wold concern about Kuwaiti territorial 

integrity and sovereignty. We should weigh the desirability of both US mo 

Soviet participation In such a force. There would seem no compelling reason 

for either of us to participate. In fact. such overt presence would exacerbate 

anti-west feelings. 

The Un ted States should consider the propositioning of a substantial amount 

of the equipment lifted to Saudi Arabia and uighboring states for 'Operation 

Desert Storm'. presuming the U.S. military custodial force would not be too 

large, the 8sudis would welcome such propositioning, which would obviously 

ut. down the, lead time for. any fute. US military deployment. 
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Otherwise, it Isdifficult to Visual AV OCC stae agreeiLM to mor ,in 

t he oirf o alc oper t w the .'. e Ping cut ive A gre e etgranting access to their ports'ind airfielda and: prvding for Joint exerciseswith their national forces. There is likely to be little intoerest either in 
Wshington or Wuf state c pita&-I in more formal security relationips aucl 
asmutual defense trati8s..w-ould L attut 

POLITlCAL, qT1iRifj W XPRICPT IN =ILFSTATER 

The six mber ,tas of the OCC will likely wan towpr. ,r.., With little 
variation th'Li dtraInA1 politiC&l structures', The ruig aiie av e
those states 11ftir
morthn~a half Century adisoeaesforoetw 

hundred years'. 

The Iraqi invasion,'howveer, has stimulated fres thinkLigin Oe M 
countries about broad-nin popular participation in govermntal decisiop
naking. Kuvait a-nunced plans to restore its parliament once it has regained
its independence. Saudi Arabia and Oman have spoken of appoinLting some type of 
consultative assemblies to provide coujsel to their goverment. 

I-3
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for many years.. aintained reasonably close rToLaous
Although Vahington. 

with leaders in the Gulf, we never actively advised then to change their 

political structure to facilitate aore democratic participation in the 

the Gulf leaders in 
process. It would be desirable to engage

dcision-making 

to enhance the democratic process will not be 
such discussions, but just.how 

aimratesin 

amount to only 201 of the overall population. In Kuwait it was 40%. 

obvious. The indigenous population, for exaple, the United Arab 

pro-war 

from thi 
Foreign workers have been. iported in great numbers for jobs ranging 

a matter of pressing for 
menial: to the professional cluses. It will not be 

gone man, one vote' in the Gulf countries where the foreigners by and large 

have been c-,itent with working int he oil countries for a limited number of 

which they remit abroad to support familmse and prepare 
years, earning wage 


for retirement. 
 But as Americans we should not hesitant to explain why wo 

a fully as possible in the 
consider It essentiael that the governed share 

decisions of their governors.
 

A M(AY DESCRIPTION OF M POT.gAt REGIN 

change of. regime.
ZZM will be battered militarily 	and possibly heading for a 


to Iraq's military equipment and

Significant damage ha been done 

if any, offensive capability It 
infrastructure. A determination of how much, 


await the war's end. As lonsa 
 Saddam survives in povr, the
retains must 

message will continue to be heard from an unrepentant Baghdad that it had 

for an equitable distribution of 
fought for Iraq's historic rights to Kuwait, 


Arab oil revenues for the
end aolestinians. 
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Tnes. nave ben powerful meages
:A ro the IraqiLpsople, the palstinto t. at get In many rab countries., The United stats should i ths. 

issu0s a. carda which we and our ale an and should take froin Iraq's handsin the poat-war period in order ayfa .ap toh a" "I . e .a 
a ore construcve'fashiift.' 

Contrary to tee opinion of som obaervs-e I 'ieethat the likelihood of 
Iraq's neighbors moving to,divido itup js lo: 

urk- has cautioned Syria and Iran to ke'p their hinds off of post-v Iraq." 

gut In Ankara, President Oxai has been 6iltlii'by'h '... a t
pat 

Turkish ilitary, vitness 
 the rsigation of the Turkish foregn ministr ed 
the Chief of staff, for involving Turkey too deeply: the affa. of the rab 
world. Turkes ,ill b.deeply •ea. war at stimulateashould ....' .! -1. ._ t •resurgee .oai r 
Kurdish nationalism;in Zraq which could threaten tospread intoTukey 'and 

Iran. 

UMzl, while unlikely to harbor territorial gains, may harbor the hope that in. ' 

the post-war period It will'he possible to foster an'leasmic Republic ofIraqunder Shiite'leadership. Such a developMent would arouse deep concern in Saudi 
Arabia and in the GCC statea generally. Tesrn's February offer of mediation 
between Baghdad and Vasbington was the cleasr.st public signal In several years
that the Iranian leadership might be become confident enough of 
its position

to seek Improved relations with the United States. 
vhlle Tehran would like 

Washington *out of the Gulf- in terms of a security role, It toalso wants 
benefit from U.S. support, or at leat America's benevolent indifference. w1e
 
it approaches internationat financial markets seeking loans to rebuild it. VW 
damaged economy. It will be In ,the U.S. interest to encouragea azW furthe.r 
Iranian approaches to improve our bllateral tles. 

http:cleasr.st
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tS=Ua well before l.t sMMIer'sr invasion of Maswat bad maoi to reatore 

its diplomatic relations with Cairo. A capital It had condemd for the pat 

mince 1977 and particularlyten years as a traitor to its fellow Arabs ever 

after the signing of the Egyptian-lorali peaSc treaty. Having also sent its 

troops to help defend Saudi Axabia., Syria obviously expects to gain a position 

dissent has emerged
of greaer political influence in Arab circles. Sos in 

for having joined the coalition but Damascus ham 
Syrian intellectual circles 

Syria will, predic.tably, prove aitough negotiator
been:rmarkably steadfast.' 


into the peace
In any future peac Proas but may be more open t mcve 

nroeas and to better relations with the United States than it was before the 

v41
 

ag~ must abandon its strategy of depending on Baghdad to defend it against 

what Jordan is convinced is an expansionist Israel. Sine he atood with Iraq, 

to enjoy a larger measure of favor amonghowever. King Hussein should be able 

.the Palestinian community after the war's end. Tha King Is keenly aware that 

will retain;its powerthe Palestinian cause, If not the PLO leadership, to
 

stir Arab emotions and may seek a new role for Jordan in ar reVLved
 

Arab-Israeli peace process.., 

both Jordan and the Palestinians mst be involved in Arab-Israeli talks. The 

may be time to.Palestinian problem will not Improve with neglect but it 

encourage Jordan and the Palestinians to revive their own. initiative of 1985 

to form a joint Jordanian.-ajasrinian delegation. How the Palestinians 

to be selected has agonized previous U.S.representatives are 


clear: little evidence that the
administrations. One, thing is there is 

Palestinlans in the, Occupied Territories will be ready to sit down alons with 

*Israel. in the post wvar period when the frustrations which l.4 to their. 

to deeper bitterness and despair atsupporting Saddes sill probably give way 


bi military defeat,
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AN .ra vila be accused by Arab rW ..& or ng beeu c€qlicft In thedoea"ronjo of an Arab Illitazy force'. fte lIia will be more r'eeptve to a ...,o., It.t ,,,,i t ,eanegotiated Arab-Israeli pseae ".,.or,.fr,,infactstay than ee eoe nfctevelcome ean American diplomatic inLtjatj&L for hich it can clm at lasc Cireea. 

partial credit in Arab 

INt has brooded sn*the invasion that resolution of the Gulf crieis uldend up somehov being at it expenwe Jeru le , h leo delgh td ih te l. 

elimination of Iraq as gic testraareat, anticipatea a renewed American
effort to advance the Arab-Israeli peace process. Prime Kinister Shamir
reportedly believes that Waeshington distorted his 1989 initiative to launchboth state to state nesotiations and Israeli-palestinen talks by overly
focusing on the latter. The Israelis deeply appreciate the close andsupportive American posture towards Ilr"al8 security needs but: r I rvousabout what the Bush Adainietration'e may expect from it regarding rue peace 
process.
 

Sadda Husein ha 1"actd Arab gorld opinion by calling for more equitable
sharing of Arab oil wealth. Studies Are reportedly underway among thestates cooto rsorgandze foreign assistance programs to emphaiae local concerns.Nov criteria governing their future assisate to other Arab states have notyet been revealed. The United States should encourage new thinking about Arabeconomic assistance to other Arabs, recosmiszna that in the final analysis ve 

cannot entirely direct the ZLov of their monies.. 
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ase economis of the. 000 countries haebea sorely strained by the expenses 

and Kwat will have mssivoexpenditurs forof Deset Stor' 

Iraq can be forced to contribute 0o thatrconsruCticLon.: Whether 

pay reparations remains to be seen. In any event there 
reconstruction or 

should be no rd to'call on governments outside the Arab world to help 

finae nw Arab assistance programs for fellow Arabs. 

AUS CO=1L AE 

the ar'a race has become In. 
var h a shownIjust how badly'out Of controlThie 

The Administration is eapr.ssingl a 
this volatile, passionately divided region. 

welcome and unprecedented Interest in arms control, talks for the Middle last. 

Former American adminLstrations only paid lipservice to slowing the reslota
 

Itself as the only arms supplier

arms race; Washington repeatedly described 

asales against considerations of maintaining
which carefully weighed its arms 


we have been more conscientious than other

regional arms balance. Yes, 

-
seemed to be making 3gLfJrzw IL..a t 

nations, but nore often than not we 


The competition of the cold war, the
 
when cautioning against major sales. 

security of Isral, and---- A .mFr-t Iran were. to date, Mre 

compelling arguments. 

Moscow's rejection of Syria's goal of pining
With the easing of the Cold War. 

strategic parity with Israel and its probable hesitation to resupply Iraq at 

its former level of sales, the area situation is more promising
anything near 

an effort on behalf of arems control/arms reduction than at any point in 
for 


the past genration. It will be an extraordinarily difficult st of
 

it will have to bring togethar

negotiations to orgsnize particularly since 


states which still lack normal relations. We should note 
that the Israeli
 

in the iddle East.
 
Prime Minister personally endorsed a nuclear free zone 
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. There will be a oa ortmuity after this war vhich should be, senzed to
 
eliminate developmnatl of Inonconventional, ep 
 So doe the acquisition
of CnventLonalweapons and concethe long process.. of reducing the lsvele. 
of waponr n l .catogories. Vo should consult soonest with ouraoslitlo 
partners, NATO and other arms supplier nations about an £ntereeiana 
moratorium on all sale, or transfers of weapons of ass destruction ..and- t ir 
delivery systes .to Ithe*roglo. Such moratorium vould be in place until urn 
are able to organize thw .1voprzace rramevork and process for, am control, Li 
the Middle Bast. 

In sa, 'Mr. Chairman, the var will createpromieins oportutieu to iLprove
the security situaunatA+ me uuwr and, to initiate direct negotiations 
between Arabs and Israelis. Te Administration abould be snourad to aim
 
high in pursuing its peace 'makingefforts and 
 to ave rapidly In the period

following a ceasefire._Put 
 in not so diplomatic terms we should strike while 
the Kiddie East iron is hot. 

Thank you again, for allowing me tc appear before this 'subccmmittee 'and I will 
be glad to answer. any quastions. 

-9
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MR.HuNTz's OPENIM STATZMENT 

Mr. OBEY. Mr. Hunter. 
Mr. HUNTER. Thank you, Mr. Chairman. 
I have a prepared statement which I would like to summarize 

and submit for the record, if I might. 
Mr. OBEY. It will be received. 
Mr. HuNTER. May I say at the outset, Mr. Chairman, that there 

is some good news with Archie about the Middle East. Mehitabel, 
after all, was a reincarnation of Cleopatra. So perhaps he could get 
some advice from her. [General laughter] 

Mr. HUNTER. I welcome the opportunity to appear before your 
committee this morning. We meet at a time when all Americans 
hope and pray that this war will end quickly, and that it will end 
successfully with a minimum loss of life. 

If the nation is to redeem the sacrifices of our fighting men and 
women, we have to be as courageous and intelligent in building the 
peace as the nation has been in prosecuting the war. 

When the conflict is over, much is going to be different in the 
Middle East. In my judgment, the old system, much of it, has been 
shattered. Much of what will follow is not yet known, especially 
about the precise way in which the conflict will end, the nature of 
Iraq's future leadership, whether we will have Saddam Hussein to 
deal with or not, and whether Iraq is going to try to continue the 
battle after the immediate objective, securing the freedom and in
dependence of Kuwait, is secured. 

BATLE OF IDEAS 

Mr. Chairman, in the limited time available, let me just say 
something only about one issue, what I call the "battle of ideas." 

For us in this country, much of what Saddam Hussein has said 
and done in the crisis and war seems mystifying. This has been 
particularly true of his willingness to defy what we would call ra
tional behavior regarding his political and military situation. But 
let me advance the following proposition, in two parts. 

Throughout this crisis and war, Saddam Hussein has had an au
dience very different from the one to which we have addressed our
selves, and in his particular battle he has achieved signal successes. 
This is the battle of ideas. 

His effort was to portray his struggle as reflecting adherence to 
at least four propositions-that this is an imperialist war, deriving 
from past colonial practice; that regional regimes being supported 
by the United States are illegitimate, in part for this very reason; 
that the Palestinian issue and Jerusalem are somehow at the heart 
of the struggle; and that the oil rich countries have unfairly de
prived the oil poor Arab countries of a share in the common 
wealth. We have heard these themes almost from the beginning of 
the crisis in August until now. To us they seem bizarre. 

But, in my judgment, they have considerable resonance within 
the Arab world and, beyond it, among other Islamic and Third 
World peoples. 

Of course, the fact that Saddam Hussein is a clear loser and the 
United States is a clear winner is going to have some impact, espe
cially with governing elites. We have to hope that, after this con



119
 
flict and the long-standing miseries visited on the Iraqi people bySaddam Hussein, he will be viewed as a false prophet, who hassquandered the chance to bring his people the benefits of politicaland economic progress that have come to so many others.But I think we would fool ourselves if we believe that this victorywill be greeted throughout the Arab world as liberation, the waythe Europeans did at the end of the Second World War.Mr. Chairman, if we are not going to lose the battle of ideas,there are at least four areas where we have to be sensitive.The first relates to the building of new security relationships. Allregional countries must be involved, both Arabwhich, incidentally, has shown states and Iran,a remarkable willingness to startreaching to the outside world. 

U.S. LEADERSHIP
We may have to exercise leadership. But I believe it is clear thatthose security arrangements are likely to work best, such as theGulf Cooperation Council, augmented by Iran, that involve theUnited States least. Clearly, I think weBush's instinct to reduce and then 

should support President remove U.S. ground forces assoon as possible. 

REGIONAL DEVELOPMENT BANKSecond, I welcome the suggestion by Secretary of State Baker fora regional development bank. Of course, other instrumentalities already exist. But I think there is value in creating a new institutionunder the leadership of Persian Gulf states that will underscoretwo points. First is a greater sharing of oil wealth and a commitment to productive investment within the region, in part for modernization and in part to help a process of moving states and peoples beyond a preoccupation with political grievances, instead ofimproving societies.I am both a realist and an optimist. This is not going to be easyto do, but it is worth the "college try." 
DEMOCRATIZATION

Third, I don't think that anybody can give an accurate predictionof the political future of the Gulf Arab regimes we have been defending. I think a strong case can be made, however, that theirbsis of legitimacy will be severely questioned, both because of the
impact of outsiders on relatively closed societies, particularly Saudi
Arabia, and because of the interaction between the West andIslam.I believe that, in general, this interaction can be positive, and Ifear a stigmatization in the United States of Islamic states following this war. Indeed, a confrontation between the West and Islamcould be the ultimate tragedy.It is not clear, however, that these regimes can survive and hopeto provide a basis for U.S. policy or for regional stability unlessthey go through a process of profound reform. For many years, theArabian Peninsula states were effectively fenced off from many ofthe major currents in global politics, most notably the press forhuman rights and democracy. That was wrong. 
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In the post war period, it is my judgment that such a special 
status is neither desirable nor possible. Let's use the word., The 
word is "democracy." 

ARAB-I5RAELI CONFLUCT 

Finally, there is the issue of the Arab-Israeli conflict, as Secre
tary Murphy has already mentioned. This remains perhaps the 
most vexing issue in the region. But even here there is potential 
change, and several developments stand out. 

The PLO has been discredited and, at the safne time, regional 
states will owe the United States a different kind of hearing than 
we received in the past. If we are inclined to pursue a peace proc
ess, we have the right to expect not just forbearance by other Arab 
states but also their active support, including their direct engage
ment with Israel. That is the good news. 

The bad news is that Israel has been traumatized anew by its ex
perience during this war. Even when the memories of the SCUD 
attacks fade, Israel must recall that its security has been seen to be 
more directly vulnerable and more dependent on direct U.S. sup
port than at any other time since the Yom Kippur War. 

Yet, in the interests of both the United States and Israel, as well 
as Palestinians and others in the region, I think it is important 
after the war for the administration to begin creating a basis for 
moving forward. As always, in my judgment, it should begin with 
an effort to coordinate U.S. and Israeli approaches, along with firm 
evidence of U.S. support for Israel's security-a point, incidentally, 
strongly underscored by the victory in this war, demonstrating U.S. 
steadfastness. 

The details of peace-making are going to be different. But the 
methodology has been established for a long time. What is needed, 
as always, is political motivation, to seek a better way of organizing 
relations in the Middle East. 

Finally, Mr. Chairman, let me say that, in my judgment, after 
the war we are going to face new challenges in the region. But it is 
important that we do not try taking upon ourselves the task of re
forming the entire region. We cannot do that. The peoples of the 
Middle East must accomplish basic tasks for themselves, and we 
have a lengthy agenda as well in other parts of the world, as well 
as at home. 

We had to respond on August 3 to Iraq's aggression. With that 
task nearing accomplishment, I think we have to put the region 
back into perspective. 

Thank you, sir. 
Mr. OBEY.Thank you. 
[Prepared statement of Mr. Hunter follows:] 
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Prepared Statement of Robert E. Hunter

Foreign Operations Subcommittee
 

House Committee on Appropriations
 
February 27, 1991
 

Mr. Chairman,
 

I welcome this opportunity to appear before your committee
this morning. 
We meet at a 
time when all Americans hope and pre
that the war will end quickly, with the minimum loss of 'ife.
 
Ifthe nation is to redeem the sacrifices of our fighting
men and women, it must be as courageous and intelligent in
building the peace as it has been in prosecuting the war.
 
When the conflict is over, much will be different in the
Middle East. 
Clearly, all is 
not yet known, especially about th
precise manner inwhich the conflict will be terminated, the
nature of Iraq's future leadership, and whether it will try
continuing the battle after the immediate objective -- restoringthe freedom and independence of Kuwait --
is secured.
 
But we can already reach some general conclusions. By way
of illustration, let 
ne list only tens
 
o 1. The United States has proved that it is 
a reliable
partner. Many countries in the region will owe it a 
debt of
gratitude, and it is possible to forge positive relationships
based on this shared experience.
 

o 2. Much of Iraq's future military capability ..
conventional and unconventional 
 has been crippled. That will
reduce somewhat the difficulties of building a 
viable security
structure in the region.
 

o 3. During the crisis and war, it has become likely that
Iran will end its decade-long isolation and be prepared to play a
more constructive role in the Persian Gulf region.
 
o 
4. The Arab states belonging to the coalition have shown a
high degree of willingness to work together.
sustained in the post-war period is unclear --

Whether this can be
 
for instance, the
proposed creation of a 
peacekeeping force involving three
traditionally disparate states of Egypt, Syria, and Saudi Arabia
but at least there is a 
chance of greater cooperation than in
the past.
 

o 
5. The United States' engagement in the war will give it
-onsiderable economic leverage in the region, relating, for
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Axample, to energy markets and reconstruction. 

6.The leadership of the Palestine Liberation Organization
o 
has been thoroughly discredited in the United States, in Israel, 

and in several of the.Arab strtes that have traditionally 

provided it with strong support.
 

o 7. There iswidespread recognition, both in the region and
 

among concerned outside countries, that the old practice of
 

simply dumping arms on Middle East states is no longer tolerable.
 

o 8.Even with the defeat of Iraq in Kuwait and the
 

crippling of its military capability, itmust be reckoned with in
 

the future. There is no advantage in trying to remove it as a
 

viable nation in the region, or in letting it become prey for its
 

neighbors.
 

0 9. The development of new security structures in the
 

region will need American leadership, but their success will
 

depend in part on American restraint. President Bush has
 

recognized this point by repeatedly stressing that U.S.gound
 
forces will come home as soon as possible.
 

o 10. To succeed in the region, the United States must pay
 
At this level,
particular attention to the battle of ideas. 


Saddam Hussein has already had considerable success.
 

Mr. Chairman, in the limited time available to each of us
 

here, let me say something further about this last issue, rather
 

than focusing on a general agenda that must include many other
 

issues, including arms control, security structures, and
 

political relationships.
 

For us in the United States, much of what Saddam Hussein has
 

done in the crisis and war has seemed mystifying. This has been
 

particularly true of his willingness to defy what we would call
 
rational behavior regarding his political and military situation.
 

Without making a case for his rationality, let me advance
 

the following proposition, in two parts: that throughout the
 

crisis and war, Saddam Hussein has had an audience very different
 

than the one to which we have addressed ourselves; and that in
 

his particular *battle*, he has so far achieved some signal
 
successes.
 

This is the battle of ideas -- the effort to portray his
 

struggle as reflecting adherence to at least four propositionst
 

that this isan Nimperialist, war, deriving from past colonial
 
practices; that regional regimes being supported by the United
 
States are illegitimate, inpart for this very reasons that the
 
Palestinian issue (along with Jerusalem) is somehow at the heart
 

of the strugglei and that the oil rich countries have unfairly
 

deprived the oil poor Arab countries of a share of comon wealth.
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Inthe United States, these formulations may seem bizarre.
But they clearly have considerable resonance within the Arab
world and, beyond it,among other Islamic and Third World
peoples. 
To be sure, the fact that Saddam Hussein isa
loser -- clear
and the United States is a clear winner 
-- will have 

some impact, especially with governing elitesl and itisto be
hoped that, after this conflict and the long-standing miseries
visited on the Iraqi peoples by Saddam Hussein's rule, he will be
viewed as a 
false prophet who has squandered the chance to bring
his people the benefits of political and economic progress that,
for anyone who can have access to the outside world, has come to
so many others.
 

Yet we would fool ourselves ifwe believe that this war will
be greeted by the general Iraqi population, and more particularly
by people inthe Arab world who have not suffered under Hussein's
leadership, as liberation, in the manner of the Europeans and the
Japanese (the latter for reasons of imitative adaptation) after
the Second World War.
 

Ifwe are not to lose the battle of ideas, there are at
least four areas where we need to be sensitive.
 

The first relates to the building of new security
relationships. 
All regional countries must be involved, both
Arab states and Iran. 
The United States may need to exercise
leadership.. But I believe itisclear that those security
arrangements are likely to work best 
--such as through the Gulf
Cooperation Council, augmented by Iran --that involve the United
States least. Certainly, I believe we should support the
president's instinct to reduce and then remove U.S. ground forces
as soon as possible.
 

Second, Iwelcome the suggestion by Secretary of State Baker
for a regional development bank. 
Of course, other
instrumentalities already exist.
creating a But there will be value in
new institution, under the leadership of Persian Gulf
states, that will underscore two points: 
a greater sharing of oil
wealth and a commitment to productive'investment within theregion, inpart for modernization and inpart to help a processof moving states and peoples beyond a preoccupation withpolitical grievances instead of the improvement of societies.
am both a I
realist and an optimist. 
This will not be easy to dol
but iticworth a *college try."
 
Third, I do not believe that anyone can give an accurate
prediction of the political future of the Gulf Arab regimes that
we have been defending. 
A strong case can be made, however, that
their basis of legitimacy will be severely questioned, both
because of the impact of outsiders on relatively closed societies
during this crisis and the interaction between the West and
Islam. 
I believe that, in general, that interaction can be
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jositile -- and I fear a stigmatization inthe united States of
 
Islamic states following this war. Indeed, a confrontation
 
between the West and Islam would be the ultimate tragedy.
 

Itisnot clear, howevor, that these regimes can survive and
 
basis for U.S. policy or for regional stability
hope to provide a 


unless they go through a process of profound reform. For many
 

years, the Aicbian peninsula states were effectively fenced off
 
from many of tle major currents inglobal politics --most
 

notably the press for human rights and democracy. This was very
 

likely an errorl inthe post-war period, itismy judgment that
 

such a special status isneither desirable nor possible.
 

Finally, there isthe issue of the Arab-Israeli conflict.
 

This remains perhaps the most vexing issue inthe region. But
 

even here there ispotential change, and several developments
 
As I have noted, the PLO has been discredited and, at
stand out. 


the same time, regional Arab states will owe the United States a
 Thus if
different kind of hearinig than we received in the past. 

we are inclined to pursue a peace process, we have the right to
 

expect, not just forbearance, but also active support, including,
 

under the right circumstances, their direct engagement with
 

Israel.
 

This isthe good news. The bad news isthat Israel has been
 
Even when the
traumatized anew by its experience during the war. 


memories of Scud attacks fade, Israel must recall that its
 
security had been seen to be more directly vulnerable, and more
 

dependent on direct U.S. support, than any other time since the
 

1973 Yom Kippur War.
 

Nevertheless, in the interests of both the United States and
 

Israel -- as well as the Palestinians and others inthe region -

itwill be important after the war for the administration to
 
basic for moving forward with Arab-Israeli
begin creating a 


peacemaking. As always, this should begin with an effort to
 

coordinate U.S. and Israeli approaches, along with firm evidence
 

of U.S. support for Israel's security --a point underscored by
 

U.S. steadfastness inthe current conflict.
 

The details of peacemaking will be different from the past.
 
But the methodology has been established for many years. What
 

will be needed, as always, ispolitical motivation to seek a
 

better way of organizing relations inthe Middle East. If
 

anything, the Persian Gulf War has increased the incentives 
to
 

try.
 

Mr. Chairmani
 

Inthe aftermath of war, the United States will face new
 
But itis also important that we
challenges inthe Middle East. 


do not try taking upon ourselves the task of reforming an entire
 
We cannot do iti the peoples of 

the Middle East must
 
region. 
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tcomprish basic tasks for themselves,a lengthy agenda in oiher parts of the world and at home. Itwas 

and the United States has 
necessary for us to respond on August 3rd to Iraq's aggression)
but with the task accomplished, itiscritical to put the region
back into perspective.
 

Thank you.
 



126 

MR.INDYK'S OPENING STATEM 

Mr. OB=Y.Mr. Indyk. 
M'ank you very much, Mr. Chairman, for the oppor-

Mr. INDYK. 
tunity to address the committee on a matter of such importance. 

you have said in your opening remarks, on the
We stand, as 

momentous victory in the Gulf War. The liberation of
brink of a 

forces are in the process of
Kuwait is almost completed. Allied 
breaking the back of Saddam Hussein's occupying army. 

When the dust of battle settles, there will be no doubt that 
Saddam Hussein is the loser, and the Arab world will, therefore, be 

in a profound -+ate of shock at his failure to live up to the promise 
not only failed to achieve a victory; he failed to

of "Salahdin.' -le 
even put up much of a fight. 

OPPORTUNITIES FOR THE U.S. 

This will open a window of opportunity for the United States, as 

you, yourself, have suggested. In the post-war environment we will 

be able, I believe-in this sense I am an optimist-to demonstrate 

to the people of the Middle East that if they are willing to look for 

a better way, there is a better way than the one that Saddam Hus

sein offered them, with his grandiose threats to destroy Israel, his 
a brother Arab country, his totalitarianbrutal aggression against 

suppression and murder of his own people, and the squandering of 

Arab wealth on a massive, but ultimately useless, war machine. 

If we are to offer the people of the Middle East who seek peace, 

freedom and security a different vision of their future, we are 

going to have to move expeditiously, and I would emphasize again 

what you yourself said in your opening remarks. We are going to 

have to expect them to join us in this effort. 
But in the process, there are a number of caveats that I think we 

have to bear in mind. First of all is the nature of the region itself. 

It is a region of endemic instability. We are not responsible for 

most of those factors, and we can at best only hope to contain and 

ameliorate their impact. 
Secondly, the antipathy toward the West that is likely to follow 

will hear a great deal about it in
this war-and undoubtedly we 
our media-is one that has long been present in the Arab world. It 

cannot be resolved by accommodation. 
What matters to U.S. policy is not whether the Arab people like 

us, but whether they respect our power and are prepared to follow 

our lead. I would argue that after Saddam's defeat, they are much 

more likely to do this than if he had prevailed, and are certainly 

more likely to do this than they have been in the past. 
Thirdly, the region was already groping toward political change. 

was already beginning to have itsThe phenomenon of democracy 
impact on the region. We cannot hope to, and should not want to, 

must bequarantine the region from this political change. But we 
a double-edgedaware that political change in the Middle East is 

sword. 
Greater pluralism tends ta weaken relatively benevolent regimes 

in favor of anti-democratic, Islamic fundamentalist forces who take 
are to show their strength.advantage of whatever openings there 

And it leaves repressive regimes essentially untouched. 
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Therefore, in the wake of the Gulf War, we should start promoting democracy in places where it is needed most, places like Iraqand Syria, where repressive regimes hold sway. Among friendly regimes, which are, by and large, more benevolent, we should try tohelp them address the basic needs of their people so that they arebetter able to challenge opposition groups as political change takes 

its course.
Finally, the crisis was about Kuwait and not about Palestine. Although the crisis has highlighted the need to try to resolve theArab-Israeli conflict, there was no lack of effort on our part beforeSaddam's aggression. We have no reason to feel defensive about

this. 
Whether we can succeed in the aftermath of his defeat depends,as it always has, in much larger part on the willingness of the parties themselves to make peace than on our resolve.Nevertheless, having made these caveats, I firmly do believe thatwe will have new opportunities to address the sources of instabilityin the region and to promote the settlement of the Arab-Israeli con

flict.
A number of other points I think need to be borne in in

terms of our approach. 

STABILIZATION IN THE GULF 
Our first priority must be the stabilization of the Gulf. The waris likely to end with our forces occupying southern Iraq, and muchof Saddam Hussein's military capability broken. The Presidentwants to and will be under great pressure to bring the troopshome. In these circumstances, we will have a difficult task restoring a balance of power in the Gulf and developing regional security

arrangements for that part of the Middle East.If we forget this in our rush to promote an Arab-Israeli peaceprocess, we will not only fail to protect our interests in the Gulf,but we will also fail to achieve a breakthrough on the Arab-Israeli 
front. 

MULTINATIONAL APPROACH 
Secondly, we must avoid the impression that the United States isout to impose a "Pax Americana' on the region. We will be the
dominant power in the region, and the regional powers, as well as
all the other external powers, will look to us 
to take the lead inpost-war arrangements.

However, just as we prosecuted the campaign against Saddam as
a multinational effort, so, too, must we maintain the image of ajoint enterprise, particularly with our allies in the region-a jointenterprise to dealwith the region's post-war problems.Third, there will be many forces in the region who will want togo back to business as usual, and this will be no more evident thanin the rush to engage in a renewed arms race and the building upof standing armies. This arms race already involves both conventional and unconventional weapons.
And so, at the time that we are pursuing the other policies ofregional security arrangements and promoting an Arab-Israelipeace process, we will need to move urgently on the arms control 
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front, first to secure some arrangements and agreements between 
arms suppliers, and then to promote the more complicated objec
tive of regional arms control talks. 

REDISTRIBUTION OF WEALTH 

Fourth, there already is a tendency to think in grand terms 
about economic development funds, Marshall Plans and the redis
tribution of oil wealth. The reality, however, is that the "haves" 
will not have the wherewithal and are therefore unlikely to be in a 
generous mood, ,except toward those "have-not" countries that have 
joined them in their alliance. The Gulf States have already indicat
ed that, to the extent that they have any money to spare, it will be 
for Egypt and Syria; that the "have-not" countries that sided with 
Iraq, because of Saddam's false prophecy, are going to be very 
much left out in the cold in any post-war redistribution of the 
wealth. They will not be the beneficiaries. This, in itself, will create 
serious problems and will be a major source of instability that we, 
as I do not need to tell you, will have very little ability to do much 
about. 

But it seems to me that with the Europeans in particular, and 
the Japanese clamoring for a role in Middle East post-war arrange
ments, it seems to me that we can at least look to them to help out 
in this process. 

Finally, as you, yourself, made very clear, we do not owe states 
in the region that joined our efforts to defeat Saddam Hussein a 
debt of gratitude. We will have removed the most serious threat to 
their interests as well as our own. They, in fact, owe us a debt of 
gratitude, and we have earned the right to expect from them post
war behavior which helps facilitate a more stable Middle Eastern 
order. 

ARAB-ISRAELI CONFLICT 

Let me conclude by making a few remarks about what I think is 
possible in the Arab-Israeli conflict arena. 

On the face of it, the war against Saddam appears to have made 
a solution to the Palestinian problem more necessary and yet less 
likely. Israel, as Dr. Hunter has suggested, is traumatized and fear
ful of Arab intentions. The Palestinians are bitter and frustrated. 

There is on the Arab side no clear Anwar Sadat to lead them to 
peace with Israel. Egypt is already at peace. Saudi Arabia is not a 
front line confrontation state. And Syria's President Hafez al-Assad 
would like to be the focus of a peace process, but it is by no means 
clear to anybody, I would say even to Hans Dietrich Genscher, that 
he wants actually to make peace with Israel. 

And so, although we have an opportunity here, it is questionable 
just what we are going to have to work with. 

On the other side, I would point to a few positive developments 
that I think are important to bear in mind. 

First of all, the Israelis have been reminded of the horrible costs 
of war at a time when they are confronting a huge and much more 
positive challenge of absorbing perhaps a million new immigrants 
from the Soviet Union. I know that you are very much aware of 
the price tag for that. It comes at something like $35 billion. Israel 
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simply cannot afford a new arms race when it has that kind of priori y.

The choice between seeking peace and preparing for the nextwar has also been eased, as you suggested, by the removal of theiraqi army as a major eastern front threat to the Jewish State.And the total discrediting of Arafat has provided Israel with agolden opportunity to deal with an indigenous Palestinian leadersbip in the territories before the PLO phoenix rises again.It is true that the government in Israel is a right wing government and an unruly conglomeration of right wing parties and relious parties. But ,Yitzak Shamir has shown during this crisis thathe can deliver in the most extreme circumstance, and he will be ina much better position after this war to deliver of the peace processif the process is structured in a way that encourages him to be re
sponsive.

On the Arab side, the Gulf crisis has produced a new dominantaxis between the largest Arab state, Egypt, the richest Arab state,Saudi Arabia, and the most pan-Arab nationalist of Arab states,Syria. This is an unassailable coalition were it to sit down and negotiate peace with Israel. There is nobody in the Arab world thatwould be able to criticize this coalition.King Fahd and President Mubarak, as Assistant Secretary ofState Murphy has suggested, do have a huge incentive to show thattheir way is a better way of settling Palestinian grievances thanthe way of Saddam Hussein.
Can they bring Syria along? Well, with Hafez al-Assad, I think itis a question of whether the price is right. He knows that Syria,will be the swing state, and in the wake of the war, the radical alternative will look unpromising. But whether he actually is prepared to make peace is simply a question mark that bears testing.If Saudi Arabia, with our protection, is now prepared to refuse tofund a renewed Syrian effort to seek strategic parity with Israel,and if the Soviet Union is prepared to cooperate, as it has in thepast, with this effort to deny Syria the means of confronting Israel,then it is possible that Assad might be persuaded to engage in negotiations with Israel.

On the second track of Israeli-Palestinian negotiations, I think
also there is more promise than might appear. First of all, as I suggested, with the PLO out Likud ministers, and not just the foreign
minister, are already discussing the idea of municipat elections in
the West Bank and Gaza to produce a Palestinian leadership that
Israel could negotiate with on interim arrangements.
Will the Palestinians cooperate? I believe that there is a good
chance, despite their bitterness and anger. Nationalists in the territories already believe that the movement would be better led bypeople rooted in the land, who would be more responsive to theneeds of the local population. And there is good reason to believethat the Islamic fundamentalists would grab the opportunity forelections to show their strength.Finally, Egypt and Saudi Arabia can play a role in this regard bylending vital Arab legitimacy to the municipal elections process ifthey were to provide their political and financial support.So I believe that there is an opportunity here, that the logic goessomething like this, and it is fairly simple. 
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We need to encourage the Arab states-Egypt, Syria, Saudi 
Arabia, and the Gulf Cooperation countries, led by Kuwait-to 
make a genuine offer of peace to Israel, a peace which includes its 

acceptance, clear acceptance, as a state in the region, and in that 

way ease Israel's security concerns so that it, too, can make a gen
the Golan erous offer to negotiate a territorial agreement on 

Heights and an interim agreement with Palestinians in the territo

ries, which leaves the final status of those territories open. I think, 

as I have said, there will be a window of opportunity. The region 

will be looking to our lead. We will be able to begin a process if we 
a

focus on getting the process going, rather than hoping to achieve 

complete solution. 
Thank you very much. 
Mr. OBEY. Thank you. 
[Prepared statemeilt of Mr. Indyk follows:] 
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ThanK you iot trieopportunity to address the Committee on a matter of such 
importance to this great nation. 

We stand on the brink of a momentous victory in the Gulf war. The liberation of 
Kuwait is almost completed; allied forces are in the process of breaking the back of Saddam 
Hussein's occupying army. When the dust of battle settles, Saddam Hussein will have no 
opportunity to claim some perverse victory. Instead, he will be the clear loser and the Arab 
world will be in a profound state of shock. This will open a window of opportunity for the 
United States and its allies to demonstrate to the people of the Middle East that there is a 
better way. 

Saddam offered them a false hope based on grandiose threats to destroy Israel, brutal 
aggression against a brother Arab country, totalitarian suppression and murder of his own 
people, and the squandering of Arab wealth on a massive, but ultimately useless, war machine. 
In the wake of his defeat, we can offer those people of the Middle East who seek peace, 
freedom and security a different vision of their future and we can promote practical means 
for achieving those ends. 

CAVEATS
 

But before embarking on the ambitious enterprise of restoring the balance of power in 
the Middle East and promoting peace and political change, it is essential to bear in mind the 
realities of the region that remain unchanged by our victory over Saddam Hussein: 

* The Middle East is a region of endemic instability generated by manifold conflicts 
between states, ethnic groups and religious sects, compounded by the rapid modernization of 
traditional, tribal societies and reinforced by the prolonged failure of unrepresentative 
regimes to meet the basic needs of their people. We are not responsible for these factors and 
we can at best only hope to contain and ameliorate their impact. 

*The antipathy towards the West that is likely to follow this war has long been present 
in the Arab world. It cannot be resolved by accommodation. Our policy in the region needs to 
be based on the most effective methods for protecting and promoting American interests; it 
cannot be based on some "applause meter" in the Arab street. What matters to U.S. policy is not 
whether the Arab people like us but whether they respect our power and are prepared to 
follow our lead. After Saddam's defeat they arc more likely to do this than if he had prevailed. 

* The region was already groping towards political change. Elections in Algeria, 
Tunisia, Jordan and Egypt had already provided channels of legitimate expression for 
opposition groups, predominantly Islamic fundamentalists. After the war greater pluralism in 
Kuwait will have a ripple effect in much of the Arabian Peninsula. If Saddam is overthrown, 
the Iraqi political system might also undergo liberalization. In the West Bank and Gaza, Israel 
might sponsor municipal elections for the Palestinians designed to geiterate a political 
leadership responsive to the needs of the residents of the territories. In short, the phenomenon 
of democracy is already spreading to the Middle East. We cannot hope to and should not want 
to quarantine the region. Nevertheless, we must be aware that political change is a double
edged sword in the Middle East. Greater pluralism tends to weaken relatively benevolent 
regimes in favor of anti-democratic, fundamentalist groups, while leaving repressive regimes 
untouched. In the wake or the Gulf War we should start promoting democracy in places like 
Iraq and Syria, where repressive regimes hold sway. Among friendly regimes, we should try 
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to help them address the basic needs of their people so that they are better able to challengeopposition groups as political change takes its course. 
* This crisis was about Kuwait, not "Palestine." Although it has highlighted the needto try to resolve the Arab-Israeli conflict, thereSaddam's aggression. Whether we was no lack of effort on our part beforecan succeed in the aftermath of his defeat depends, as italways has, in much larger part on the willinxqess of Arabs and Israelis to make peace thanon our resolve. In this regard, the crisis has rLvealed the continued, deeply felt antipathytowards Israel on the part of the Palestinians and Arab masses. 
Nevertheless, I firmly believe the end of the war will provide us with new opportunitiesto address some of the sources of instability in the region and promote the settlement of theArab-Israeli conflict. But to ensure that we win the peace, some other caveats need to be bornein mind: 

u1.Our first priority must be the stabilization of the Gulf. The war is likely to end withour forces occupying southern Iraq and much of Saddam Hussein's military capabilitydestroyed. The President wants to, and will be under great pressure to, bring the troops home.In these circumstances, we will have adifficult task restoring a balance of power in the Gulfand developing regional security arrangements. If we forget this in our rush to promote anArab-Israeli peace process, we will not only fail to protect our interests in the Gulf (for whichwe just fought a war), but we will also fail to achieve a breakthrough on the Arab-Israelifront. Instead, Saddam will be able to claim that he forced us to follow his "program,* and hewill be able to accuse any Arab leader who engages in negotiations with Israel of selling outthe Arabs to the "imperialists and Zionists.* 
This is not to suggest that we should necessarily delay our efforts to promote a viableArab-Israeli peace process. But it is to underscore the importance of securing peace in the Gulffirst. A failure to do so will squander our victory, damage our interests and ultimately doomour chances of making progress on the Arab-Israeli front. 
We should remember the experience of the 1982 Lebanon crisis when we jumpedimmediately from the successful withdrawal of the PLO from Beirut to the promotion of theReagan Plan for Middle East peace. In the process, we failed to stabilize the situation inLebanon and only provided Syria and Israel with an incentive not to cooperate with us in thepeace process so that they could secure their own interests in Lebanon. 
2.We must avoid the impression that the US. is out to impose a EA&Am luan on theregion. We will be the dominant power in the region after the war, and the regional powers aswell as the external powers will look to us to take the lead in post-war arrangements. However,just as we prosecuted the campaign against Saddam as a multinational effort, so too must wemaintain the image of a joint enterprise to deal with the region's post-war problems. Drawingdown our ground presence in the Gulf will help to bolster this image and undermine theperception of "neo-imperialism." However, we should remember that we have maintained aforce presence in the Persian Gulf for forty years and will need to continue this presence toprotect our interest in the free fiow of oil at reasonable prices. What we need is a *low profile"not "no profile." 

3. There will be many forces in the region, the international community and in thiscountry who will want to return to business as usual in the Middle East. This will manifestitself most quickly in the form of new arms sales to the region. And after this war there willbe no end of justification for regional powers to engage in a renewed arms race inconventional and unconventional weapons. 
Iran is already rebuilding its army with advanced Soviet weapons; Saudi Arabia Istalking about expanding its army to six divisions; all the lesser Gulf states will seek to acquire 
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weapons to balance both Iran and Saudi Arabia; Syria will seek to use Saudi money to resume 
its efforts to attain *strategic parity' with Israel; Egypt may seek more weapons to play its 
security role in the Gulf. and Israel will find it necessary to respond to all of these 
developments. Thus, at the same time as we arc pursuing these other policies, we Will need to 
move urgently on the arms control front first to secure some agreement between arms suppliers 
and then to promote the more complicated objective of regional arms control talks. 

4. There already is a tendency to think in grand terms about economic development 
funds, Marshall Plans and redistribution of oil wealth. The reality, however, is that the 'haves" 
will not have the wherewithal and arc therefore unlikely to be in a generous mood. The Saudis 
are already borrowing on the international capital markets to finance the war; the Kuwaitis 
will have to spend most of their assets rebuilding their country; oil prices are likely to 
plummet in the wake of the war; and we will expect them to pay our war costs before taking 
care of regional problems. We no longer have the means to pay for this economic enterprise and 
the European powers have prhorities closer to home. 

These realities give greater weight to the argument for arms control to ensure that the 
scarce resources are devoted to economic development rather than squandered on a new arms 
race. They also argue for downplaying expectations about the economic benefits that might 
flow from renewed interest in this issue which has been generated by the Gulf crisis. 

5. We do not owe states in the region that joined our efforts to defeat Saddam Hussein 
a debt of gratitude. We will have removed the most serious threat to their interests as well as 
our own. They, in fact, owe us a debt of gratitude, and we have earned the right to expect 
from them post-war behavior which helps facilitate a more stable Middle Eastern order. 

With these considerations in mind, how can we hope to move ahead on the Arab-Israeli 
peace process in the wake of the Gulf War? On the face of it, the war against Saddam 
appears to have made a solution to the Palestinian problem more necessary and yet less 
likely. The war has made the Israelis even more sensitive to the security threat posed by 
Arab armies, the zero-sum intentions of the Palestinians and the strategic value of the 
depth afforded by retaining the West Bank and Golan Heights. 

The Palestinians, in the despair and frustration generated by their failed 
dependence c, yet another perfidious pan-Arab leader, are expected to be too bitter, 
divided and leaderless to engage in reconciliation with the Jewish state. Indeed, it is ironic 
that while the Gulf crisis has highlighted the Palestinian issue, it has also delegitimized the 
PLO - the supposed 'sole legitimate representative" of the Palestinians. This leaves no 
obvious answer to the perennial question, 'Who, in the wake of the decline of Arafat and 
the PLO, will have the authority to represent the Palestinians in negotiations with Israel?" 
Surely not Jordan now that King Hussein has become the mouthpiece for the anti-Western, 
anti-Israeli sentiments of the Jordanian mob. 

If we were pinning our hopes on a new Sadat emerging from the ashes of the Gulf 
war to lead the Arab states to peace with Israel, we may also be disappointed. Egypt is 
already at peace, rendering President Mubarak's role more limited. Saudi Arabia is not a 
front-line confrontation state. And Syria's President Hafez al-Assad would like to be the 
central focus of any post-war peace process but the Bush Administration has so far 
received no clear indication of his actual willingness to make peace. 

Finally, the Soviet Union looks intent on complicating rather than facilitating 
American post-war diplomacy. President Gorbachev's efforts last week to gain credit at the 
expense of our objectives may be the harbinger of an unhelpful Soviet role in the 
Arab-Israeli peace process. The Soviets were expected to play a constructive role by leaning 
on their Arab clients. Instead, they appear to prefer to outbid us in a competitive effort to 
enhance their influence in the Middle East. 
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But if on the surface the pont-war trends took unpromising, the subterraneancurrents are moving in a more positive direction. First, in the aftershock of the Gulf war,new realities arc bound to intrude on the comfortable calculations of all the players. 

Israelis have been reminded of the horrible costs of war at a time when they are
confrontinfi the huge challenge of absorbing a million new immigrants from the Soviet
Union. Israel simply cannot afford a new arms race when the immigrant absorption pricetag is put at $35 billion. The choice between seeking peace and preparing for the next warhas also been eased by this war's removal of the Iraqi army as a major eastern front threatto the Jewish state. And the total discrediting of Arafat has provided Israel with a golden
opportunity to deal with an indigenous Palestinian leadership in the territories before the 
PLO phoenix rises again. 

True, Prime Minister Shamir leads an unruly coalition of right wing and religious
parties unwilling to countenance territorial compromise in the West Bank. But if there is agenuine offer of peace from the Arab side, Shamir is capable of delivering a territorial
deal on the Golan Heights and an interim deal for Palestinian self-government which

leaves open the final status of the territories. His Labor Party opponents might be more
flexible and creative in negotiations. But they are no more capable of delivering a
distrustful electorate than they would have been able to maintain a 
policy of restraint in

the face of the Iraqi scud attacks.
 

On the Arab side, the Gulf crisis has produced a new dominant axis which combines
the largest, the richest and the most pan-Arabist states. This unprecedented alignment ofEgypt, Saudi Arabia and Syria would be unassailable if it chose to sit down and negotiate
peace with Israel. In this crisis, they have faced a common threat with Israel and should
have come to appreciate the contribution Israel's restraint made to their interests. After thecrisis, President Mubarak and King Fahd certainly have a huge incentive to demonstrate to
the Arab street that, through peace with Israel, they are better able to secure Palestinian
rights than Saddam could with his grandiose claims and aggressive behavior. 

Can they bring Syria along? That depends on whether Assad will view the packageof incentives - territory on the Golan, stability in a Syrian-dominated Lebanon, an Interimarrangement for the Palestinians, improved relations with the U.S., and Saudi subventions
 -- as 
more attractive than the potential of a radical alliance with Iran, a post-Saddam Iraq
and a post-glasnost Soviet Union. Assad knows that Syria will be the "swing state" and thatin the wake of the war the radical alternative will look unpromising. That means he will at
least be prepared to receive offers and exploit the naivete of Western leaders only too
willing to make the pilgrimage to Damascus to warrant him a man of peace. 

Assad knows that Syria will be the "swing state" in the post war regional balance of power and that the radical pole looks less attractive for the moment than staying with the

winning side. That means he will at least be prepared to receive offers and exploit the
naivete of Western leaders only too willing to make the pilgrimage to Damascus to warrant

Assad a man of peace. If Saudi Arabia, emboldened by the protection we have afforded it,refuses to fund a renewed Syrian effort to achieve *strategic parity" with Israel, and if the
Soviet Union -- in return for a seat'at the table -- refuses to provide the weapons, then
Assad might be persuaded to engage in negotiations with Israel. 

The second track of Israeli-Palestinian negotiations also holds more promise thanmight at first appear. Shamir's principal objection to the last effort to launch an Israeli-
Palestinian dialogue was that the U.S. was trying to force him to negotiate with PLOproxies over a Palestinian state with Jerusalem as its capital. With the i..O out, Likud
ministers are now discussing the idea of municipal elections in the West Bank and Gaza toproduce a Palestinian leadership with which Israel would negotiate an interim arrangement
for self-government. 
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Will the Palestinlans boycott free and fair elections, seeing in them an effort toexploit their weakness? There is clearly a powerful self-destructive urge in the Palestinian
national movement. But in the post-war environment other factors may come into play. 

First, the Palestinian leadership will be up for grabs. Nationalists in the territories
already believe that the movement would be better led by people rooted in the land who
would be more responsive to the needs of the local population. Second, Hamas - the
Palestinian fundamentalist movement -- is likely to seize the opportunity of elections todemonstrate its strength, much as its brother organizations have done wherever elections 
were offered in the Arab world. Other Palestinians will then have to participate for fear ol 
non-represent :ion at the negotiating table. 

Third, Egypt and Saudi Arabia are capable of lending vital Arab legitimacy to themunicipal elections process If they provide their political and financial support. The Arab 
states were responsible for creating the PLO in the first place. Now that the Arab alliedforeign ministers have dropped any reference to the PLO in last week's Cairo communique 
on post-war arrangements, it should be relatively straightforward for them to support an 
elected Palestinian leadership in the territories. 

The United States will also be in a better position to wield its influence on the 
peace process. In the wake of Saddam's devastating defeat, the U.S. will be the dominant 
power in the region. All the local powers will take their cues from us. There will be a great
temptation to launch a 'Bush Plan" for Middle East peace; there will be immense pressure
to agree to a UN-sponsored international conference; and there will be much unfinished
business in the Gulf to secure post-war stability and bring the troops home. And yet, if we
do not mpve expeditiously to the launching of a viable Arab-Israeli peace process, the
opportunity will be lost and the endemic instability of the region will be fuelled. 

We will therefore need some guidelines for productive engagement: 

1.Avoid the temptation to launch a "Bush Plan." In the wake of victory, the Arab world

will tend to view the U.S. as the new imperialist power. In this context a *Bush Plan' will

generate unnecessary opposition. Better to work with Israel, Egypt and Saudi Arabia on
 
initiatives
that they can proposc and we can support. 

2. Avoid the UN-sponsored International conference. Israel's government is allergic to this
idea. Egypt also has reservations and Saudi Arabia is no longer insisting upon it. Any
effort to promote it will result at worst in stalemate, at best in endless wrangling about the
modalities. The opportunity will then be squandered. Instead, the focus should be on
regional talks between the Arab states and Israel, perhaps under superpower auspices if the
Soviet Union is prepared to play a constructive role. Regional arms control talks might
provide the "back door" into the peace process. 

3. Engage the Arab states. Previously, the Bush Administration had ignored the Arab state
dimension of the Arab-Israeli conflict in favor of an Israeli-Palestinian negotiation. Now
the opportunity exists to engage the Arab states and case the risks of peacemaking for an
Israel which has always been more threatened by Arab armies than by Palestinian rock
throwers. The logic of the process should be to encourage the Arab states (Egypt, Syria,
Saudi Arabia and the GCC) to make Israel an offer of genuine peace and full recognition
in return for an Israeli offer to negotiate on the Golan Heights and an interim arrangement
in the territories. Tho more generous and comprehensive the Arab offer of peace, the more
forthcoming Israel might be. 

4. Avoid the 'codewords." Arab-Israeli peacemaking has accumulated a great deal of
codeword baggage over the last decade. Terms like "territories for peace." 'Camp Dwi,vld,'
Palestinian "homeland," 'autonomy," and 'selF-determination' have all been investet with 
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political meanings that render them obstacles to quick progress. What we need is a new,positive vision of Peaceful coexistence between Arabs and Israelis articulated by theparties to the dispute themselves. 

5. Get the process started. The Arab-Israeli conflict is far too complex to lend itself toquick-fix solutions. If too much attention is paid to the outcome, our efforts will bediverted from getting the process underway. After almost a decade of false starts, what isnow needed is a breakthrough to a viable negotiating prc':css that builds confidence amongvery distrustful partners. 

All wars in the Middle East have presented opportuniajes for making peace. But fewwars In this volatile region have actually resulted in peace agreements. It is too much toexpect that the war in the Gulf could produce peace between hael and its Arab neighbors.But it will provide an opportunity for Arabs and Israelis to pursu., a better vision ofcoexistence than the dark, false prophesy of Saddam Hussein. If the; have the will, we can
help them find their way. 

61
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MR. LurrwAx's OPENING STATEmNrT 

Mr. OBEY.Mr. Luttwak. 
Mr. Lu'rrwA. Thank you, Mr. Chairman. 
I am going to attempt to approach this perhaps from a somewhat 

different angle. But this does not mean that I disagree with any
thing that we heard so far. I share in this general consensus that 
we have heard. 

First, we must remember that August, 1990 marked perhaps the 
first anniversary, or a year and a half, of the disengagement of the 
United States from the Cold War. From the time when the Cold 
War was our highest priority, we have entered into this new period
in which all geopolitical endeavors have ceased to be imperatives of
survival for the country and civilization, and where geoeconomics
is pressing on us. In the future, whether more Americans will be 
the blue collar workers of the world economy or will be the white 
collar workers will not depend ultimately on anything we do in the 
geopolitical arena, including the Middle East. 

In a new era in which capital is displacing firepower, product de
velopment, the ability to make things that people want displaces
military R&D and market control displaces grrisons and bases,
there are very high penalties for remaining engaged in classical di
plomacy. When you go down to the marketplace with your helmet,
sword and shield, it does not affect whether people buy your goodr 
or not. 

That tells us one thing in regard to everything we have heard so 
far, and that is that there is something more important than the
optimum Middle East policy, and that is the kind of Middle East 
policy that can be conducted by assistant secretaries of state. 

I hope Mr. Murphy will not object violently to this notion. In 
other words, you give me a Middle East policy that requires the 
full time attention of the President and which engages what all 
that this truly implies because, let's face it, since August of last 
year, we have not had a President; rather, we have had a full time 
Persian Gulf crisis manager, with no President to report to. I 
would prefer, therefore, a sub-optimal Middle East policy, P second 
best Middle East policy, so long as it enables us to focus on the new 
requirements of the joint economic era. 

We have before us the awful example of Britain, which main
tains a sequence of geopolitical successes. There was a dry period,
but ther. there was the Falklands, and now the Middle East-all 
splendid stuff, "Desert Rats" and such. In the meantime, it's all acurio shop" economy in Britain. It's declined. It's not a question of 
money. It's a question of the social roles available in society. You 
can be design engineers, as opposed to working in the hotel as wait
resses. It degrades the country and degrades the culture.

This having been said, and recommending that the policy should 
be entrusted to the likes of Mr. Murphy and others of his kind, and
with all that implies, we all understand that to achieve heroic 
things, we do need the President to be the "desk officer", and to be 
there pushing with his weight. We know that. I am just saying that
I deliberately go for a sub-optimal Middle East policy. I realize how 
serious that sacrifice is, but I think there is something else which 
is more important. 
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ARAB SELF IMAGE 

Now, turning to the Middle East, I know you have heard testimo. ny from eminent experts and such. But I would just like to bringyou back to contemplate the nature of the cultural problem we face 
in the area.

If Saddam Hussein had won, that is, if he had retained control ofKuwait, he would have been a hero to the Arab world, and ail ofthe consequences that we could visualize we would be left to visualize. But there are also consequences from having defeated him, because the chief cultural problem in the Middle East is often described by journalists as the "Arab sense of humiliation." This has
Lo be understood in historical terms.

The Arab self image is a supremacist self image. The basic self nage available from the predominant religion of the region is a3upremacist self image. The reality, of course, is weakness.
The gap between self image and reality causes permanent humiliation. Imagine if the Portuguese believed that they were Germans,

and every day they would feel humiliated by the proximity
Spain, which simply is a larger country. 

to 

Now this is a very important issue. We have Pakistan, which refuses to accept the fact that India is just going to be bigger andstronger. It simply refuses to accept that. This is the Islamic di
mension. 

The Arabs were historically the heroes of Islam. They are the ones who created and made it. Therefore they suffer from the samedisability even more. That is a fundamental problem. 

CULTURAL DETERMINANI 

Now what does it mean? It means if you let Saddam Husseinwin, he becomes a hero and therefore all your radical forces arethere, all your interests will be attacked with great vigor, everyAmerican and Western position is in danger, and so on. If youknock him down, you aggravate this sense of humiliation, which iswhat drives everbody to absolutes at the very least.
It was one of the journalistic cliches of the television Middle Eastexperts that we saw, who said all the way up to the war that there
would not be a war because it would all go to the bazaar. We heard
 a lot about "going to the bazaar." Middle Easterners apparently
haggle. They haggle. They are all carpet merchants and they go to

the bazaar and they haggle, we heard.
Actually, the cultural determinants are precisely the opposite.The problem with the Middle East is that everybody is very intran

sigent. Nobody haggles. There is no bazaar. This is a sort of racistconception of the Middle East, or culturalist conception, or what
ever the right term is.

One of the things I find most amazing about this is that it is perpetuated by the people who are known really as "Arabophiles" and
"Arabists" themselves.

I think there is a meaning to this error, and the meaning is in a way an inspiring one. It is that the highest ideal in the MiddleEast is precisely pragmatism. When we have Arabophiles on televi
sion saying that there won't be a war before January 16, they will go to the bazaar and haggle, this is hope speaking, the hope that, 
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after all, the region will be pragmatic. And, indeed, pragmatic ver
sions of Islam, traditional, calm versions of Islam, we have known 
them-you know, the Malasian in his "campon" being Muslim in a 
quiet and tranquil way, or the Bedouin. There is that kind of prag
matism in religion and pragmatism in international affairs is pre
cisely a hope.

But I am afraid that we are not at the bazaar. There is an aspi
ration that it will become like the bazaar, though.

They don't haggle. Therefore, I am saying two things.
The first thing I said is the United States has something more 

important to do than getting the Middle East right or perfectly
right. Second, it is going t. be very, very difficult. I know you've
heard how difficult it is going to be. I would like to tell you that 
the current war will not make it any easier. 

Of course, it was essential to do it. There was no choice. This 
type of difficulty is more manageable than the other type of diffi
culty created by Saddam being a hero, and our having knocked 
him down. 

We now have today, as we speak, American soldiers, British sol
diers, French soldiers-in other words, Christian soldiers-in the 
heart of the Muslim world, in the heart of the Arab world, soundly
thrashing an Arab army, soundly defeating this last attempt, this 
further attempt by some Arabs to field combat forces that do not 
make the world laugh. 

SAUDI RULERS 

Now this is not only the problem. I have one more remark, and 
then I will go to my simple recommendations. 

You have heard a great deal about the Saudis and Islam and 
about legitimacy. All governments, even such as Albania, need a 
claim to power, some reason to claim power. The Al Saud family of 
Saudi Arabia's, claim to power was not traditional. As you know,
Saudi Arabia is not something ancient and traditional and respect
ed, like the Standard Oil Company of New Jersey, which is 120 
years old. [General laughter]

Mr. LUTrWAK. They are a new creation. They are aliens, these 
Saudis, to most people. To most people living in Saudi Arabia these 
guys are aliens, who have a different conception and who are new
comers. Their only claim to power was the strict orthodoxy of their 
Islam. 

Now we all know that Islam is a political-military doctrine as 
much as i religion. It is a political-military doctrine that gives you 
a victory if you follow certain drills and certain rules and have cer
tain devotions. 

Rule number one is you can't fight a fellow Muslim. I know that 
you can procure as many clerics, Muslim clerics as take checks, to 
writ- issues saying that you can ally yourself with anybody to do 
anything. I'm not saying that. I'm just saying that the Al Saud 
family's claim was their orthodoxy. They violated that. Govern
ments can often survive without a claim to power, and they survive 
as long as their security services hold out, for as long as they can 
bribe people. Sometimes they can do it for a long time- but not for 
all that long. I don't think the United States should base anything, 
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this committee should not base anything, should not base any expectation on them. We should not be malevolent about them. Weshould hope they survive. But we should base nothing on their survival, not even by a week. To do so would be unsound. You know,you may have jumped from the second floor time and time again,and landed intact, and made fun of all the doctors and people andexperts that tell you you can't jump from second floors. But I stillsay don't do it unless it has a logical basis.Having said all this, what would be the policy for somebody whcwould follow these particular priorities and rules, which I refuse t(describe as isolationist, semi-isolationist, quasi-isolationist. Not alall. I'm just saying first things first. It is more important to havean optimum national policy, even meansif it a sub-optimum

Middle East policy. 

IRAN 
Rule number one: you have to accommodate Iran on account ofIran is a country. It is a real country. It happens to be rather big. Itis not particularly well equipped in modern weapons, but it has alot of strategic depth. It is hard to get to. And the Iranians, fromtheir ancient empire, have clearly retained at least one thing- asense of statecraft, a great sense of statecraft, an impressive senseof statecraft. The Iraqis made war on them, gassed them, attackedthem. The Iraqis did everything. Then the Iraqis turned to themquite abruptly and said well, help us, help us, neighbor. If they hadno strategic reason to guide them, they would have acted accordingto their emotions, the way we often do, the way Arab countriesoften do, the way a lot of people do. The way of emotions says youmade us suffer and not we will enjoy seeing you suffer. 

Instead, by acting as if nothing had happened, with their strategic reason dominating resentment and hatred, they have, in effect,made Iraq into a protectorate. It is true that our troops are insouthern Iraq. But, remember, that Tariq Aziz goes to Moscow, butstops in Tehran and says what he is going to ask. He comes backfrom Moscow and says what he has heard. He was stopping not tobrief Rafsanjani. This is not like the American Secretary of Statestops over in London and says what happened in Moscow. It's quite

different.


It is a quasi-protectorate. If you remove the Anglo-Americantroops from there, the foreign troops, you will have a protectorate.My recommendation is to accommodate this protectorate, toshow a certain deference and such. It is not pleasant, I know. Theyare not pleasant people. But I would say accommodate Iran. 
REHABILUATION OF IRAQ 

The second thing is don't pay for it, but do think about and encourage the idea of rehabilitating Iraq. I am not recommendingthat we rebuild their biological warfare laboratories. But I amsaying that if somebody volunteers to repair the bridges, haveyourself on the right side and at least cheer it on. We won't pay forit, but we should encourage it. 
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JORDAN 

Thirdly, and this is even more unpleasant-you know, I am 
trying here to emulate the example of the Iranians; we should do 
as well as they did in terms of strategic reason first and emotion 
second-is to rescue Jordan, if possible. They have, of course, be
haved terribly. Of course, it does not disappoint me as much as it 
disappoints the President, because he held the King of Jordan to be
his friend and, indeed, advisor on the Middle East. But shil I think 
we have to rescue them. 

SYRIA 

We have to contain Syria.
Assad has always impressed us with his pragmatism and all. But 

we must remember that his chemical warfare capabilities are 
much better than Iraq's. He has more missiles and they are better 
than Iraq's. He is a dangerous character. He has to be contained. 

The Iraqis did that for us for free for many years. We never gave
them credit for it. Somebody else will have to contain Syria.

If you leave it up to Israel, it ain't fair. It is not fair to let them 
do it because while Israel contains Syria, that can only be done by 
a military confrontation in the formal sense, and that causes its 
own mechanical tensions. 

ARMS CONTROL 

The bottom line is arms control. That is great. I endorse the sug
gestions. The time has come to introduce the two words that the 
Middle East has been denied all these years-human rights and de
mocracy. That's three words: human rights, democracy.

I think we can even send orders to chaplains in Saudi Arabia 
that they should put their crosses back on their lapels. I think that 
might be risked in the circumstance of victory. There is human 
rights, democracy and arms control. 

What does arms control mean? As we heard suggested and as I 
endorse, it means telling the governments in the area to please sit 
down and talk about arms control. I agree with that. But I think 
the arms control of that time should be backed by another type of 
policy, and that is arms denial. 

I think the United States should have one more occasion to deal 
with Mr. Gorbachev and ask him to enter in an arms denial 
regime. Since all these countries have these interconnections, it 
has to be, of course, sweeping in its extent. My formula is Marra
kesh to Bangladesh, if you will pardon the slight vulgarism. It has 
to be Morocco to Bangladesh because there is intercommunication, 
as we know. Weapons flow from country to country.

Negotiate with the Soviets in order to make it into the proper
type of thing. Having made it into a proper bilateral U.S.-Soviet 
thing, then the next stage is to shame the British and the French 
into joining it. The French are harder to shame, but they are sha
meable. [General laughter]

Mr. LUTTWAK. I do remember how President Pompidou at the 
time contemptuously rejected the idea that France should not sell 
weapons to South Africa. He said unlike the Anglo Saxons, the

rench understand the difference between external armaments, 
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like to protect 
 South Africa from the Soviets and internalHaving made that, the French held out for about two and a hiyears, and then they joined in.They do belong to the same moral universe.Countries like Italy, even without a U.S.-Soviet agreement to dlegitimize arms sales to the area, the last arms sale passed the Itiian parliament by three votes, and that was after a great deallobbying.There is I think a general expectation that the time has come fsuch an arms denial policy. Arms denial would be the best possibincentive for arms control within the region.Just tell the guys in the region, "I hate to do this to you, if arrcontrol does not make progress, it is all going to be done by armdenial, which you will like less."
Having had such a 
regime that you negotiated with the SovieUnion, you have to work to shame the British and the French intit. The British have been quite irresponsible in their arms sales, b:the way, quite irresponsible. Then you have to appease the Chinesiinto it, and you will probably have to bribe the Brazilians into itBut that is the course of action that I wouldstrengthen recommend, t(arms control in the sense of negotiations between th(countries of the region, which we all understand, of course, may omay not achieve arms control. But it is an excellent vehicle foithem to speak of and to communicate, anyway.The Israelis have juqt suffered the SCUD problem. Saudi Arabiahas Chinese IRBM's. They don't have hundreds of them, but theirwarheads are far more formidable. Each of them could kill a greatmany people, and so on.
So, on this note, thank you very much.
Mr. OBEY. Thank you.


Mrs. Mylroie.
 

Ms. MYLROIE'S OPENING STATEMENT
Ms. MYLROIE. 
 Thank you, Mr. Chairman, for the opportunity toaddress the committee. I have submittedthe topic I am a written statement andaddressing is the future of the Arab states of thePersian Gulf, and particular Iraq. 

REMOVING HUSSEINIf Saddam Hussein continues to rule, he will be much weaker. If
he is overthrown, I believe that the institutions associated with his
rule will go with him.The first ste ineremoving Saddam is to conceive of an Iraq without Saddam. TaT is what I would like to do here.The Army is the one institution still respected in Iraq. My impression is that the defeat of the Army will not be held against theArmy by the Iraqi population, but against Saddam.Let me outline an optimistic, although
scenario for a future Iraq. 

not totally unrealistic, 
Assume the Army ousts Saddam. Any new regime would need amandate to rule lest it, too, be overthrown. It could find such amandate if it were a transitional regime to a constitutional government and explicitly so. 
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Its function would be to maintain order for a fixed period of 
time. 

Even before the second of August, there was a strong desire 
among the Iraqi population for relief from the regime's repression 
or what they called "more democracy." 

Now, political life in Iraq has been suppressed for 20 years under 
the Ba'ath. Still, Iraqi politics continued in exile. But, because to 
be an opponent of Saddam was a dangerous, quixotic business, 
those engaged in Iraqi exile politics were necessarily very strongly 
motivated. It is my impression that Iraqi exile politics are probably 
more ideological than the bulk of the population is. 

Yet, Iraq's politics are changing. With the regime under assault, 
more Iraqis abroad are becoming politically active. The same would 
happen in Iraq if the regime fell. New figures, now scarcely known, 
would emerge. The function of a transitional military regime would 
be to provide time for the development of political groups accurate
ly reflecting the sentiments of the population. 

The Iraqi population has suffered a great trauma: a regime of 
severe repression, 8 years of war with Iran, and now this war. My 
impression-and I stress "impression"-is that the Iraqi population 
does not share the anti-Americanism of some other Middle Eastern 
populations to which both Mr. Indyk and Mr. Luttwak have eluded. 
The harshness of life in Iraq has helped deflate the appeal of ideo
logical movements. 

The United States was not close to the Government of Iraq, and 
there is little sense of resentment against the United States for 

unpopular regime, as happens elsewhere. In fact,propping up an 
liberal elements in Iraq used to look to the regime's relationship 
with the United States to soften some of its worst features. 

TOWARDS DEMOCRACY IN IRAQ 

In the optimistic scenario that I have sketched for a transition to 

a constitutional government, there is an important role for the 

United States and the international community. The U.N. Security 
Council that authorized the war to liberate Kuwait would be main
tained to support the peace. The influence, prestige, and resources 
of the international community, united, would support a transition 
to democracy in Iraq. Reconstruction aid, international recognition 
could be used to help insure that a transitional regime kept its 
commitment to hand over power to a civilian government. 

The United Nations could provide the legal and constitutional 
expertise an aspiring democracy would need to avoid the instability 
of ill-advised electoral systems. 

This would assume American and international support for de

mocracy in Iraq. Presumably, the United States would welcome it. 
But no administration official has said so. Rather, the American 
position about Iraq's future is vague. 

In contrast, the President of Turkey, the President of a Muslim 
state in the Middle East, has said, "Our wish, and I stress this is a 
wish and not an aim, is for a democratic regime to be established 
in Irap for if democracy is victorious, this might make Iraq more 
stable.' 
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I agree with that. But I wonder why the United States can't saythe same, say it openly, and then state that it is pre ared, to theextent that it is able, to help Iraqis achieve that goal. Such a statement I believe would be welcome by the Iraqi population. It wouldundercut the view in some Arab populations t at this is a war ofimperial.sm. One of the desirable effects-though not necessarilyan aim of this war-is to help the Iraqi people secure a governmentthat represents them.The effort to develop a constitutional government in Iraq wouldalso presume contacts betweeneuninf te United the international community,iy in-n• th Unitd States, and Iraqi political groups. However, theUntates has apparently not pursued such contacts and theyhave been left to others.Congress seems to be the one exception, and I understand severalIraqis in exile have been asked to testify.But leaving the question of Iraq's political futureproblematic. to others isSaudi Arabia has contacts with Iraqi exiles. ButAmerican interests are not identical with Saudi interests.Iraq's sectarian politics clash with Saudi sectarian politics. InIraq, a Sunni Arab minority rules a country which is over 50 percent Shia and 20 percent Kurdish. The Saudis are not sensitive toKurdish aspirations and discriminate against their own Shia mi-nority.
The Saudis have gathered a number of Iraqi figures. They
largely Sunni Arab military men arewithout a significant politicalbase among Iraqis. Some of them are even notorious, including onewho played a prominent role in the public hanging of Jews inBaghdad shortly after the Ba'ath took up power.
Nor are all Iraqis necessarily happy with American 
 aloofness.Liberal elements within the Iraqi polity in exile look to the UnitedStates for its liberal values. They dislike and suspect the influenceof Saudi Arabia, Iran, and Syria on their country.Democracy, or at least the question of more political participation, is likely to be an issue in the Gulf States. It was to someextent before, and that will be precipitated and accelerated by this 

Democracy will be an important issueThere was in a liberated Kuwait.pressure to reinstate parliament before the invasion,and that pressure is increasing. Those who stayed behind and
foufht will demand their share of political representation. There
wil also be demands to liberalize Kuwait's restrictive laws on citizenship and suffrage.The more liberal system in Kuwait that probably will emergeafter this crisis will have implications for Saudi Arabia and otherGulf states. As Mr. Murphy mentioned, the consultative assembliesthat are being discussed in Saudi Arabia and Oman would seem tobe token of the ruler's anticipation of those kinds of pressures.What is the conclusion? I have sought to elaborate an optimisticscenario for Iraq's future, though not one that is totally unrealistic,not because it will necessarily come about, but in order, first, toshow the direction in which coordinated efforts by several partiesnot now talking-to onedism another might lead to an outcome lessreal than. many anticipate. Second, to suggest that the UnitedStates really can t pound a country the way that it has done to 
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Iraq and then turn passive asif it had no responsibility for what 
comes next, 

Thank you, Mr. Cflairman,
 
[Prepared statement of Ms Mylroe follows:j
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ware often have unintended consequence, and this warMajor 
is unlikely to be an exception. It may well have 

of the Arab states,on the internal orderssignificant impact 
in the Gulf area. I will address the question

particularly those 
internal politics of the Arabof the impact of this war on the 

of the Gulf, with a focus on the future of Iraq.states 
remains in

Any government in Iraq--whether Saddam Hussein 
power or whether he is overthrown--will face tremendous 

problems.
 

It appears that widespread damage has been inflicted on 
the
 

country's economic infrastructure, perhaps beyond Iraq's 
own
 

Although the Iraqi government has, so far,
capacity to rebuild. 

succeeded in maintaining public order, that may not continue
 

The prospect of the outbreak of epidemic diseases
indefinitely. 

exists.
 

If Saddam Hussein continues to rule Iraq, he will be 
much
 

weaker internally. He has been struck a grave blow by the
 

demonstrated impotence of his military force, pricking the
 

balloon of the pretensions to invincibility that underlie 
the
 

regime's terror.
 

Some of the regime's opponents--the Kurds and Shi'a Islamic
 

groups in Iran--are armed. Reconciliation between them and
 

Saddam Hussein's regime is impossible, and they are in a 
position
 

to press their grievances by force, if they are not addressed
 

after this war.
 

The economic reconstruction of the country will be difficult 
if
 

Saddem remains, as little foreign assistance will be forthcoming.
 Nor is it is clear
There will be demands for huge reparations. 

that if Saddam Hussein remains, the governments of Saudi 

Arabia
 

and Turkey will allow Iraq to begin using the oil pipelines 
that
 

pass through those two countries and upon which Iraq is dependent
 

for the export of its oil, particularly if they are backed 
by an
 

American policy aiming to use the existing U.N. resolutions 
to
 

overthrow Saddam Hussein, a goal that may appear increasingly
 
legitimate as the full destruction wreaked in Kuwait becomes
 

clearly known.
 

If Saddam Hussein is overthrown, I believe that the institutions
 That includes the
associated with his rule will not survive. 

secret police, the Baath party, and the Takriti tribal elite.
 

All are intensely disliked by the population. The Baath party
 

has no more support in Iraq than the communist parties had in
 
Even Saddam Hussein does not believe in
Eastern Europe. 


Baathist ideology, as shown by the alacrity with which he seized
 

. This point is argued in the chapter, "No Victory; No 

from Saddam Hussein and the Crisis in the Gulf submittedPeace," 
with this testimony.
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upon and manipulated the ideology of his last foe, the Ayatollah
Khomeyni, in this current crisis.
 
The army is the one institution that still retains respect
in Iraq. 
Let me outline an optimistic, although not totally
unrealistic, scenario for a future governnent in Iraq.

Assume the army seizes power from Saddam in the name of saving
the country.

1985 

Yet Iraq is not an easy countiy to rule. 
After th4
overthrow of the Iraqi monarchy, four coups followed in the
next decade before the Baath pary succeeded in seizing and
holding power. 
Any rump regime that arose by ousting Saddam
would face the danger that it would be quickly overthrown. 
In
Iraq, political survival has usually been inseparable from
personal survival.

by overthrowing Saddam could find a mandate to rule if it were
 

However, a military leadership that emerged
explicitly a transitional regime to a constitutional government
within a fixed period of time. 
Its function would be to maintain
public order during that transition.
 
Even before August 2, there was a strong desire among the
Iraqi population for relief from the regime's repression, or for
what Iraqis called, "more democracy." 
 On the eve of the
invasion, the Iraqi government issued a new constitution,
supposed to provide for "more democracy.", That was a cynicalmove, as Saddam knew it would be undone by imminent events, but
it was indicative of the regime's awareness of the popular mood.
 
political life, more so even than in Eastern Europe or the Soviet
 

Inside Iraq, Saddam's regime has thoroughly suppressed allUnion. 
However, Iraqi politics has continued in exile--in
Tehran, Damascus, and London. 
To be an opponent of Saddam's was
assassinated its most influential foes. 
Individuals involved in
 

dangerous and quixotic, as the seemingly well-entrenched regime

opposing Saddam were necessarily strongly motivated. 
Most
probably, Iraqi exile politics are far more ideological than the
bulk of the Iraqi population is.
 
Yet the nature of Iraqi politics is changing. As the regime's
ability to retaliate against its enemies weakens and as the
prospect of creating an alternative to the present dictatorship
grows realistic, more Iraqis abroad are becoming involved in
politics. If the regime were to fall, the same would
happen inside Iraq.scarcely known, Entirely new figures, now unknown orwould emerge. One purpose of a transitionalregime would be to provide for the period of time that would be
necessary for the development and articulation of political
groups refecting the sentiments of the population, something
which does not exist now.
One of the problematic aspects of democracy, or more accurately,political liberalization, among the Arab states is that at least 

2 



150
 

it seems to produce demagogues who seek toin its initial stages, 
mobilize support through a posture of exaggerated hostility 

to
 

the United States and Israel.
 

However, that is not universally true among the Arab states,
 

Every country has its own political dyanmic, and Iraq may well be
 

different from most Arab states.
 

The Iraqi population has suffered a great trauma over many years.
 

Saddam's regime is the most repressive in the Middle East, one 
of
 

The people have endured eight
the most repressive in the world. 
 It is my
years of war with Iran, and now this war. 

an impression--that the
impression--and I stress that it is 


population of Iraq does not share the anti-American sentiments
 

expressed by some other Middle East populations. The harshness
 

of life in Iraq has gone far to deflate the appeal that
 The United
ideological movements have elsewhere in the region. 

States was not close to the Iraqi government, so there is little
 

resentment of the U.S. for propping up an unpopular regime.
 
Rather, liberal elements inside Iraq looked to the regime's
 
relationship with the U.S. to limit some of its worst features.
 

That attitude, I believe, has been evident in the reporting
 
from Baghdad during the war. The population has not been as
 

fact of being under Americanangry as circumstances--the 
were angry crowds in Amman, butattack--would suggest. There 

such anger seemed rare in Baghdad. Rather, it seems that many 
Iraqis tend to blame Saddam Hussein for the destruction of their
 

country and they hope that the war will result in the downfall of
 

the regime.
 

In the optimistic scenario that I have sketched for a transition
 
to constitutional government in Iraq there would be an important
 
role for the United States and the international community. The
 

existing United Nations Security Council consensus that has
 

authorized the war to liberate Kuwait could be maintained to
 

support the peace. All the influence, prestige, and resources
 
that the international community, united, can mobilize could be
 

used in support of a transition to democracy in Iraq.
 

Reconstruction assistance and international recognition could be
 

used to help insure that any Iraqi regime actually kept its
 
to hand over power. The United Nations could help
commitment 

provide the legal and constitutional expertise that any aspiring 
democracy would find necessary in order to avoid the 
instabilities and deadlock that can result from ill-advised
 
electoral systems.
 

would presume American and internationalSuch a future course 
support for democracy in Iraq. Presumably the United States 
would welcome that, but no administration official has said so.
 is vague. InThe American position about the future of Iraq 
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contrast, the president of Turkey, Turgot Ozal, has said "Our
wish--and I stress this is 
a wish and not an aim--is for a
democratic regime to be established in Iraq.... For if
democracy is victorious 
. .
I agree with that. 
this might make Iraq more stable."
Why can't the United States openly say the
same state that it is prepared, to the extent that
it is able, to help Iraqis achieve that. 
Such a statement, I
believe, would be welcomed by the Iraqi population.
 

The effort to develop a constitutional government in Iraq
would also presume contacts between the international community,
including the United States, and various Iraqi political groups,
which now exist only in exile.
however, and according to the le 
So far as can be discerned,


or 
 of February 23 1991,
the United States has eschewed any such contacts.
 
Congress seems to ba the one notable exception. 
I understand
that several Iraqis in exile have been invited to testify.
 
Leaving the question of Iraq's political future to others,
including Saudi Arabia which has contacts with Iraqi exiles, is
highly problematic. 
American interests are not the same as faudi
interests. 

radio. 

For example, the Saudis have set up an opposition
While those broadcasting on it
are not allowed to attack
the Saudi government, they are apparently allowed to attack the
United States.
 
Another reason why it is unwise to leave this question to
Saudi Arabia is that the sectarian politics of Iraq clash with
the sectarian politics of Saudi Arabia.
minority rules a country which is 

In Iraq, a Sunni Arab
 
Kurdish. over 55% Shia Arab and 20%
The Saudis are not sensitive to the aspirations
of the Kurds. Moreover, in Saudi Arabia the orthodox Sunni
establishment that provides legitimacy for Saudi rule looks with
disdain on the Shi'a minority in the country, which suffers
broad discriminations. 
The Saudis may well be anxious to limitany significant Shi'a role in 
a future Iraqi government.

The Saudis have gathered a number of Iraqi figures.
largely Sunni Arabs, military figures, They are
 
political and without a significant
base among Iraqis.
 
Some are even notorious, such as Salih Omar Al-Takriti, who
played a prominent role in the public hanging of a number of Jews
Ln Baghdad in 1969, soon after the Baath took power.
 

In fact, extriist elements amonghave attacked the United the Iraqi oppositionStates for pursuing thiscrass interests rather war for its ownthan to secure the overthrow of SaddamHussein.
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It can also be argued that the Saudi attitude is 
counter-productive in the long-term. A military government, 
whether it arises from within Iraq or is assisted to power from
 
the outside, is not likely to be stable. Lacking significant
 
support, it will be tempted to channel its internal problems into
 
external aggression, as Saddam Hussein did.
 

Nor are all Iraqi elements happy with American aloofness.
 
Liberal elements within the diffuse Iraqi polity in exile look to
 
the United States for its liberal values. They dislike and
 
suspect the influence of Saudi Arabia, Syria, and Iran on their
 
country.
 

Finally, the Saudis are not great democrats. It is not
 
clear that the optimistic scenario that I described would be
 
considered optimal from a Saudi perspective. The Saudis might
 
view such an outcome with apprehension.
 

Yet it is questionable whether the genie of democracy, in
 
the Arab states can long remain bottled up. The crisis of
 
authoritarianism is an international phenomenon. Even before
 
August 2, several Arab regimes had been obliged to liberalize in
 
order to contain popular discontent.
 

Democracy will be a prominent issue in liberated Kuwait.
 
There was popular pressure to reinstitute the Kuwaiti parliament
 
before the invasion, and that pressure has increased since.
 
result of Iraq's occupation. Those who stayed behind, fought,
 
and suffered will demand their share of political representation
 
and there will be demands to liberalize Kuwait's restrictive laws
 
on citizenship and suffrage.
 

The government of Saudi Arabia never liked Kuwait's relative
 
political openress and in the past the Saudis used their
 
influence to limit it. However, it is doubtful that Saudi Arabia
 
will be aLle to do so as easily in the future.
 

More liberal governments in Kuwait, and perhaps Iraq, will
 
have implications for Saudi Arabia nnd the Gulf shaykhdoms. They
 
will have little choice but to adjust in their own fashion. In
 
fact, this war already has had consequences for Saudi Arabia.
 
The protest demonstration by 50 women drivers is probably
 
symptomatic of what will be an intensifying conflict,
 
precipitated by this crisis, between traditional, conservative
 
elements and those that seek a more liberal political
 
environment.
 

In conclusion, I have sought to sketch an optimistic, although
 
not completely unrealistic scenario for the future of Iraq. I
 
have don* so for two reasons 1) to articulate a vision of Iraq
 
without Saddam Hussein is among the first steps toward ending his
 
regime; 2) such a scenario shows the direction in which a variety
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of parties, who are not s,eaking to one another now, mightcoordinate their efforts in what is increasingly becoming a.widely shared-goal among the United States, the internationalcommunity and significant elements within the Iraqi population.
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ARMS CONTROL AND H SOVIET 

Mr. OBny. Thank you very much. 
With respect to arms control, what strikes me is that every 

us both yesterday and todaysingle witness who has been before 
has given that a very high priority. Yet there are those, some of 

the so-called "wiser heads" in this town, who, in effect, say, "well, 

that's very nice, but the Duke said to Mozart, Too many notes, and 

they say to us, Too many leaks." 
How realistic is it, do you think, for us to expect at this time that 

we ought to be able to put together an understanding with the So

viets, and then the rest of the world, to enable us to deal with this 

region in that way? 
Mr. LUtrWAK. May I leave the larger question to the other 

people and just address the question of leaks? 
Mr. OBEY. Yes. 
Mr. Lu~rwAK. This is my trade, after all. 
Mr. OBEY. Leaks? 
Mr. SMITH of Florida. No, weapons. 
Mr. LuTrwAK. I'm also a good amateur plumber. [General laugh

ter] 
Mr. LuvrwAx. If you look at the arms deployments in the Middle 

East, not only the ones of Iraq, of course, but the ones of Egypt, 
are not theSyria, and Saudi Arabia, and Jordan as well, they 

are sustainable or sustainable withkinds of deployments that 

leaks. What can you get in the world of leaks?
 

You can get as many North Korean made copies of 40 year old 

Soviet tanks as you want, T-55's. Those are not the type of armor 

that we see in the Middle East. 
If you field such armor in the Middle East, other than that the 

Iraqis fielded it as an antitank weapon, you will just get blown 

away. 
What kind of aircraft can you get in the world of uncontrollable 

1960-type fighters. You couldleaks? Well, you can buy F-104 s, 

probably get some basic fire control systems for them. But they are
 

the type of aircraft that will get blown away by the F-15's and by
 

the MIG-29's, which are current in the Middle East.
 
In other words, if you were charged with creating an arms denial 

policy for Latin America, I would say that that is very hard to do. 

It's true that the Latin Americans have much less money to get 

things in. But in Latin America, a shipment of North Korean tanks 

would decisively change the balance between Ecuador and Peru, or 

any other such balance. 
In black Africa, you can equip any national army just with leaks, 

with whatever you can buy on the international arms trade and 

whatever you can get from violators, and so on. 
In the Middle East, the level of armaments, the sophistication of 

armaments, the requirement for continuing after-sale support of a 
such that the arms trade basically hasvery extensive nature, are 

a long time. Arms dealersbeen dealt out of the Middle East for 

have not made it in the Middle East.
 

a dealIt is true that commission agents have, where you have 

between the United States and Saudi Arabia and some commission 
prince, for example. But as far asagent interposes himself for a 
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the Middle East is concerned, to talk about leaks is a red herrinYou can have all the leaks that you want, and when you compait to the standards of now and the last 20 years, you will havedisarmed Middle East, even if you had all the North Korean stuin there and all the other uncontrollables.Mr. HumER. Mr. Chairman, let me second what Dr. Luttwak hisaid.He is right. You will not have to worry seriously in the Midd]East about the little things that happen here and there in the floof arms. This problem will be handled at a much larger level.I think it is fundamentally a matter of political will and leadeiship. In fact, it is my regret that we did not start doing this oAugust 3. When this war is over, as it is likely to be in thefuture with a victory, it is not going nea

to be as easy to convincpeople to work on a regime among sellers of arms, getting them tshow forbearance, than it is at this moment and has been throughout this war.Memories will fade quickly. Checkbooks will come out. We anseeing right now, as happens in every war, a test bed for moderweaponry. We saw it in the Indo-Pak wars. We saw it in each othe Arab-Israeli conflicts.What the nations
American of the region and others are seeing is thalarms are, once again, at the top of the list. These are the"Toyotas" of the arms industry, and the stuff the Soviet have produced is not very good. The Saudis and others are going to get outtheir checkbooks, and they are going to ask to buy.In my judgment, if arms limitations are going to work, it has tobe something done both by sellers and by buyers, and it has to lookinto the interests of individual states.The Soviets did say several months ago, before the war, that theywould be interested in seeing some kind of limitations. Whetherthey will do that in the future, for economic and political reasons, Idon'tBut know.given the degree to which Gorbachev has been willing to bemoved by American policy in this crisis because of his need foraccess to the Western economy, I think it is worth a try and that ithas a reasonable chance of success.In regard to the buyer's, perspective, you cannot separate armscontrol from conflict; that is, you cannot simply sa "wh don't youstop buying?" unless also you say "here is the kindYof things that isevolving with regard to Persian Gulf security, here is what is happening with regard to the Arab-Israeli conflict." The two factorsare inseparable if you want to make arms sales limits work.There is a piece of good news. Saddam Hussein is the last bullyon the block. There aren't any other rogue leaders around theworld-maybe North Korea is the exception-with million manarmies that could lead to a justification for serious arms races oreven for serious American deployments. The middle East region isvery rapidly going to be reduced to a much smaller size, politicallLhan we have seen for some time. That offers some hope, I think.Mr. INDY . I would just make one comment on the Soviet Union.I think that certainly before this crisis and before recent developments in the Soviet Union itself, where we saw the military andthe KGB asserting themselves more, there was an intense interest 
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on the part of the Soviet leadership in arms control arrangements 
for the Middle East. Shevardnadze, when he was Foreign Minister, 
made this a priority. Indeed, if you look at the Soviet-American 
Joint Communique between Baker and (Soviet Foreign Minister) 

that there is a direct reference to it there.Bessmertnykh, you see 
But there will be other pressures on the Soviet leadership from 

those who would like to sell arms to the region for the old tradi
tional reasons, reasons of building influence and getting some hard 
currency. 

So I think it is by no means clear-cut. But if we are prepared to 
make the effort, then I think that there is a greater chance that 
they will join us. 

It also depends very much on us and what we are prepared to do. 
There will be a great temptation to sell arms to the region in the 
wake of this crisis. I think all states in the region will have their 

have theown justifications for needing to rearm. I mean, you 
Saudis talking about a six division army. I don't know where they 
are going to get the men from. But just on the conventional level, 
six divisions for the Saudis has all sorts of implications for the 
other Gulf Ar ib states, let alone for Israel. 

Hafez al-Assad has taken the $2 billion or so that he got from 
the Saudis for his participation in the war and is now building a 
new division and buying arms from Korea and China. His Defense 
Minister was in the Soviet Union, and there is a good chance of a 
new deal in the works there. If he has the money, he will buy the 
arms. 

And so, in the end, in the region, one of the sources of leverage 
here is precisely the lack of money for those that might have the 
urge to do it in the wake of this war. 

So, in that sense, if the region's powers have difficulty paying 
and we can orchestrate the sellers in such a way that they also 

now, in the afterhave difficulty buying, there is a better chance 
shock of the conflict, than I think there has ever been since the 
1950's. 

DEMOCRATIZATION 

Mr. OBEY. I have a second question. 
Ms. Mylroie mentioned, and a number of you touched on, the 

need for democratization. 
Mr. Indyk, you approach it in a somewhat different way in your 

testimony. Well, maybe it's not all that different. You talk about 
the need to push democratization in areas such as Iraq, not neces
sarily in Kuwait and Saudi Arabia. 

It strikes me that, to the extent that we aim toward eventual de
mocratization in Iraq, that you run into two problems. One is 
people again suggesting that movements toward liberalization are 
not necessarily equitable with movements toward stability in Arab 
regimes. Second is that you run into the fact that the royal family 
in Saudi Arabia and the royal family in Kuwait are likely to re
spond with minimum regard to suggestions for democratization 
anywhere. 
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INTERNAL TENSIONS IN IRAQFirst of all, I would like to hear you respond to the skeptics orthat proposal. I would then like to know what others on the panelfeel about that issue.Ms. MYLEOIE. On the question of the tension between liberaliza.tion and stability, on the one hand there is something to it. On the
other hand, we do not now have a very stable Middle East. I mean,
we have just fought this war.
 
was 

I believe that what drove Saddam to this kind of risky aggression
Iraq's internal problems. I mean, asthem. To promote a way of overcomingor support another military government, military dictator in Iraq is highly problematic.There are groups now that are armed or potentially armed---Kurds and the Shia in Iran. For them, this is the only opportunitythey will have to press their grievances. It's now or never.I think if their grievances are not addressed after this conflict,there will be, then, armed revolts led by them. Iraq will not be astable place if one attempts to deny groups within Iraqtheir legitimate demands. It would be some of a more stable place if theywould attempt to incorporate within a looser government elementsof the Iraqi polity.So I am not even sure that military dictatorship is a very practical solution for Iraq. I am not sure that there is enough internalstrength in Baghdad right now to maintain the kind of suppressionthat would be necessary to contain all these centripetal forces.And, in fact, the kind of thing that I sketched, or however youwould want to describe it, a government that was more accommodating, more reflective of the popular will in Iraq, would be morepractical and more stable, because any other is likely to face civil war.As for the other Arab states-Saudi Arabia, Kuwait-I do not believe that the Kuwaitis have a big problem with democracy. TheKuwaiti royal family will have to address its own Kuwaiti constituency. But I think it is in the process of doing so.
 
was 

Before the second of August, in fact, Kuwait's political system
viewed with disfavor by other statesSaudi Arabia-who in the Gulf-Iraq andsaw the liberalism of Kuwait as a threat tothemselves.
It is a problem for the Government of Saudi Arabia, the question
of liberalization or democratization. It is not clear that what I have
described as an optimal scenario for Iraq would be seen as such bythe Saudis.
However, I think they will face those pressures in any case. A
crisis of authoritarianism is an international phenomenon. I thinkone of the consequences of this war will be to increase that Arabsense, a demand for political participation. People are alreadysaying look what one man, Saddam Hussein, did to his country. Wecannot afford to have these kinds of regimes.One might bear in mind as well that Egypt, a key member of thecoalition, that the Egyptians will not be threatened at all by anykind of liberalization in Iraq. Syria will, but I don't think there istoo much concern for that here. 
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U.S. SUPPORT TO DEMOCRACY 

Mr. OBEY. Does anyone else want to comment? 
Mr. LuT'rwAK. I apologize, Mr. Chairman, but I will have to leave 

in a very few minutes, with your permission. 
Perhaps in the spirit of not trying to impose a fully defined "Pax 

Americana," we could at least take some minimal steps. In the offi

cial explanations of policy in regard to Africa, Latin America, Asia, 
Europe, anywhere, it is conventional, customary, for American 
leaders to invoke democracy and human rights as a sort of add-on 
to almost anything. I suggest that we should adopt this as a mini
mum policy. The most minimal thing is that the word processors in 

the State Department and in the White House, which are now al
the words "human rights" and "deready programmed to remove 

mocracy" when the heading is the "Middle East," should be repro
grammed, so that we will modestly and quietly assert our own 
belief in these values. 

I was impressed by President Ozal's statement about democracy 
in Iraq. I think this, in itself, would send a very strong, new signal. 

are planning to impose democracy here orIt wouldn't be that we 
there and this is how you are going to do it, and you will have to 
have voting machines of this color and so on. But it's simply to qui
etly reassert that as a value for ourselves and our own modest 
hopes. 

I think this would be highly significant. And, as for the people 
who don't like it-too bad. 

As for the instabilities it would cause, let's see how it plays out 
in Tunisia and in Algeria, where we have had the experiments con
ducted so far. 

Yes, at this particular time, a time of terrific crisis, it led to mass 
demonstrations in Algeria. The fact is that they could demonstrate, 
so they demonstrated. Who did they demonstrate for? They didn't 

for the Al-Saud's and the Americans. They demondemonstrate 
strated for Saddam. 

But what did that lead to? Did it lead to violence and overthrow? 
It led to what demonstrations here lead to. The demonstrations are 
a substitute for violence. 

And so, I think we should not be impressed by the arguments of 
those who say there will be demonstrations. Of course there will be 
demonstrations if they are allowed. 

The experiment has not been a negative one in North Africa 
from my point of view. 

Mr. OBEY. Thank you. 
Mr. HUNTER. Mr. Chairman, to second what has been said, I 

don't think there is a choice. In my judgment, the legitimacy of re
gimes will be increasingly challenged by mass politics, some of 
which could have at least short-term consequences that we don't 
like, as Mr. Indyk has already said. Many people in this country 
worry about pressing human rights and democracy when they look 
at what happened when the Shah fell. 

I would argue that we left it too long before we started exerting 
to reform, and the chance of a successfulpressure on the Shah 


transition was lost by the time we woke up to what was happening.
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Secondly, if we want to have a viable policy in the Middle Eastin the post-Cold War era, we need to play fair with the Americanpeople and with American ideals. We did fence off that region forso long because of that three letter word, "oil," and in some wayswe are paying the price for it right now.It would be unseemly of us as a nation, after seeing the validation of the principles that we helped invent in Eastern Europe inLatin America-where there are now more democracies than everbefore in history-to be faint-hearted in regard to this particularregion of the world.
We got into a habit during the Cold War of making compromiseson human rights and democracy because of the enormous issues ofavoiding a nuclear war with the Soviet Union, because of the competitions that went on in the name of trying to contain the Soviets.But we don't face that dilemma now. Mr. Chairman, I admire theleadership that you and others have shown in saying, "Let's getour ship of state back on the course where our ideals help to guide

it."
Mr. INDYK. I would just second what everybody else has said inthis regard. Obviously we have to be true to ourselves. It would bea major mistake to try to deny that in this region, not just becauseit would be going against our own values, but also because peoplein the region expect us, the rulers as well as the ruled, expect us tobe romotin democracy.
You may have discovered in your trips to the Gulf how preemptively defensive they are on the question of democracy. They havetheir talking points out before you even mention the word.So they understand it. They are already adjusting to what theyexpect to be our pressure. It is simply our presence there whichbrings that pressure, automatically.

So, again, it is not something that we can avoid.What I was trying to suggest in my brief opening remarks was tofocus, as Professor Mylroie has suggested, on Iraq. We have a
chance there of promoting democracy.
In Kuwait, it is going to happen. The Emir owes the opposition
for their refusal to play SaQdam's game. The fact that no Kuwaitiwas piapared to stand up and form a puppet government for theIraqis in the first couple of weeks of the invasion was very important in terms of the relationship between ruler and ruled in thatcountry.
And so, th, rg is no question that the Kuwaitis are going to haveto liberalize their system of government, and that will have animpact on all the other Gulf Arab states, inevitably, just becausethey live in the same neighborhood.
The problem is that anti-democratic forces benefit most from thedemocratic changes in the first instance, in the short term. Islamicfundamentalists are not Jeffersonian democrats. They are verypragmatic in seeking to exploit the opportunity to establish their

position of power.
Therefore, we have to find a way in the process of promoting democracy to help those governments that are friendly to us to meetbhe needs of their people, so that the fundamentalists and opibion groups don't have a breeding ground for their kind of poltics.

lat is, n - - -
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But the reason that Islamic fundamentalism is on the rise in a 
lot of these places, I think, is precisely because of the failure of re
gimes over a prolonged period of time to meet the needs of their 
people. That is the real source of instability. 

To the extent that it is possible for them in the wake of this visit 
to do something about more effectively meeting the needs of the 
people, I think that then democracy is not necessarily as destabiliz
ing over time, as we might think. 

Mr. OBEY. Thank you. 
Mr. Murphy. 
Mr. MURPHY. It is a very small region geographically, Mr. Chair

man, but I think a very diverse one. As we talk now about helping 
the Iraqis on the road to democracy, let's bear that diversity in 
mind and keep a little humble and modest in our aspirations as to 
how much we are going to transfer of our ways to that region. 

It is a fact. We have never pushed the Gulf regimes, publicly or 
privately, to democratize. We have heard them, as Martin was 
saying, discuss their Majlis system, the openness of communication 
between ruler and ruled. It does work in many instances. 

One of the favored arguments for advocating democracy is that 
you will never get economic development without political liberal

oneization. That does not really apply in the Gulf States. That's 
mark of the diversity. They have spent heavily on their social serv
ices, on education, and they do not have, in our sense of the word, 
"democracy." 

Just what do we want to accomplish? Is it one man/one vote? 
How do you apply that in the United Arab Emirates, when only 20 
percent of the people are native citizens of that state? Are we push
ing for Sri Lankan and Filipino rights to vote, to become citizens? 

I just mention these; there are many other examples. It is not 
and cannot be one, massive push from the United States to encour
age democracy. We have to be realistic and I think a little bit 
humble about examining the different conditions in those individ
ual countries, while staying true to our value that certainly the 
more people who participate in the decisions of their government, 
the better. 

Mr. OBEY. Thank you. 
Mr. McHugh. 

AID TO JORDAN 

Mr. MCHUGH. Thank you, Mr. Chairman. 
I would like to express my thanks to all of our witnesses today 

for giving us the benefit of their observations and experiences. It 
has been very helpful. 

In the limited time available, I would like to address a couple of 
the specific aid questions which our subcommittee is likely to be 
faced with. One of them relates to Jordan. 

Our friend and colleague, Mr. Smith, I think yesterday expressed 
the skepticism about providing aid to Jordan effectively. This case 
is going to be made when we take up our bill. 

Obviously, after 30 years of assistance in one form or another to 
Jordan, we were disappointed when King Hussein took the position 
so publicly that he did in support of Iraq. We all re-ognize his deli



161
 
cacy politically because of the large Palestinian population, and werecognize, as well, that ultimately we are going to have to makethis judgment based on U.S. interests in the region and not uponour personal pique at what the King has said.

So I would like to give you an opportunity briefly, if you would,to recommend to us what we should do here when, inevitably, anamendment is offered which would strike assistance to Jordan.
Should we adopt such an amendment? Should we adopt it with

conditions? Or should we reject it?
Mr. HuNTER. I think, Congressman, that you have put the dilemma very neatly, that King Hussein of Jordan certainly did not earnplaudits in this country for what he did, particularly at a timewhen young American men and women have their lives at stake.But, by contrast, in my judgment there is a continuing Americaninterest in the viability of Jordan. Whether that is an interest inthe viability of the current government is another question.
Throughout this crisis, before the war, I personally worried aboutthe survival of King Hussein because I saw him to be the ArchdukeFerdinand, and, if he went under, the chances of a Palestinian-Bed

ouin civil war were about 75 to 80 percent.
If that happened, the chances of Israel's being dragged in, something that Saddam Hussein did not achieve, even with his SCUD

attacks, would also have been quite high.
Now, in the fullness of time, if there is a Palestinian state on theEast Bank of the Jordan, it might, depending on how it comesabout, help prompte stability in the region. But we don't have that 

right now.
Not to be exculpatory for the king, but part of the reason for hisbehavior was that the Saudis had cut off his water, by which I mean they had cut off his oil. He himself, of course, had revived hisancestral claims to the holy places in Saudi Arabia. He had beencalling himself the "Shariff Hussein," which was his grandfather'stitle. But I found it unfortunate that, during this crisis, when we saw Jordan take a position which we did not like, but were it wasstill instrumental, to our purposes, we did not prevail upon SaudiArabia to ive Jordan an alternative to relying upon Iraq. It was a

"Catch 22' for King Hussein.
I'm not advising you on how to vote on this-but I would preferthat assistance to Jordan come from within the region, and that, as
 we put together a relationship with the Saudis and others for the
future, this will be something that is high on the agenda. This is
because if we cannot work on these problems with countries likeSaudi Arabia, we will be able to work on other problems, such as

its relationship with Israel.

Second, I hope your vote does not come before the administration
develops a relationship with Jordan and a process which will, atthe very least, clarify where the Jordanians plan to be in thefuture and, at best, will bring them around to a situation where your decsion will to be easy. I don't think that the Congress of theUnited States should be forced to do the administration's work for 

it.
Mr. INDYK. If I could just make a few comments first about whyJordan matters to the United States and try to put it into perspec
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tive, Jordan is not a vital interest of the United States. It is too 
weak and our interests can be protected without Jordan. 

But, having said this, Jordan is strategically located and can 
affect our interests in two respects. First of all, Jordan is the weak 
buffer state between three more powerful neighbors: Syria, Iraq, 
though a weakened Iraq, and Israel. Instability in Jordan can have 
the effect of dragging these larger powers into conflict. 

This is on the issue of instability.
On the question of stability, a stable Jordan is important to us as 

an anchor for any kind of settlement that we wou want to pro
mote between Israel and the Arabs, and the Palestinians in par
ticular. As you are very much aware, Jordan shares the longest 
border with Israel. It shares Israel's dilemma, demographic dilem
ma, in that it has a Palestinian population much larger, than 
Israel has, under its control. Perhaps two- thirds of the Jordanian 
population is Palestinian. 

Then demographic and geographic factors mean that Jordan will 
be very important in any kind of settlement to stabilize that ar
rangement. Any weak Jordan that would allow a new Iraq, let's 
say down the road, to position forces on the East Bank would 
create a major problem for Israeli security, and any security ar
rangements involving the West Bank will also have to include the 
East Bank. 

A stable Jordan in that regard is important to the U.S. 
This is why we are in this strange position, where the king has 

taken 'a stance which is unhelpful, which is critical of our efforts, 
but where we have tried to be as tolerant as possible out of the 
belief that the alternative to the king would be far worse for those 
interested in stability. 

His strategy of survival, I think it is understood that that is what 
he was basically pursuing here. He was riding the tiger. But I 
would have to agree with those who say that he went further than 
was necessary in that regard. Some of the ways in which he criti
cized us and our efforts were, I thought, in some respects egregious.
His brother did not go to the same extent-when he came here. 

I think there was an alternative. 
So, on the one hand we have the principle of wanting to preserve 

the king for reasons of stability. But in the wake of this war, it 
competes with the other principle, which is we don't want to 
reward those who sided with our enemy. That is an important prin
ciple, too, a principle which I believe should certainly apply in the 
case of the PLO. So why shouldn't it apply in the case of Jordan? 

I think, therefore, we come to the kind of middle road that you 
suggested, and that is conditional aid. 

Now, of course, conditioning aid, particularly in the Middle East, 
is a very problematic thing. I would suggest that the condition not 
be a formal condition. It should be conditioned on his behavior now 
that Saddam Hussein is being defeated. 

I don't know whether you have the luxury of time to observe 
this, but I would say, let's wait and see. If the king is interested in 
moving back in the wake of this crisis, then we should not slam the 
door in his face. 

That is where I would agree with my colleague, Bob Hunter. If 
what you're talking about is $55 million, that really is not much, 
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compared to Jordan's desperate economic straits. It helps, but it inot going to make that much difference.What the Saudis do will make a great deal of difference. The,are much angrier than even Congressman Smith with the kingperformance. They feel very personally that his behavior has beeiperfidious. Some of them will even say they prefer a hostile Palestinian state than a perfidious king.We have tried, I believe, to persuade the Saudis to be forthcoming with the Jordanians, and we have failed in the midst of th 
war.

So I think that, in the first instance, it's up to the king. If hcshows a willingness to adopt a different kind of behavior, the kindof behavior that we have seen in the past, at least in terms of beinga pro-Western source of stability in the region who has articulateda policy of peace with Israel, although he has never been preparedto follow through on it, but if he is prepared to move back in thatdirection, I think we then should be prepared to say okay, we'll bemagnanimous in victory.
But it is really going to depend on him first.

Mr. MCHUGH. Thank you.
Mr. MURPHY. That brings up part of our earlier discussion, Congressman, on democracy. What the king has said publicly since thestart of the invasion is that he saw himself as speaking for and articulating some of the views of his people.He has been criticized for not being more the leader of his peoplein enunciating Jordanian stands. But he said I was encourageddemocratize thip kingdom over the last several years by Washing-

to 
ton and a number of other capitals. There was an election in November of 1989; out of that election came 32 fundamentalists, outof I think a body of 90-plus. He has a 60 percent Palestinian population, probably getting closer to 70 percent these days. Both thosegroups were very ardently supportive of Saddam Hussein.Public opinion creates pressures on the king, obviously. The election was not faulted by any observer, as far as I know, as to thefairness of the election. So a third or about a third came out on thefundamentalist side.Why fundamentalists supported Saddain is a puzzle. I still don'tunderstand it myself. He is the most secular of Arab leaders. Butmaybe it was opportunistic. They saw him as a winner, or a rising

star.But there are those pressures on the king, or there were thosepressures. Now the strategy has failed. Iraq will not be the one tocounter what the king sees as a worrisome, expansionist threat outof certain Israeli circles. Iraq will not have the economic ties withJordan that it had. Iraq is rather heavily in debt to Jordan, curiously, as a result of trade during the war.But I would say if we are going to encourage and keep encouraging the Saudis to have another look at Jordan, I would urge thatwe do put our own money down, because that is one way to encourage them that we think there is a future there. I think the kingcertainly is interested in playing a role in the peace process if wecan help get that resrted.I don't think there is any question.Mr. M HuGH. Thank you. 
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.Let me, if I may, Mr. Chairman, ask one other question and then 
give Mr. Smith some time. 

AID TO ISRAEL 

A second issue we are going to be facing, if not immediately, 
then certainly down the road, is a request or an amendment, at 
least, to help Israel. 

There are two areas beyond the continuing assistance we provide 
to Israel which will be issues. The first, and perhaps more immedi
ate one, is to provide some assistance to help Israel with some of 
the costs it incurred as a result of the current conflict. I think 
there was a story yesterday indicating that a request was made of 
our government for approximately $1 billion to help Israel pay 
some of the costs of this alert that they were under. Of course, we 
were very grateful to Israel for its restraint, which was difficult for 
them to do. 

That is one question. But I think the more difficult one perhaps 
ultimately will be in assisting Israel with housing guarantees and 
perhaps more broadly economic development assistance related to 
the enormous influx of Soviet Jews into Israeli society. This is 
something, of course, which we encouraged for many years and 
pressed the Soviets quite hard on. 

We are all grateful and delighted that that flow is significant 
now, and it does pose an enormous economic burden to Israel. 

At the same time, there will be objections raised at some level 
about the settlement policy in Israel in the context of whatever 
prospects there might be for a political settlement between Israel 
and the Palestinians and between Israel and their Arab neighbors 
more generally. 

What should the position of the Congress be with respect to any 
request we may receive or any amendment that may be offered to 
provide significant assistance, perhaps in the form of guarantees, 
to Israel to help them with this influx of refugees in the context of 
the political issues which all of you in one sense or another have 
touched upon, relating to the stability of this regi.mn and specifical
ly with regard to Israel and Palestinian issues? I say this specifical
ly relating to the question of settlements. 

Mr. INDYK. Well, I think in terms of the costs of the current con
flict, it is important to bear in mind that Israel, unlike many of the 
other front line states-and Israel became a front line state by 
virtue - 7the Iraqi missile attacks-srael, unlike those states, has 
not :eceived any help from any other quarter, including the United 
States. There is a major issue of debt forgiveness for Egypt. The 
Europeans have paid some money to Syria, to Egypt, to Turkey, 
some effort at some money to Jordan as well. 

Israel is now getting some support from the Europeans. They 
have recognized the need there. The Germans are leading the way 
in that regard, and I think it is somewhere around $160 million 
from the Germazi, and perhaps $200 million, though I'm not sure 
of the figure, from the European Community. So they have ac
knowledged that Israel has that need. 

I believe that the administration has also. The question really is 
how to do it and not whether to do it, because of the damage in
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flicted by the SCUD missiles, the costs of maintaining a very highstate of alert.So I would just say, recognizing that it is very difficult to do, Ithink that it definitely is something that is necessary to do in thatregard, if only from the point of view of equity, leaving aside ourlong-standing commitments to Israel.
On the absorption guarantees, I think you make 
a very important point that has to be borne in mind. The Congress was veryactive in pressuring the Soviet Union to open the gates to SovietJewish emigration. It is fair to say that, had it not been for thatactivity, the gates probably would nt. have been opened. Therefore,I think it is reasonable for the Congress to want to be involved inthe humanitarian effort of settling them, not just in this countrybut obviously in Lsrael, where the vast majority of them are going.We are talking here not about huge amounts of money, althoughwe don't know exactly what the amount is. But the Israeli Government has taken the attitude that it will have to borrow on theinternational capital market to settle these people, and, therefore,it is a question of loan guarantees.And so, I think that has to be borne in mind when we look atthat. It is not that much money.The question about settlements is a legitimate one, but it alsohas to be kept in perspective. Number one, there is an understanding now, negotiated between the Secretary of State and ForeignMinister Levy, which I think provides the basis for the initial $400million in housing loan guarantees, and I believe that will establishprinciples that should satisfy the Congress as far as the question ofthis money not going to settlements.Soviet Jews do not want to settle in the territories. To the extentthat they are settling there, it is because either there is a lack ofhousing, partly as a result of our holding up tbe $400 million loanguarantee, partly because a few of them may have settled there inthe first place and they go where their families are. But the numbers are very small, less than 1 percent, I believe. Therefore, Ithink one has to keep it in perspective.There is the thorny problem of Jerusalem. I shudder to raise theword because of its implications. But there the T-raeli Governmentand the Israeli people are agreed, there is no division in Israel onthis issue. Jerusalem is seen as the united capital of Israel. Housing in Jerusalem, in the Jerusalem municipality, is regarded as entirely legitimate because of the very strong commitment to Jerusalem as the united capital of Israel.
So, if you want to try to restrict housing going up in Jerusalem,and you have been there, so you have seen where the housing hasbeen going up since the very early days of July, 1967, it is too late
now, I think, to try to exercise control 
on that. And I would saythat it is counterproductive to even think of trying. After all, canone really imagine any kind of settlement in which Israel were togive up Jerusalem. I just don't think that is realistic.Mr. HUNTER. I concur with what Martin said. I think, given whatIsrael has done in this war, that should be recognized-not just theSCUD attacks, as he says, but in its having to maintain a militaryin a high state of readiness, which was critical not just for defense,but also to reassure the Israeli public of this fundamental break 
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that they have made with their security doctrine. This was instru
mental in keepig this war contained and helping us to prosecute 
it in the way we did. 

By contrast, let me say a few words about the settlement activi
ty. 

Again, I think that this issue should not just devolve upon the 
Senate and House of Representatives. It has to be addressed by the 
administration. Under circumstances in which it is prepared to 
prosecute Arab-Israeli peacemaking-which, regrettably, the last 
administration did not do for seven of its eight years-it is then 
perfectly legitimate to present concerns about settlements and to 
talk about and work with Israel, about the issue. The burden 
should not be placed on the absence of a peace process, in a politi
cal vacuum, to decide up or down on a particular item. 

So the administration, I think, has to take the lead on that. Oth
erwise, I agree with everything Martin said. 

Mr. MURPHY. The figure $35 billion was mentioned earlier in the 
hearing. Is that purely guarantees? 

Mr. INDYK. No, that's the cost of absorption. That's not what's 
being proposed. 

Mr. McHUGH. The figure that we have heard, and there is no 
formal request, has been $10 billion in guarantees over 5 years. 

Mr. OBEY. Let me add a procedural point here. 
If Mr. McHugh would yield-and I won't take this out of your 

time or out of Mr. Smith s-the issue, in my view, is not vhether 
Israel ought to get assistance. The question is how, through what 
process, and when. 

With respect to the costs associated with Israel's war effort, the 
question we really face is should the Congress appropriate money 
for Israel absent an administration request or ought we move in 
concert with the administration on the policy. To me that is the 
issue. 

The issue with respect to housing is whether, again, we ought to 
move with the administration in concert, after they have had an 
opportunity to put together their plans, or whether we ought to 
take away the administration's ability to participate by making a 
unilateral decision in this committee, before the administration has 
had an opportunity to put together its approach, both on these spe
cific questions and its approach in the region. 

So that's r ally the issue that we face. 
Mr. Muriiy. Well, personally, I would hope it would be done in 

full coi ,ultation with the administration. I m still wearing some 
old stripes on that. [General laughter] 

It was said earlier in the hearing, I think in your own comments, 
Mr. Chairman, in leading off, that we had done an enormous thing, 
action, in support of the Arab states in this war, and that they 
should not feel that we owed them something in a sense. I don't 
mean to be pejorative about this, but it is also true that we did an 
enormous service to Israel in this war in eliminating the Iraqi stra
tegic threat. So as to how much are we owed by anybody, I think 
we have to ask the same question about Israel as well as the Arabs. 

On the Soviet Jewry matter, it is absolutely true. Between the 
Congress and the administration-and I don't know whether you'll 
want to claim more credit than you will give to the administra
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tion-I think both have tried extremely hard over the years, overthe decades, to get the doors open to Soviet Jewry. Before we hitour upper limits on immigration-and I think it reached 70,000Soviet Jews last year-we were absorbing nine out of ten of thosewho were able to get out of the Soviet Union. When the floodgatesopened, and thank heaven they did, it was judged that we couldnot absorb nine out of ten of those that were coming.I would hope that we would, and from the conversations with theadministration, it would be possible to encourage another look atlimits in our own absorption of Soviet Jews, because I have noreason to assume that their desires to come here have changed.The principle of freedom of choice I would hope could be observed.But it is far less than nine out of ten that are able to come today,or are able to get to other countries. 
Mr. McHUGH. Thank you.
Thank you, Mr. Chairman. 
Mr. OBEY. Mr. Smith.Mr. SMiTH of Florida. Thank you, Mr. Chairman.Firstly, I would like to submit for the record a statement andsome accompanying documents which I think are relevant for creating a record, at least from this Member's point of view of whatthe post-war will look like and where we have arrived from whencewe started a number of years ago. So I would ask unanimous consent to put them in the record.Mr. OBEY. The Chair will review them for submission.[The prepared statement of Congressman Smith of Florida follows:] 
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STATEMENT
 
CONGRESSMAN LAWRENCE J. SMITH
 

SUBCOMMITTEE ON FOREIGN OPERATIONS
 
FEBRUARY 27, 1991
 

I AM HOPEFUL, BY NOW, THAT THE BUSH ADMINISTRATION HAS GIVEN 

CONSIDERABLE THOUGHT TO POST-WAR PERSIAN. GULF, SECURITY 

ARRANGEMENTS AND AN EFFECTIVE MEANS BY WHICH TOl."SECURE U.S.: 

INTERESTS IN THE REGION. IN THE SHORT-TERM, DISARMING THE IRAQI 

MILITARY AND REBUILDING KUWAIT WILL 'BE THE OVERRIDING 

CONSIDERATIONS. HOWEVER, WHAT WE DO NOW TO BUILD AN. EQUITABLE, 

AND STABLE POLITICAL ENVIRONMENT IN THE REGION WILL ALSO BE 

CRUCIAL TO ACHIEVING U.S. INTERESTS IN THE LONG-TERM.: 

THE BUSH ADMINISTRATION AND THE AMERICAN PUBLIC HAVE MANY.LESSONS 

TO LEARN FROM THIS CONFLICT. ONE OF THE KEY MESSAGES WE GET 

FROM THIS CRISIS IS WHO STOOD WITH US AND WHO DID NOT. IN-FACT, 

IT WOULD BE INSTRUCTIVE TO KEEP 'A( "SCORECARD" DETAILING THIS 

INFORMATION. POSSIBLY THE BIGGEST DISAPPOINTMENT HAS BEEN THE 

BEHAVIOR OF KING HUSSEIN OF JORDAN. AFTER 38 YEARS OF U.S. 

ASSISTANCE AND SUPPORT, JORDAN VERY WELL COULD BE THE LARGEST 

AIDER AND ABETTER OF SADDAM HUSSEIN. I BELIEVE THE 

ADMINISTRATION SHOULD GIVE CAREFUL CONSIDERATION TO A FUNDAMENTAL 

REEVALUATION OF OUR RELATIONS WITH JORDAN. OUR OWN BUDGET 

CONSTRAINTS ARE MUCH TOO SEVERE -TO CONTINUE TO AID THE 

GOVERNMENT OF A COUNTRY THAT CAME TO THE ASSISTANCE OF OUR ENEMY. 

1. 
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FURTHERMORE, I AM PARTICULARLY ANXIOUS TO SEE THE ADMINISTRATION 
FINALLY PUT TO REST THE ILLUSION THAT THERE IS A PLACE AT THE 
MIDDLE EAST PEACE TABLE FOR THE PLO. BESIDES THE POLITICAL 
SUPPORT YASSIR ARAFAT HAS LENT TO THE IRAQI REGIME, PLO FIGHTERS 
HAVE BEEN DEPLOYED ON THE FRONT LINES IN KUWAIT AGAINST-AMERICAN
 
AND COALITION FORCES. 
 IT IS UNFORTUNATE THAT LESS THAN TWO YEARS
 
AGO, THE BUSH ADMINISTRATION UNDERTOOK A POLICY OF GROOMING THE 
PLO AS A PARTY FOR PEACE NEGOTIATIONS. 
AT THAT TIME, MANY OF US
 
VIGOROUSLY ARGUED THAT THE ISPLO NOTHING LESS THAN A TERRORIST 
ORGANIZATION WHOSE INTERESTS ARE IRRECONCILABLE WITH THOSE OF 
CIVILIZED NATIONS. CLEARLY, THERE IS WIDER SUPPORT FOR THIS VIEW
 

AS A RESULT OF THIS WAR.
 

ISRAEL, ONCE HASAGAIN, PROVED IT IS THE UNITED STATES! MOST. 
DEPENDABLE ALLY IN THE MIDDLE EAST. THE GOVERNMENT OF ISRAEL: 
SHOULD BE COMMENDED FOR ITS FORTITUDE IN SUPPORTING U.S. WAR
 
OBJECTIVES EVEN IN MOST
THE DIFFICULT OF CIRCUMSTANCES. ISRAEL
 
HAS BEEN THE TARGET OF 37 SCUD MISSILE ATTACKS AND, YET,: AT THE 
REQUEST OF THE UNITED STATES, HAS STAYED OUT OF THE GULF WAR IN 
AN OFFENSIVE MODE. ON OTHERTHE HAND, ONLY KUWAIT CAN CLAIM 
GREATER SUFFERING FROM IRAQI AGGRESSION,THAN ISRAEL. 
 THIS IS A
 
CRITICAL POINT: ALL VICTIMS OF IRAQI .AGGRESSION,: INCLUDING 
ISRAEL, ARE PARTICIPANTS IN THIS WAR. 
 ,
 

I WANT TO RECOMMEND TO THE ADMINISTRATION, IN THE STRONGEST 
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POSSIBLE TERMS, TO TAKE ADVANTAGE OF THE GOODWILL WE HAVE BUILT 

UP WITH OUR AM ALLIES, TO URGE SAUDI ARABIA A DKUWAIT, IN 

PARTICULAR, TO RECOGNIZE ISRAEL. THERE CAN BE NO SATISFACTORY 

SOLUTION TO OTHER REGIONAL PROBLEMS UNTIL ALL OF: ISRAEL'S 

NEIGHBORS PUBLICLY AND UNEQUIVOCALLY ACCEPT ISRAEL'S RIGHT TO 

EXIST IN PEACE. 

WHILE I WAS GLAD TO SEE THE PARTICIPATION OF THE' SYRIANS IN THE 

COALITION, I WANT TO CAUTION THE ADMINISTRATION NOT TO MAKE THE 

SAME MISTAKE WE MADE WITH THE IRAQI DICTATOR IN THE EARLY 1950'S. 

ASSAD IS A BRUTAL DICTATOR FROM THE SAME SCHOOL OF RADICAL ARAB 

POLITICS THAT GRADUATED SADDAM HUSSEIN. 

ON A MORE GLOBAL SCALE, WE NEED TO EXAMINE THE PARTICIPATION OF 

OTHER INDUSTRIALIZED STATES IN THE COALITION. I AM JUST A LITTLE
 

TIRED, MR. CHAIRMAN, OF THIS EXCUSE WE ARE GETTING FROM SOME OF 

OUR ALLIES THAT THEIR PLEDGED CONTRIBUTIONS ARE "IN THE MAIL." I 

DON'T NEED TO REMIND ANYONE IN THIS BODY THAT PLEDGES OF SUPPORT 

ARE WORTH ONLY THE PAPER THEY ARE WRITTEN ON. IT WOULD BE AN 

UNDERSTATEMENT TO SAY THAT I HAVE BEEN DISAPPOINTED BY JAPAN'S 

,mCoPt IN OPERATION DESERT STORM. FRANKLY,ARTICIPATION 
I DON'T 

UNDERSTAND THE LACK OF ENTHUSIASM IN JAPAN FOR THE ALLIED EFFORT 

BUT I'M WILLING TO PREDICT THAT THEIR LACK OF SUPPORT IS GOING TO 

BE TRANSLATED INTO A LACK OF ENTHUSIASM IN THIS BODY FOR THE 

EASING OF TRADE RESTRICTIONS ON JAPANESE GOODS.
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I HAVE ALSO BEEN SORELY DISAPPOINTED By THE RESPONSE TO THIS 
CRISIS OF GERMANY AND BRAZIL. ALTHOUGH I COMMEND THE GERMANs FOR 
THEIR PLEDGES OF MONETARY SUPPORT, THESE TWO COUNTRIES HAVE 
PLAYED A SUBSTANTIAL IN ROLE IN ARMING SADDAM HUSSEIN. 
THESE TWO 
COUNTRIES, IN THEIR EXPORT POLICY, MUST LEARN TO STRIKE A MORE 
REASONABLE BALANCE BETWEEN INTERNATIONAL SECURITY CONCERNS AND 
THE PURE PROFIT MOTIVE.
 

DUAL-USE APPLICATIONS. MORE 

FINALLY, AT HOME, I WANT TO URGE PRESIDENT BUSH AND SECRETARY 
BAKER TO GO FURTHER BACK THAN AUGUST 2, 1990 TO REVIEW EVENTS 
THAT LED UP TO THIS WAR. WE CLEARLY NEED TO REFORM OUR EXPORT 
CONTROL LAWS ON PRODUCTS THAT HAVE 

THAN THAT WE NEED TO REEVALUATE OUR OWN ARMS SALES POLICY. 
WEAPONS SALES TO UNSTABLE REGIMES 
INEVITABLY COME BACK TO HAUNT 
US. SELLING WEAPONS TO COUNTRIES THAT HAVE NEITHER THE 
TECHNICAL CAPACITY NOR THE MANPOWER TO TAKE ADVANTAGE OF THOSE 
SYSTEMS IS BOTH WASTEFUL AND DANGEROUS TO OUR OWN INTERESTS. 

AM CONVINCED, HOWEVER, THAT AS MUCH AS WE DO TO CONTROL THE 
UNNECESSARY EXPORT OF ARMS, WE WILL MAKE VERY LITTLE PROGRESS 
UNTIL WE MANAGE TO GENERATE SOME INTERNATIONAL ONCOOPERATION 
CONTROLLING SALES OF CONVENTIONAL ARMS.
 

THESE ARE THE CHALLENGES AND OPPORTUNITIES FACING THE BUSH 
ADMINISTRATION IN THE WAKE OF THIS CRISIS. I WANT TO REITERATE
 
WHAT I SAID YESTERDAY WHEN 
I,WARNED THE 
PRESI.DENT TO NOT GET
 
CARRIED AWAY WITH THE EUPHORIA OF .MLITARYVICTORY. VICTORIES IN
 

I 



THE FIELD OF DIPLOMACY ARE JUST AS DIFFICULT TOWIN AND REQUIRE 

THE SAME KIND OF ORGANIZATION AND COMMITMENT THE ADMINISTRATION 

HAS JUST DISPLAYED IN THE PERSIAN, GUL. THE CHALLENGE OF 

OPERATION DESERT STORM HAS JUST BEGUN. 
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Mr. Smim of Florida. Now, let me just say with reference to thequestion of Jordan, before I begin my questions, Mr. Chairman, Iam not as mad at Jordan, using Mr. Indyk's comment, as I am saddened and frustrated, quite honestly. I am saddened becauseJordan failed us at a time which was very difficult for this country,being at war, and frustrated because I to thatwanted believeJordan would not do exactly what I knew it would do which was toside with Saddam Hussein.For Mr. McHugh, let me say that it is 38 years worth of aid.I am saddened because for 38 years we have been trying to helpJordan create stability, create an economy that would operate forthe benefit of the people of' Jordan, and create a friendship. I'msaddened because in those 38 years, even if some of the money wasviewed as a bribe to be Western-oriented, the reality is that it hasnot worked.I also understand the exigencies of his situation and understandwhy the King did what he did. But it seem3 as though 38 years ofU. support did not count for much. That seems to be the problemI have with Jordan.

I do not believe that the King's continued existence will be detrimental to U.S. interests. I have a problem, however, if we learn nolessons whatsoever from what the past 38 years, just with referenceto Jordan alone, would have taught us. That is what I want tojump off into, the matter of lessons vis-a-vis the post-war.First of all, I would like to hear the comments from all of you orany of you who choose to comment about the role of the SovietUnion in the post-war era, given the role that it played just recently. It seems fairly obvious to me that Gorbachev is not only playinga role as a leader of a major super power, but also is catering to adomestic problem that he has with the military-seeking to gainmore control because his domestic agenda is losing significant favorwith the average man on the street.Of course, it is rather disingenuous for Gorbachev to call for thecontinued existence of Saddam Hussein when he will not allow the
existence of a popularly 
 elected leadership in any of the threeBaltic republics. But be that as it may, if, in fact, the Soviet Unionis so equivocal at this moment in terms of complete dedication toperestroika or glasnost, why should we believe that the Soviet
Union will not resume its former role in selling arms to the region?
Why should we believe that the whole history of the Soviet Union
has been completely washed away?
Secretary Cheney at one point said all of the progress and all ofthe newfound freedoms were irreversible. We found out that this isnot exactly the case. Apparently, they are not all completely irreversible.
I would like to hear from all of you about how you view theSoviet Union vis-a-vis Iraq. It was Iraq's principal patron, Iraq'sprincipal arms supplier, a significant market both ways for Iraq.Also, how do you view the possibility of the Soviet Union renewingits relationship with Syria? After all, we seem to believe, at leastdiplomatically, that Syria emerged in a slightly dilfferent frame ofmind after it was cut off by the Soviets back in late 1988/early1989. Should we believe that the Syrians and/or the Soviets would 
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not want to renew that relationship prior to any possibility of the 
United States pushing Syria for direct negotiations with Israel? 

ARMS SALES AND THE SOVIETS 

I happen to think that history teaches us many lessons, most of 
which we disregard. But at least for historical purposes and the 
purposes of the record, we should discuss the fact that history plays 
a very controlling part in what will happen in the future. In our 

euphoria over the fact that we have won, we should not disregard 
the fact that we have had this feeling in the Middle East now 
many times. It is like a bad marriage that goes for counseling 
every 30 or 40 years. The same holds true for the Soviet Union. 

we expect the Soviet Union to refrain from patronizing IraqCan 

and Syria and not to sell weapons into the region?
 

I might add, Mr. Chairman, that I know the Javits list is classi
fied, but we all know that there is such a list in existence. Well, I 

can tell you, having seen the list, it isn't going to be all that easy 
from selling arms into theto dissuade a whole bunch of people 

region. It is a long list, a long one, for the coming year. 
That is my first question. 
Mr. HUNTER. Should I take a stab at it? 
You have put your finger on something, Congressman, that is 

vital to us. In fact, I think what happens between the old inter-
German frontier and Vladivostok is immensely more important to 
our future than what is happening in the Middle East. 

We have seen a fundamental transformation in the Soviet 
Union, especially in what it has been prepared to do in Central and 
Eastern Europe. Much of our applause for what has happened has 
related to the internal transformations-glasnost and perestroika
in the hope that these are generating a change in society so funda
mental that Soviet foreign policy will change. 

movement in the Soviet Union-and thatNow, the reactionary 
may be a mild word for what is happening-has to give us pause 
about where that society may be going and what our hopes will be. 

In the recent crisis, we have to consider a couple of factions. I 
don't think there is any question that the Soviet Union would like 
to have significant influence in the middle east after the war is 
over. Whether it can have the influence it had in the past is doubt
ful, given its economic circumstances, but the Soviets have been 
playing the Great Game. 

Mr. Primakov is an able statesman in regard to the Middle East, 
and he is a strong supporter of Soviet interests. He has certainly 
not been following a design made in the United States. This is a 
tough guy to reckon with. 

But the fundamental factor that overshadowed that Soviet inter
est began on the fourth of August, I guess it was, when Mr. Baker 
showed up in Moscow and got the pledge of Mr. Shevardnadze in 
regard to the role in the crisis. This point was reinforced at Helsin
ki when President Bush met President Gorbachev. 

If we think back only two years: the idea that the Soviets would 
be standing by while we pick to pieces their client state-as they 

degree in practice to U.N. resolutionsadhere formally and to a 
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which they could have vetoed-why, this is nothing short of an historic miracle.

In my judgment, the Soviets are not doing this for free, for nothing. They are doing it because there is a major, strategic bargain,that was sealed at Malta in December, 1989. In exchange for themost massive strategic retreat in all of peacetime history, theSoviet Union was granted access to the global economy. That is theoverriding perspective of Gorbachev and of anyone who might succeed him-namely, how do you restructure that economy? You canonly do that if you can deal with the West.Now there has been a problem in this current conflict, and thisis one of the things we have to wait and see. You have put yourfinger precisely on a couple of touchstones. Will they start rearming? What role will they play? We will be able to watch that pretty
clearly.

The idea of an American expeditionary force of half a millionpeople and 2,000 modern, Western aircraft only 500 miles from theSoviet frontier has played into the hands of those military leaderswho were already humiliated by the collapse of their position inCentral Europe. The Soviet army has gone from being the secondmost formidable military force on earth to being on the dole andcombing through garbage cans in Germany.Mr. SMITH of Florida. Excuse me, Mr. Hunter, but didn't theyalso basically equip and train the Iraqi Army and have suffered,therefore, a second, significant humiliation? 

U.S.-SOVIET COMPETITION
 
Mr. HUNTER. 
 Yes. They led the arming of Iraq. In this war wehave seen a competition between American arms, and Soviet arms,and theirs lost. The hu niliation of Soviet arms and doctrine andtraining is part of what is happening as the Soviet military lookson. It leads many experts to reevaluate what might have happenedin Central Europe had there been a conflict.
So the Soviet humiliation is complete.
We will have to see after the war whether the Soviet Union will
lean in the direction of playing the Great Game assiduously at the
risk of losing access to the global economy. Which way will they
come out?

We will have to see the reaction in this country to what happens
in the Baltic States, as we see the erosion of progress toward
reform in the Soviet Union. In Western Europe and Japan-especially in Germany-there will be a strong compulsion to continueproductive relations with the Soviet Union. That may not be true,here, and serious divisions are possible across the Atlantic.These matters you are raising are of a deep,nature, believe consequentialI dwarfing the Middle East situation, but fromwhich we will be able to see a certain number of signs in the nearfuture, one of which will be whether Jewish emigration to Israel

continues.
Mr. INDYK. I would say that the lesson here is an old one, not anew one: that in all the years, basically since the Second WorldWar, of our relationship with the Soviet Union in the Middle East,there have always been elements of competition for influence and 
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elements of cooperation. For the most part, the elements of compe-.i: 
tition have dominated the relationship between the two super 
powers in the Middle East. 

As Bob Hunter has suggested, the cooperation during this crisis 
was unprecedented in its scope. 

But the urge to compete is still very much there, and it has some 
powerful advocates now in Moscow. I think that is where we have 
seen it manifest itself in this kind of end-game. 

I was on an international television program with the former 
Soviet spokesman Gennady Gerasimov yesterday, and he was ex
tremely candid on this subject. He said we, the Soviet Union, are in 
a no-lose situation. Through our efforts to broker a ceasefire, we 
have demonstrated to the Arab world that we are interested in 
peace, and what they will remember is that we sought peace, even 
if we failed, and that it was the United States who killed Arabs. 
That will be the lesson of this war, he argued. 

Now I think he is wrong about that. But it is clearly their calcu
lation. It is a competitive calculation, very candidly expressed. 

And so, again, I would back Bob in saying that we have to wait 
and see. But I would not be too worried about this. 

First of all, the Soviet Union is playing a very weak hand in the 
Middle East, not just because the image of the Soviet Union as a 
super power has declined so dramatically; not just, as you have 
pointed out, that their weapons have been defeated yet again; but 
also because the Arab world, the way that they perceive the Soviet 
Union, is very much as Saddam Hussein expressed it before this 
war, and that is that there is only one super power left and that is 
the United States. This war has demonstrated to them the truth of 
that proposition far more lastingly than anything else could have 
done. 

So I don't see the Arabs rushing to the Soviet Union in this case. 
They are going to be much more interested in currying favor with 
Us. 

But there is the potential there, if you want to put it in dramatic 
terms, of a Soviet led bloc that would include Syria-

Mr. SMITH of Florida. Yemen. 
Mr. INDYK [continuing]. A post-Saddam Iraq, Iran-after all, the 

Soviet Union is engaged in the military buildup of Iran's armed 
forces at this very moment-and, as you suggested, Yemen. 

It looks formidable on paper. But I would not be alarmist about 
it. I really think, if it is going to come to competition, that we have 
far more advantage on our side than the Soviet Union does. And 
the Soviet Union, for precisely the reasons that Bob Hunter has 
suggested, has a great deal of interest in cooperating with us. It is 
not a straight zero-sum game anymore. 

If they fail to cooperate with us, we can be very polite about it, 
as the President was. But in the end, we don't have to be too wor
ried because, as we saw when the President rejected the Soviet 
effort with due appreciation, the Soviet Union sided with us and 
not with Saddam. 
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I think the bottom line is that they would rather be with us tha

against us, even in the Middle East.
If you want to cooperate in these post-war arrangements-arm

control, peace process-you are welcome at the table. But there ino free ride here. You have to do things that are constructive, ncdestructive. I think that has been our policy in the past and whave every reason to believe that we can be successful with tha
with the Soviet Union in the future.

Mr. MURPHY. I would just add two brief comments.
The suspicion on the part of people like, Chief of Staff, MoiseyeNthat we are there in order to create, to achieve this long-standinCENTCOM ambition to create an American base in Saudi Arabiais about to be disproven, even in the eyes of a very hard-nose4 

Soviet general.
I think it is also important to keep in mind that, as far armnsales, it is my understanding that the Soviets made the first initiative on this just about a year ago with us. We did not start it. Thej

did. They pitched it.
They are going to be at the table one way or the other, positivel3or negatively. They are a Middle East power. I think one of thfchanges in our attitude, which has been useful to us in the last fevi years, is to acknowledge that they are a Middle Eastern power anthey have to show their hand to be a constructive hand, as Martinis saying. But they are going to be there. They are going to be aplayer, and we should not start by assuming it is sinister that theyare going to be playing for Soviet interests. They have national in.terests in the Middle East which are not entirely congruent withours. But so far so good. Certainly the voting record was extraordi

nary in the period of last fall. 
Ms. MYLROIE. I would just like to underscore three points madeby the other members of the people giving testimony.
The Soviet Union is going to be weaker for this in the MiddleEast, not only as the question of the American arms versus theSoviet arms, the PATRIOTS versus the SCUDS, but also their di

plomacy proved ineffective. 
The second point is the Soviets, for whatever their motives, triedto save Saddam's regime. That essentially is what they were doing.I don't think that that is going to necessarily do them well withthe governments in the Middle East, because Saudi Arabia,Turkey, Egypt and Syria to some extent all want to see Saddam go.Now the Soviets have been in the process of cultivating good relations with the Saudis partly for money. The Saudis are going tosee that you can't really trust these guys. That is going to reinforcethat inclination of theirs. So there may be aspects in which that

Soviet move to save Saddam backfires.
But at the end of the day, it was not a high enough priority forthem and they went along with the United States.
As for the Syrians, they also are going to take a lesson, one morelesson, about the limits of what the Soviets can do for you.
Mr. SMrrH of Florida. Thank you. 
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U.S. MILITARY PRESENCE 

Mr. Chairman, I know you probably want to leave, but I just 
want to ask a question which will involve just a little bit of specu
lation on the part of all of the panelists. 

Let me just say in advance that I agree with Mr. McHugh in the 
way he described the possibilities of aid to Israel. Mr. Chairman, I 
agree that if this could be done in concert with the administration, 
it would be much better for everyone concerned because of all of 
the questions and ramifications arising out of this. There is no 
question about that. 

There has been a lot of speculation in the last few weeks about 
the role of the United States post-war, in terms of the on-the
ground forces that will be necessary to remain in the region ala 
NATO, ala Korea, et cetera. [General laughter.] 

BRINGING U.S. TROOPS HOME 

Mr. SMIH of Florida. I would like you to ask the panelists about 
what they think the United States may hav to do before we could 
see all of our troops coming home and what you envision as to the 
possibility of a real Arab alliance force put together with diverse 
countries like Syria, Saudi Arabia, Egypt, Morocco, et cetera, and 
some Gulf GCC states actually being militarily capable of enforcing 
whatever peace arrangements there are in the region. 

Mr. HUNTER. Let me just start with a couple of comments. 
I think the President was wise to make his first comment about 

the post-war region to say that he wants to bring American troops 
home as soon as possible. On every ground that makes sense. 

Mr. SMiTH of Florida. Yes. But then, yesterday, the administra
tion used the term "phased transitional" something or other, in
vented obviously out of the State Department. 

Mr. HUNTER. Let me tell you what could happen, which I suspect 
is what you are getting at, Congressman. 

Let's say that we complete the surrounding of the Republican 
Guards and destroy them, but Iraq does not stop the war. We are 
in Iraq, but Saddam Hussein is still prosecuting the war to the 
extent he can, daring us to come after him in Baghdad and we 
don't want to. Under those circumstances, it becomes very hard to 
disengage. 

Second, I don't make much book for the survival of the Egyptian
Syrian-Saudi peacekeeping arrangement that was put together in 
Cairo. This is not a natural alliance. 

Martin has said that it would be great if it worked. I think it 
would be. Let's try to iaake it work. But I don't think it will. 

In the final analysis, the large3t regional power has been serious
ly reduced in its military capability beginning with what we did in 
the air campaign, which I call "sanctions by other means" or "ac
celerated sanctions." This campaign systematically picked apart ev
erything we could get our hands on from the air that would help 
Iraq put a new military force together. 

That leads me to conclude that the real issues will not be about 
containing a regional rogue elephant-as with the Soviet Union for 
40 years-but about how the local countries put their politics to
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gether so that the chances of having to send troops again by anybody go way down.r. IDYK. I would say, in terms of your first question about howquickly it can be done, that it's relatively quickly.What do I mean by that? I would say it is a kind of 6 to 12month timeframe, but hopefully in a 6 month timeframe.
There is one problem 
 here and that refers back to EdwardLuttwak's point about Iran. Iran will be the dominant power in theregion, and Iran wants us out of there. We have announced, I thinkcorrectly, that we want to be out of there. But our leverage withIran in terms of coming to terms with Iran-I would not say to accommodate her, but coming to terms with Iran-depends on ourpresence there. When we exit, we lose our leverage. Our leverage iswhile we are there. We need to use that time while our troops arethere to try to get some understandings with the Iranians about security arrangements with the Gulf Statespresent a threat to the Gulf States. 

so that they won't 
That may be easier said than done. But I think that is the concept. While the troops are there, we should use them to good effe',I am less pessimistic than Bob is about the Egyptians certainly. ithink that the Egyptians have adjusted to the idea, which is not anew idea for the Egyptians, by the way, of beingPeninsula, and that a two on the Arabiandivision Egyptian presence, mostly inKuwait and perhaps in Saudi Arabia, under an Arab League and3erhaps a U.N. umbrella, is something that will be very useful forielping to secure the region. It will be very useful for Egypt beause there will be aid from the Gulf Arabs to compensate Egyptbr this expense at a time when we are much less able to meet theusual demands of the Egyptian economy. Therefore, I think that isthe kind of role that we should be looking at, with an Arab League-U.N. kind of presence in Kuwait, a residual Americanthat provides presencea kind of tripwire, prepositioning,has suggested, for Dick Murphyour use, and a 

as 
low profile presence in SaudiArabia.Interestingly, the Saudis have suggested privately that 50,000 to60,000 troops would not be so bad, provided that it is dispersed ontraining missions and other kinds of things. I am not sure that we
would need anything like that number.
Mr. SmiTH of Florida. Is that to protect them from without
from within? or
 

Mr. INDYK. Both. [General laughter.]
Mr. INDYK. One should not forget the tremendous symbolic powerof a squadron of F-15s after this war. So a naval and air presencecan do a great deal to maintain our influence and stabilize the security of the region, provided that we have the means to get backin there quickly.Mr. MURPHY. I would think we need time, and I don't know howlong that is going to be, to make a solid assessment of the extent towhich Iraqi power remains.The television coverage of this hit, that kill, this tank gone, Idon't know what it all adds up to. I gather it took a year's assessment after the Second War to get a solid view of what actualdamage had been done. 



180
 

So some time will be needed-presumably months-to see the 
limits of Iraqi power, in which time there may well be a change of 
regime in Iraq. We cannot predict that. 

Just as an aside, I think admirals are supposed to know about 
Marines, by the way. 

Mr. SMrrH of Florida. Yes. That's why I said "Army" afterwards. 
Mr. MURPHY. Yes, you did. So, he was within his brief, then. 
I don't know whether the Saudis will want 60,000. It would not 

be just to protect themselves from Congressional pressure, I'm 
sure. 

Mr. SMrrH of Florida. Prince Bandar does not feel there is any 
problem anymore with Congressional pressure. 

Mr. MURPHY. But I think they would prefer a Muslim Arab force, 
and the most logical one, as Martin has said, would be the Egyp
tians in a perhaps quasi-permanent status. They are supplementing 
GCC forces, including the Saudis. 

It isn't just Iran that wants us out. I think the image of contin
ued Westein presence on the ground, a very visible dependence 
upon the United States, is not sought by any of the countries, with 
the possible exception of Kuwait at this moment of crisis. But I be
lieve they would be satisfied with a U.N. peacekeeping force. 

Ms. MYLROIE. There is a question which precedes the question of 
regional security, the outcome of the war. I just wanted to raise the 
prospect, which is unclear, whether the U.S., as a result of Saddan 
Hussein's unwillingness to reach a ceasefire, or surrender agree
ment, would end up in possession of some large part of Southern 
Iraq. I think that would set the stage for the unraveling of what
ever successes have been achieved. I want to caution against a pro
longed occupation of Southern Iraq. In that case, it is almost better 
to do the job quickly and reach Baghdad and get out again quickly. 

There is a scenario which is similar to Israel's occupation c.f Le 
anon in 1982, and it does not work in the long run. 

Mr. SMITH of Florida. Thank yc 
Thank you, Mr. Chairman. 
Mr. OBEY. Thank you. 
I have just one last question. 

OCCUPIED TERRITORIES 

We have talked a lot about King Hussein's, to be kind, "ill ad
vised" statements. We have also seen some other ill advised state
ments from time to time. I guess if Hussein can make them, other 
people can, too. 

Mr. Shamir made one statement yesterday which I think I would 
make in the same circumstances were I he, at least until the dust 
settled and I knew what the realities were. He said that the occu
pied lands would not be given up, period. 

I don't know whether that is exactly what he said. I don't know 
to what extent that is simply boiler plate, as any Israeli prime min
ister would be likely to provide until he saw what his real possibili
ties were.But let us assume for the moment that, in fact, that statement 
represented the final position on the part of the Israeli Govern
ment. Let's take it at face value for the moment. 
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I ask this in concurrence with another question because therare a number of people who say well, after all, it was not the Paletinian issue which caused the United StatesEast, and that is to be in the Middl,certainly correct. So, therefore, we car. backburner that issue and deal with other issues, and the Palestiniaissue can be dealt with at another time.I happen fundamentally to disagree with that. But, nonetheless a lot of people make the argument.Let me ask you this. If we did take that statement at full valuewhat would that mean in the wake of these events, if there wer(not to be any land for peace agreement reached some time dowrthe line with all of the concurrent security arrangements, recogni.tion by the Arab world, et cetera, what would it mean in your judg.ment for a democratic Israel? What would the economic and mili.tary costs be for Israel, and what might they come looking to theUnited States for to address those additional costs? What would thehuman rights situation be and what would that do to U.S. publicopinion and public support for Israel long-term?How would it impact the situation in the region? How would itimpact our ability to knit together what we would like to seehappen in the Middle East? If there were to be no movement onthe Golan Heights, no movement on the West Bank and no movement on Gaza, why would that be bad?Mr. INDYK. Well, to answer you in five seconds or less-Mr. OBEY. Oh, no. Take whatever time you want.Mr. TNDYK. I think that if the premise of your question is correct, then the implication of the rest of your question is serious.This is to say a prolonged stalemate would not be good for Israel'sfuture in all the respects that you suggest-its relationship withthe United States, its relationship with its neighbors, its relationships with the Palestinians, with whom it has to find a way to coexist.

But I do not accept the premise of your question. Let me suggestwhy. There are a number of reasons.First of all, what the prime minister says to his associates behindclosed doors which then leaks is always very hard line. What wehave seen is that the practice of the Prime Minister is somethingother than his rhetoric.
So, for instance, the famous "a big Israel for a big immigration"in practice resulted in an agreement on his part to restrict, to a'verely limit activity in the territories, so as to insure that he could
absorb the Soviet Jews inside the 1967 
 borders plus Jerusalem.That is the essence of the issue here. It is ideological commitmentto "Judea and Samaria" versus the pragmatic requirements of governing a state which faces tremendous problems.I think the war has highlighted the kind of difficult and dangerous enemy that Israel faces both without and within. But, on theother hand, I think that it has also, as I suggested in my openingstatement, provided an opportunity for Israel that I don't believethis government is going to miss. They are very much aware thatthey are behind the eight ball, that if they don't take an initiative,an initiative that they will find far less desirable will be forcedupon them. And, therefore, they have expressed an interest in negotiating with Syria. Indeed from the very beginning of this gov
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ernment, long before the war, they sought to negotiate with Syria. 
And, increasingly, they talk about settlement and negotiation with 
the Palestinians. 

Again, one has to weigh statements up, weigh actions up, and 
see. We will have to judge them by their actions afterwards. 

But I can say that the Defense Minister is very much focused on 
the idea of municipal elections. The Foreign Minister has similarly 
advocated that. And there are a number of other Likud ministers 
who support the idea because of their sense, their understanding 
now, after three years of the intifada, that the Palestinian problem 
is not going to go away. The Likud has an Achilles Heel in its argu
ment that all of the land of Israel belongs to Isreal, which is what 
do you do about the Palestinians, the people on the lane? 

There are some on the right in Israel who argue that the answer 
is to get rid of them. But the Prime Minister has made strong 
statements in that regard rejecting that notion of transfer. 

So the alternative that has been koshered by the rabbi, Mena
chem Begin, is an interim arrangement for autonomy as a first 
step toward a subsequent negotiation on the final status of the ter
ritories. 

It is that combination of some kind of move to allow the Palestin
ians to elect representatives in the territories at this moment, 
when the Palestinian leadership is discredited and in disarray, to 
elect a leadership that can negotiate with Israel for an interim ar
rangement, combined with the possibility of a negotiation with 
Syria, within the framework of an Arab state willingness to recog 
nize and accept Israel, that I think holds promise here. 

So I would just say in this regard that the import of what you 
have to say is very well taken. There is a gloomy future for an 
Israel not prepared to make peace. But I believe that this govern
ment, like governments before it, will be prepared to make peace, 
provided that there is a partner on the other side. 

Mr. MURPHY. I would just go back, Mr. Chairmnan, to the com
ment I made at the beginning, reminding that in the post-war 1967, 
we did not get very far because the Arabs closed the door at Khar
toum. But that had been preceded by the statement of Levi Eshkol 
that every inch of that land would go back in return for peace. No 
Israeli prime minister has ever said that since. 

Time is an enemy to a settlement. I think personally a settle
ment is going to have to have a territorial component, and I hope 
that Martin's view is accurate, that behind the rhetoric there is a 
readiness to move, to probe, to explore all possible ways to get to 
peace. But it does not help to have that coming out in public. These 
statements always have a way of leaking out. 

We should not be surprised as we talk, and as Congressman 
Smith I think mentioned about getting to direct bilateral negotia
tions, that some old habits die slowly in terms of Syrian attitudes. I 
think there is a chance for moving on that side of the line toward 
negotiations. But don't be surprised if there is still an insistence on 
some kind of framework, international framework, for the negotia
tions. 

Mr. OBrY. Thank you all very much. 
I appreciate your time. 
[The following information was submitted for the record by Con

gressman Smith of Florida:] 
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THE SAME OLD SYRIA 

(By John 8. Lang, Managing Editor) 
Litisa larin ironyofGeo eBush'sGulfpolicythat, before raising his fists againsSad usen he_wrape a.Lmradely arm around Hlafz Al-Asau.. co

Bath Assad and Hussein have similar records as plotters ofterrorism, as repressoreof their own people, as regional bullies with designs on the lands of weaker neighbors.Assad's occupation of Lebanon, though slower and not as complete, is just as bloody asHussein's seizure of Kuwait.How is it then that the U.S. president could liken one to Hitler and embrace theother as his ally in Operation Desert Shield?That is one of the conundrums of politics in the Middle East that divided theAmerican public on the merits of going to war in the Gulf.Ifstanding up to aggression were cause enough for war, why didn't the U.S. activelyoppose Saddam Hussein's invasion of Iran back in 1980? (On the contrary, the U.S.quietly supp lid Iraq with arms in that conflict.) Why not force Israel back out of theWest Bank? Why not rally against the Soviet Union s half.century occupation of theBaltic states? And why not fight Syria's ongoing takeover of Lebanon?To see one such action as international outlawry that must be fought, and not theothers, further confused Americans asked to wage a war on moral grounds.It is a double vision-pragmatic, say Bush's supporters; cynical, say his critics-thatmay misdirect the U.S. down dangerous paths ahead. Especially with Hafez Assad atthe American elbow.Over the years, the hard hand of Syria's Assad has been seen in scores of terroristoperations-aimed at other Arab regimes, at Israel and at the U.S. 
as well.
The West's intelligence agencies have ample evidence that Syria operates terroristcamps within its own borders, in Lebanon and throughout Europe. They are staffed byBa'th party members and Syrian security personnel, who recruit additional manpower from among Syrian students at universities abroad. The network is controlled bythe Syrian embassies, which allow terrorists to pass as diplomats and use diplomaticpouches for the transfer of arms. Seeing itself as guardian of the "legitimate rights ofthe Palestinians," Syria was the first Arab state bordering Israel to offer Palestinianterrorists a sanctuary.Syria backed its own puppets in the PLO, notably Alimad Jibril's Popular Frontfor the Liberation of Palestine-General Command, blamed for the explosion aboardPan Am 103 in December 1988, which killed 270 people.Syria has been involved in mass murder of civilians for the past decade. Examples: In February 1982, the Syrian Army massacred residents of Hama, more than10,000 of them, according to Amnesty International; agents linked to Assad bombedthe U.S. Marine base, the U.S. embassy in Beirut and the U.S. embassy in Kuwaitin 1983; Bashir Gemayel, president-elect of Lebanon, was assassinated in 1983; andbombing attempts were made on El Al aircraft in London and Spain in 1986.Terrorist groups are tools of government policy inside Syria,Arab nations. Turkey, Western as well as in otherEurope and the United States. Syria has provided
support to groups that follow general guidelines formulated by Syrian intellience.
s .groupsinclude 
Nizar inawi. Syria 

Abu Nidal, the Lebanese Armed Revolutionary Faction andhas at its disposal the 4,500 strong Palestinian LiberationArmy (PLA) in Syria and Lebanon, which has some Syrian officers.
To date, little public attention has been focused on Syria's involvement in narcoterrorism. Syria is deeply involved in the cultivation, production and distribution of
illegal narcotics, including heroin and hashish. According 
to American sources, the
Syrian government funds some of its terrorist activities primarily with money generated by drug traffickirg.
In 1989, the U.S. Drug Enforcement Agency estimated Syria's profits from drug
trafficking at about $1 billion. The Syrian-controlled 
 Beka'a Valley in Lebanon is amajor source of hashish and opium. Intelligence sources reported that Syrian Armytrucks and naval vessels are used routinely for the transportation of drugs from the
Beka'a to exit points along the Turkish border and Syrian ports.
Rifant Assad, Syria's vice-president and minister 
of the interior, and younger
brother of President Assad, is the most prominent official involved in drug trafficking.
According to law enforcement officers, there are numerous connections betweenRifaat Assad's operations, the Sicilian Mafia and the Colombian Medellin drug cartel.American narcotics agents estimate
distributed in the U.S. 

as much as 20 percent of the heroin illegallycomes 
sponsored by Syria in Lebonan 

from the Beka'a Valley. Mlny of the terrorist groupsor headquartered in Damasccs derive much of theirincome from drug trafficking.With Syria a port of the alliance in the Gulf, the U.S.ness to could .est Assad's willingcooperate in strong propaganda campaigns that incite terrorism against civilians; obtaining the release of hostages in areas under Syrian control; stopping the 
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cultivation and distribution of illegal narcotics; closing down terrorist bases in Syria 
and Lebanon, and arresting and prosecuting terrorist leaders. 

'hat Assad could become an invaluable ally in combating terrorism is an intrigu
the figure ofing prospect. The question is whether he really will. Or will he use 

George Bash at his side to shadow his own designs for terror? And will George Bush 
learn that a friend in need is a foe indeed? 

[From the Washington Times, Feb. 17,1091] 

DANGERous LIAISONS WrrH DErs8os 

In 1941, after Adolf Hitler invaded the Soviet Union, Winston Churchill was 
asked to account for his own suddenly benign attitude toward Josef Stalin. "I have 
only one purpose," he replied, "the destruction of Hitler, and my life is much sim
plified thereby. If Hitler invaded Hell, I would make at least a favorable reference 
to the Devil in the House of Commons." 

Churchill had no choice. Great Britain was engaged in a battle for her very life, 
and every other interest had to be sacrificed to that over-riding goal. 

But President Bush is not, thank God, in such desperate straits. The question 
then presents itaelf: Why is he behaving as if he were? 

On Feb. 7, The New York Times ran a story recounting one of the hidden costs of 
the international coalition against Saddam Hussein. 

According to sources, two or three well-placed Western agents who had infiltrated 
a terrorist orgar ;zation in Syria were unmasked and executed last fall. Their discov
ery, a closely held secret until how, followed hard on the heels of the meeting be
tween Secretary of State James A. Baker and President Hafez Assad of Syria. 

The story alleges that when Mr. Baker met with Mr. Assad in September 1990, he 
denounced Syria's role in sponsoring terrorism, apparently citing chapter and verse. 
The intelligence people had warned the secretary against compromising "sources 
aud methods," with the emphasis on sources, but Mr. Baker apparently plunged 
ahead. 

The Syrian government, according to the Times, passed along the American infor
mation to the terrorists, who were then able to deduce who the informers were and 
shoot them. (It is highly doubtful whether the agents, who worked either for the 
Israeli Mossad or for the United States, were able to die without first enduring tor
ture.) 

I asked a former military intelligence official if he could imagine a Secretary of 
State committing such a deadly faux pas. "Sometimes senior government officials 
are no. very astute about the kinds of intelligence they may be revealing in what 
they say," he told me. "And Americans are always hopeful people, believing that 
others will change their ways." 

Agents like those who had infiltrated the terror netwo.rk in Syria take years to 
establish, but minutes to lose. Their worth can be measured in innocent lives spared 
from terrorist attacks. 

Assuming the New York Times story is true, it's difficult to imagine what Mr. 
Baker thought he was gaining by his overly frank discussion with Mr. Assad. Was it 
meant to flatter Mr. Assad with the assumption that he was ignorant of terrorist 
activities? (Inconceivable.) Was it meant to embarrass him? (Why bother?) Or was it 
the willingness to believe, characteristic of this administration, that despotic re
gimes are on the path to reform? In the name of preserving the international coali
tion against Iraq, this administration has soft-pedaled its response to the Soviet 
crackdown in the Baltic States. Also in the name of the coalition, we have permitted 
Syria to swallow Lebanon. And now it seems that we mr.y have witlessly blown the 
cover of key agents. 

President Bush deserves full credit for not succumbing to appeasement in the face 
of overt aggression-as a majority of the Democratic Party would have done. Yet his 
secretaij of state seems slow to get the message. It was only one year ago that Mr. 
Baker rebuked the Voice of America for including Iraq among countries denounced 
for their use of secret police. And it has still not been established whether Ambassa
dor April Glaspie was acting on instructions from Mr. Baker when she assured 
Saddam that the United States had no interest in Iraq's border dispute with 
Kuwait. 

Even meeting with Syria's president, and thus granting him a certain moral stat
ure, was a mistake. Syria wanted a part in this action for her own, mostly pecuni
ary, reasons. We should have accepted here cooperation-from afar-and urged 
Syria to mass troops on her own border with Iraq, thus creating a second front. We 
are not fortress England fighting for survival. We can afford to be choosy about our 
friends. 

And besides, as much as we may try to sanitize a despot, they don't polish so 
easily. Saddam should have taught us that. 

http:netwo.rk
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Following PLO Chairman Yasir Arafat'e pledges at a Decembe
1988 Geneva press conference to recognize 
Israel, accept
Resolutions 242 and 338 and renounce terrorism, the United State 
t 

initiated a dialogue with the PLO. At the time, the U.S. stipulate
that Arafat was responsible for the terror operations of all PLO
affiliated factions, and would be expected to publicly condemn suc
activities and discipline those responsible for them.
 
Since the initiation of the dialogue, terrcor activities on th
part of the 
PLO have continued. These have consiste 
 of cross
border attacks from Lebanon and Jordan directed at Israeli civilia
centers, firebombs 
and Molotov cocktails directed at 
Israel
citizens, and violence against fellow Palestinians. Arafat and th
PLO leadership have refused to denounce such activities, much lesi
discipline those responsible for them.
 

Concerned 
 about continued PLO-sponsored violence, U.S,Senators Connie Mack (R-FL) and Joseph Lieberman (D-CT) sponsor*(legislation requiring the Administration toadherence to Arafat's December 1988 
report on the PLO's

commitments. In February 1990,the PLO Compliance Act was signed into law as part of the State
Department Authorization Act.
 
Despite evidence of continuing PLO involvement in violence
directed at civilians, the State Department concluded in its first
report submitted to Congress in March 1990 that the PLO has adhered
to its December 1988 commitment to renounce terrorism.
 
The State Department report is flawed on many counts.
other things, it Among
excuses PLO acts of violence because they were not
formally authorized by the PLO Executive Committee; it cites PLO
compliance with the political program passed at the November 1988
hIgiers Palestine National Council meeting but fails 
to mention
that the Algiers program was not considered sufficient by the U.S.
to initiate a dialogue with the PLO; it is selective in its list
Df PLO rhetoric, omitting 
numerous 
statements 
which contradict
krafat's Geneva pledges; it acknowledges that PLO leaders have not
lenounced PLO violence but overlooks that this was a condition for
,ontinued dialogue; it fails to recognize that "armed struggle" has
Long been a code word for 
terror operations; it ignores thelatah-sponsored grenade attacks 12 

)ecember 14, against Israeli 'vilians since1988 and additional PLO-sponsored cross-border attacksind it omits evidence of PLO involvement in the execution of fellow'alestinians. 

The following analysis attempts to address the manydeficiencies in the State Department report by documenting repeated
PLO violations 
of Arafat's December 1988 
pledge to renounce
terrorism. It clearly demonstrates that the PLO is still continuing
Its decades-old campaign of terror and violence.
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iU. Background
 

At his news conference in Geneva on December 14, 1988, 
Palestine Liberation Organization Chairman Yasir Arafat made a 
number of statements which were read to mean a willingness on the
 

part of the PLO to move away from its long-standing policy of the
 
rejection of the State of Israel. In response, the United States
 

that the PLO had met the three Americangovernment announced 
conditions for the initiation of a U.S.-PLO dialogue: Recognition
 
of the State of Israel, acceptance of Resolutions 242 and 338, and
 
renunciation of terrorism. On December 16, U.S. Ambassador Robert
 
Pelletreau, Jr. began formal talks with a PLO delegation in Tunis.
 

was
At the time, President Reagan indicated that the PLO 

expected to translate its verbal commitments into meaningful
 
actions: "The Palestine Liberation Organization must live up to its
 

it must that
statements. In particular, demonstrate its
 
renunciation of terrorism is pervasive and permanent." (New York
 
Times, 12/15/88)
 

Also at that time, Ambassador Thomas Pickering outlined a set
 
of guidelines for the dialogue which included the provisions that
 
"no American Administration can sustain the dialogue if terrorism 
continues by the PLO or any of its factions" and "in the event of 
a terrorist action by any element of the PLO or one or more of its 
members - we expect that you not only condemn this action publicly
 
but also discipline those responsible for it,at least by expelling
 
them from the PLO."
 

U.S. Ambassador for Counterterrorism L. Paul Bremer reiterated
 
the American position: "Our interpretation is that he spoke as
 
chairman of the PLO Executive Committee.. .he made certain
 
commitments on behalf of the PLO, not just on behalf of parts of
 
it, or the parts that he controls, or the parts that he wants to
 
have identified with it... If members of the PLO, or groups in the
 
PLO, now conduct acts of terrorism, we expect him not only to
 
publicly denounce that, distance himself publicly from that, but
 
also to discipline these people, at least by expelling them from
 
the PLO." (Washington Post, 12/17/88)
 

State Department spokesman Charles Redman reaffirmed the
 
guidelines in March 1989: "When the PLO renounced terrorism last
 
December, we assumed Mr. Arafat spoke in the name of the PLO's
 
executive committee and its constituent groups, and that the PLO
 
could exercise control over these constituent groups." (New York
 
Times, 3/4/89)
 

Despite these conditions for continued U.S. talks, the PLO has
 
continued to engage in violent activity directed at Israeli
 
civilians, and has persisted in its inflammatory thetoric
 
challenging the state of Israel's right to exist in security. In
 

to its long-standing
particular, the PLO has continued affirm 
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doctrine of "armed struggle." Yasir Arafat's faction, Fatah, has
been linked to terror activities directed a;inst Israeli and
Palestinian civilians. 
Other PLO factions ar responsible for the
many cross-border attacks launche1 from the lebanese and Jordanian
borders. Arafat has refused to publicly deT,ounce and disassociate
himself from these attacks.
 

Despite American policy articulated inDecember 1988 regarding
Arafat's responsibility for the activities of the entire PLO,
evidence of continued PLO involvement in terror oporations, and the
American recognition of such evidence, 
the U.S. has refused to
acknowledgo that the 
PLO has violated Arafat's December 1988
pledges. Due to Congressional concern 
about continued PLOsponsored violence, amendmentan
Authorization Bill requiring the 

to the State Department
State Department to regularly
inform Congress 
of the PLO's compliance with Arafat's 1988
commitments was enacted inFebruary 1989. (PL 101-246) On March 19,
1990, the State Department submitted to Congress its first report
finding that, "It is the Administration's position that the PLO has
adhered to its 
 commitment undertaken 
-in 1988 to renounce
terrorism." (State Department Report, March 19, 1990, p.3)
 

The State Department report omits evidence of continued Fatahsponsored violence against civilian targets inside Israel including
grenade attacks and a cross-border infiltration into the Negev. It
mentions mounting Palestinian internecine violence but fails to
assign responsibility to 
the PLO for its involvement in intra-
Palestinian attacks, stating only that 
"This is a new and very
worrisome development and could bolster the influence of radicals."

(Ibid, p.4)
 

The report does acknowledge that factions included under the
PLO umbrella have launched cross-border attacks into Israel. It
further recognizes 
that senior PLO leaders have not publicly
condemned these activities. 
 Yet, the report fails to note thatthese activities contradict the guidelines enunciated by AmbassadorPickering and other U.S. officials requiring Arafat and the PLOleadership to condemn terror operations by constituent PLO factionsand to discipline those responsible. Instead, the State Departmentdownplays such activities on the grounds that, "We have no evidence
that these actions were authorized or approved by the PLO ExecutiveCommittee or Arafat personally." (Ibid, p.3)
 
Thn recent State Department report is not the first instance
in which the Administration has overlooked the guidelines for the
dialogue. On 
several occasions since the 
inititation of the
dialogue, the U.S. has recognized that various PLO factions 
are
opposed to Arafat's December 
1988 sta:eaments
cross-border attacks against Israel. 

and have launched
 
Responding to Congressional
questions about such attacks in July 1989, Assistant Secretary of
State John Kelly said: "The activities that you described happened,
ibsolutely." Kelly, however, denied that they violated American
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'conditiono for the dialogue with the PLO because, "We do not
 
believe that these were the directed operations of the PLO high

command." Mr. Kelly also acknowledged that the PLO had not
 
denounced any of the attacks. (Testimony, Europe and Middle East
 
Subcommittee, House Foreign Affairu Committee, July 12, 1989)
 

Testifying to Congress inMarch 1990, Secretary of State James
 
Baker also acknowledged the deviant activities of various PLO
 
factions without holding Arafat accountable for their actions: "We
 
are satisfied that the commitment that was undertaken, I think it
 
was in December of 1988, has been adhered to, and is being adhered
 
to. We are quite conscious of the fact that Yassir Arafat does not
 
control all elements of the Palestine Liberation Organization and
 
there are some elements that are quite hostile to him that are
 
engaged, from time to time, in terrorist acts. But we do not think
 
and we have not received or seen evidence of complicity or
 
encouragement or acquiescence by him of terrorist activity."

(Testimony, Foreign Operations Subcommittee, House Appropriations

Committee, March 1, 1990)
 

Below is documentation of PLO-sponsored terrorism and
 
inflammatory rhetoric since December 14, 1988 which clearly

demonstrates PLO violations of Arafat's December 1988 commitments. 

III. Composition of the PLO 

The following Palestinian factions participated in the
 
November 1988 Palestine National Council (PNC) meeting in Algiers:

Fatah, Popular Front for the Liberation of Palestine, Democratic
 
Front for the Liberation of Palestine, Palestine Liberation Front,
 
Popular Struggle Front.
 

Popular Front for the Liberation of Palestine (PFLP): Under the 
leadership of George Habash, the PFLP is the second largest faction 
after Fatah. It voted at the 1988 PNC meeting, and has 
representatives on the PLO Executive Committee. The PFLP has been 
opposed to Arafat's Decemer 1988 statements. Most recently, Habash 
called for a meeting o_ the PNC to take a stand on Arafat's
"strategy of compromise." (New York Times, 3/9/90) Speaking from
 
Damascus last April, Habash pledged the continuation of attacks

"across the borders." (Paris Radio Monte Carlo, 4/9/89 in FBIS-

NES, 4/10/89)
 

Democratic Front for the Liberation of Palestine (DFLP): Under the
 
leadership of Nayef Hawatmeh, the DFLP rejoined the PLO umbrlla
 
in 1987, voted at the 1988 PNC meeting, and is represented on the
 
PLO Executive Committee. Yasser Abd al-Rabou, head of the PLO
 
delegation to the talks with the United States, is Deputy
 
Secretary General of the DFLP and a member of the PLO Executive
 
Committee. Referring to the infiltration attempts carried out by

his faction, Hawatmeh declared: "We have recently launched a series
 
of attacks against Israel and we will launch more. Such attacks
 

4 



197
 
are a sacred right for our people." (Reuters, 5/21/89, as reports
by Office of Consulate General of Israel, May 1989)
 
Palestine Liberation 
Front (PLF): PLF
The consists
factions, of thre
two of which are currently urlder the PLO- umbrella an
headed by Abu Abbas, a 
member of the PLO Executive Committee. Yami
Arafat formally united the Abbas faction with the Tal'at Yacu
faction in November 1989. Prior to its formal integration into th
PLO, the Tal'at Yacub faction participated inthe November 1988 PN
meeting and coordinated terror operations with the PLO follovi
Arafat's pledge 
to renounce terrorism. According to 
a Lebanes
press report, Arafat ordered commanders of the PLO in Lebanon no
to claim responsibility for operations against Israel launched fro
southern Lebanon and to coordinate such activities with the PLF so
that announcements of operations can be made under its name. (ash.
Shiraa, 2/12/89, as reported 
by Israeli Ministry of Fore-,
Affairs, February 1989)
 

Popuar Struggle Front (PSF): Under the leadership of Samir Ghosha,
t PSPIis based in Damascus. It partici~ated in the November PNC
meeting and was party to the decisions taken there.
 

IV. PLO Cross-Border Attacks
 

Since Arafat's renunciation of terrorism, there have 
been
numerous cross-border attacks, including infiltration attempts from
the Lebanon border and Katyusha rocket attacks from Lebanon and
Jordan.
 

The PLO has historically considered violence directed against
civilians under the rubric of "armed struggle." Since the first
Fatah terror operation in 1965, the PLO has failed to distinguish
between civilian and military targets in Israel, describing its
assaults on civilians as "military operations." According to the
Palestine National 
Charter -- which remains unamended -- "Armed
struggle is the only way to liberate Palestine and is, therefore,
a strategy and not 
tactics." (Palestine National Charter, 1968,
Article 9)
 

With regard to current PLO cross-border attacks, despite
evidence indicating that the terrorists were on their way to attack
civilian communities in northern Israel, 
PLO spokesmen have
continued to describe these incidents as military operations. PLF
leader Abu Abbas, for example, called these kibbutzim and towns in
northern Israel military targets: "So how can we be asked to stop
fighting... If what is meant is the network of Israeli settlements
in the north of occupied Palestine, everyone knows that these
settlements are military camps and bases. 
That is why we consider
them military targets, with the emphasis that we primarily target
traditional military positions." 
(London, al-Majallah, 3/1-7/89)
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No one in the PLO, including Arafat and his senior aides, has
 
denounced the cross-border attacks into Israel. Most recently,
 
Salah Khalaf, chief deputy to Arafat, when asked by western
 
journalists if the PLO tried to stop the many cross-border attacks
 
since Arafat's December 1988 Geneva pledge to renounce terrorism,
 
replied: "As for the issue of military action on our part, it must
 
be clear that we have not forfeited our right to resort to arms and
 
that we consider this one of the many means by which we can
 
rightfully confront the Israeli occupation." (Foreign Policy,
 
Spring 1990)
 

December 28 1968: Three gunmen from the Palestine Liberation Front
 
(PUF ere ilied by Israeli soldiers while they were cutting a
 
hole in the Israel-Lebanon border fence 500 yards from Kibbutz
 
Manara in northern Israel. (Washington Post, 12/29/88)
 

February 5. 1989: Five gunmen, four from the Popular Front for the
 
Liberation of Palestine (PFLP), and one from the PLF, were killed
 
by Israeli troops inside the security zbne in southern Lebanon.
 
(New York Times, 2/26/89). Maps, leaflets and other material found
 
on the bodies of the terrorists indicated their intention to
 
infiltrate Israel and carry out a terrorist attack. (Tel Aviv IDF
 
Radio, 2/5/89 in FBIS-NES, 2/6/89 and Jerusalem Post, 2/7/89 in
 
FBIS-NES, 2/7/89)
 

Februay 21 1989: Three gunmen from the Democratic Front for the
 
iberat of Palestine (DFLP) were killed by the South Lebanon 

Army in southern Lebanon. Documents found on the terroristo 
indicated their intention to attack the civilian settlement of 
Zarit in northern Israel. (Washington Post, 2/25/89) 

March 2# 1989: Four gunmen from the DFLP were killed by Israeli
 
troops nisuth Lebanon. Documents found on the terrorists
 
indicated their intention to attack Zarit. (New York Times, 3/3/89)
 

March 13t 1989: Three gunmen from the PLF were killed by Israeli
 
troops es than one mile from the Lebanon-Israel border. A
 
statement issued by the PLF claimed that the squad had broached the
 
border fence and gone deep in the direction of Manara, a kibbutz
 
in northern Israel. (Washington Post, 3/13/89)
 

April 8, 1989: Gunmen from the PSF drowned north of the Rosh
 
Nanikra border between Lebanon and Israol when their rubber dinghy
 
was shot and sunk by an Israeli naval patrol vessel. A PSF
 
spokesman claimed responsibility and said the attack had been aimed
 
at an Israeli town. (Paris, Agence France Presse, 4/9/89 in FBIS-

NES, 4/10/89)
 

May 28, 1989: Four gunmen from the PFLP and the PLF were
 
Intercepted by the Israeli army in the security zone, four miles
 
from the northern Israeli city of Hetulla. Two terrorists were
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killed and two were captured. Spokesmen for the two groups claimed
the squad had reached Metulla. (New York Times, 5/29/89)
 
y 28 1989: The PFLP, PLF, and Hezbollah launched two Katyusha
rocket, at tia Israeli city of Metulla which wounded an eight monthold baby. (New York Times, 5/29/89) 

June 4. 1989: Three armed gunmen from the DFLP were killed by the
IDF as theywere cutting the border fence 
near Kibbutz Misgav Am.ton Post, 6/5/89). A DFLP spokesman claimed that the squad
had actually reached Misgav Am. 
(Paris Radio Monte Carlo, 6/5/89
in FBIS-NES, 6/5/89). Following the infiltration attempt, Arafat
was reported to have said in 
a June 6 press conference in Kuwait:
"The PLO Ciaairman praised the participation of Kuwaiti martyr Fawzi
Abd al Rasul al MaJadi in Sunday's commando raid on Israeli targets
in occupied Palestine, saying Fawzi's blood has mixed with that of
the two Palestinian martyrs, who died with him in the operation."
(Gulf News Agency)
 
August 1, 1989: Three armed gunmen from the'PLF were killed by the
South Lebanon Army. Documents found on their bodies indicated their
intention to attack Israeli kibbutzim in the Galilee. (New York

Times, 8/2/89)
 
Auust 7,1989: The PFLP launched from Jordan a Katyusha rocket
aimed at Kibbutz Ma'oz Hayim in Israel's Jordan Valley. (Advisor
on Terrorism, Office of Prime Minister of Israel, December 1989)
 
Au ust 12 1989: & squad the
from DFLP was intercepted two
kilometers from Kibbutz Misgav Am. One terrorist was captured and
admitted that the aim 
was to carry out a massacre in one of
Israel's northern communities. (Consulate General of Israel, New
York, August 1989)

September 6 
1989* The PFLP launched from Jordan a Katyusha rocket
 
aimed at -fbIbTtz iel-Katzir in Israel's Jordan Valley. (Jerusalem

Post, 10/6/89)
 
.December 5 1989: Five 
armed gunmen from Fatah were 
killed by
Israeli troops after they crossed into Israel's Negev desert from
Egypt. According to military sources, the type and quantity of the
weapons they were carrying indicated their intentions to kill as
many Israelis as possible. (Jerusalem Post, 12/6/89 and Washington
Post, 2/21/90)
 

jaajL_ 
 90: Armed gunmen from the DFLP were intercepted in
W- security zone two kilometers from Kibbutz Misgav Am. One
terrorist was captured by the IDF the following day and admitted
that the squad planned to reach and attack Misgav Am. 
 A DFLP
spokesman said the group was on its way to carry out an attack on
the 
northern border. (Jerusalem Domestic Service, 
1/26/90
1/28/90, in FBIS-NES, 1/26/90 and 1/29/90) 
and
 

7
 



200
 

V. Fatah Attacks Within Israel
 

According to the office of the Prime Minister of Israel, as
 
of the end of October 1989, there had been 79 attacks against
 
Israeli civilians carried out by Fatah operatives since December
 
1988. (New York Times, 10/24/89)
 

In July, Israeli security authorities apprehended two Gaza
 
Arabs, members of a local Fatah terror cell, who were responsible
 
for the July 14, 1989 murder of an Israeli construction company
 
owner. (Office of Prime Minister and Jerusalem Post, 7/26/89)
 

Fatah is believed responsible for at least 12 terrorist
 
attacks within Israel's pre-1967 borders since February 1989.
 
Israeli authorities have apprehended three Fatah terror cells
 
responsible for these operations, which involved the use of
 
explosives and Molotov cocktails against civilians and civilian
populated areas. It is believed that the Fatah terrorists were
 
recruited and trained by Fatah operatives in Amman, Jordan. In
 
recent months, Israeli authorities have uncovered Fatah terror
 
cells within Israel's pre-1967 borders as well, including one
 
exposed in July 1989 that they believe to be responsible for
 
firebombing attacks and the murder of Arabs suspected of
 
cooperating with Israel. (Jewish Telegraphic Agency, 7/26/89)
 

February 24, 1989: 	 Molotov cocktail thrown at public bus near
 
Nazareth.
 

March 20, 1989: Explosive device placed at Petach Tikvah bus
 

station near Beilinson Hospital.
 

March 21, 1989: 	 Explosive device detonated at same location.
 

March 23, 1989: 	 Molotov cocktail thrown at civilian car.nar
 
Kfar-Eachoresh in the lower Galilee.
 

March 29, 1989: 	 Hand grenade thrown at public bus near
 
Nazareth.
 

March 31, 1989: 	 Device exploded at entrance to a synagogue near 
Petach Tikvah.
 

April 16,.1989: 	 Explosive device detonated outside an apartment 
building near Bnei Brak. 

April 30, 1989: 	 Explosive device exploded near Ramat Gan
 
diamond exchange.
 

May 15. 1999 	 Explosive device went off at the industrial 
zone near Petach Tikvah.
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may 16, 1989: Explosion' at'Liberty Bell Park in West 
Jerusalem. 

June 5. 1989: Explosive device placed on Tel Aviv street. 

June22, 1989: Jewish cemetery caretaker assaulted and
 
critically wounded in Rosh HaAyin.
 

(Source: Report preparel by advisor on terrorism to the Primw
 
Minister of Israel
 

VI. PLO Attacks on Fellow Palestinians
 

Palestinian acts violence
of directed against fellow
Palestinians have assumed 
enormous proportions. As of mid-
December 1989, 161 Palestinians had been executed by fellow
Palestinian militants. (Washington Post, 12/21/89). Uprising
leaders in the territories, senior PLO'o ficials 
in Tunis, and
Chairman 
Arafat himself, have all confirmed that the PLO
headquarters in Tunis give the final decision for the execution of
fellow Palestinians. Palestinians on the West Bank and Gaza have
said that the conclusions of "trials" are sent to Tunis for final

approval. (Los Angeles Times, 5/1/89)
 

Palestinians have been punished for 
a number of "crimes."
These include: meeting 
with Israelis and foreigners who seek
Israeli-Palestinian negotiations; 
cooperating with the Israeli
Civil Administration in the territories; failing to participate in
the violence of the uprising; failing to adhere to uprising strikes

and boycotta.,
 

Chairman Arafat recently declared: "All decisions on the issue
of dealing with collaborators 
must come from the leadership
unanimously...and 
as President of (Palestinej,I have to be
informed. 
They must send me a report on every case.' (Radio Monte
Carlo in U.S. News and World Report, 12/25/89)
 

Top political advisor to Arafat, Bassam Abu Sharif, recently
justified violence 
against fellow Palestinians: "A Palestinian
convicted by his peers of collaboration receives three warnings.
If the warnings are ignored, lethal force is often used because our
people in the occupied territories have no means of incarcerating

traitors." (Newsweek, 2/19/90)
 

Senior deputy to Arafat, Salah Khalaf, explained that: "The
Uprising deals with collaborators with Israel in the most cultured
 manner in the history of revolutions. It allows them to come to
mosques or churches in order to repent. However, lately; some of
those who. have repented have harmed Palestine, so the uprising
dealt with them with severity." (al-Ittihad, 5/11/89 in Daily
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Survey of the Arab Media, Israeli Ministry of Foreign-Affairs$
 

5/18/89)
 

Fatah is believed responsible for at least 21 attacks against
 
March 1989, Israeli security authorities
Palestinians. In 


apprehended two Fatah terror rings responsible for the murder of
 

a hospital patient on suspicion of cooperation with Israel and the 
a Gaza hospital. (Jerusalem Domestic Service,killing of a nurse in 


3/15/89 and 3/16/89 in FBIS-NES, 3/15/89 and 3/16/89)
 

Yasir Arafat's personal military commando unit, Force 17, is
 

to be deeply involved in the "shock committees" which
believed 

force the Palestinian population to participate in the violence of
 

the uprising. On May 15, 1989, the body of an 18 year old man from
 

Gaza was found hanging from a telephone pole. Attached to him was
 

a note which read: "Death sentence carried out against a
 
'Collaborator-Traitor' by his own confession, and according to
 

(New York Jewish Week, 8/4/89).
Force 17 lists. Signed, Force 17." 

Israeli apthorities apprehended
In November and December 1989, 


members of the Fatah-affiliated Black Panthers and PFLP-affiliated
 
Red Eagles, local terror squads responsible for numerous attacks
 
against fellow Palestinians. The Black Panthers were reported to
 

threatened by the PLO for their meetings with Israeli and foreign
 

have killed 
12/3/89) 

16 suspected "collaborators." (Washington Post, 

Leading West Bank Palestinians have been harassed and 

Prior to the visit of British Minister of State William
officials. 

Waldegrave in March 1989, Fatah and the PFLP circulated a letter
 
in Nablus threatening to kill Palestinians who attended such
 
meetings. Also in March, armed members of the PFLP burst into the
 
homes of prominent Palestinians in Nablus warning them that they
 
would be executed if they continued to hold dialogue with Israelis
 
and foreigners. (Washington Times, 3/22/89)
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VII. Appendix: Recent PLO Inflammatory Rhetoric
 

-- Comparing the February 1990 attack on an Israeli bus in Egypt
with Palestinian casualties of the uprising, Arafat asked: "Ifwhat
happened to the Israeli bus was a terrorist act, then what would
 we cal.l the massacres at Rafah?... weren't they an act of terrorism
 
on a state level?" (Arab News, 2/12/90) 

-- In response to the February 1990 bus attack in Egypt, seniorFatah official Salah Khalaf warned of further operations: "If thedeadlock continues 
in the Middle East, several other similar
operations will take place... Israeli extremism will be faced with
another extremism, be it Palestinian, Arab or Islamic. Such
extremism will not be satisfied with mere words to express itself."
(al-Anbaa, Kuwait, as reported in Jerusalem Post, 2/21/90)
 

-- At a press conference in Kuwait, Khalaf stated: "The Middle East peace efforts have reached a stalemate.. .The PLO novi has. noalternative but to escalate armed struggle outside the occupied
territories in support of the uprising." (Jerusalem Post, 1/23/90)
 

-- According to a leading Boston journalist, "I sat with PLOforeign minister Farouk Kaddoumi in Amman the other day and heard
him say that, unlike his boss, he did not accept Israel's right to
exist. 
He said that the two-state solution he envisioned would be
defined by the borders suggested by the United Nations in 1947,
and not the 1967 lines of which Palestinian moderates speak.
Furthermore, Kaddoumi said that 'what we accept today we will not
accept tomorrow..."' (The Boston Globe, 1/19/90)
 

In his December 1989 speech to the Palestinians on the occasion
of the second anniversary of the intifada, Arafat stated: 
"The
land ..
is being remolded within a creative revolutionary furnace,
defying the colonialist executioners and confronting the fascist
Nazi terrorism with its Zionist forces and the herds of
settlers... There will be no solution, stability, or peace before
the achievement of the Palestinian people's national inalienable
rights, headed by the right to repatriation, self-determinatinli,
and the establishment of their independent Palestinian state with
holy Jerusalem as its capital." (Bathdad Voice 
of the PL3, as

reported in FBIS-NES, 12/12/89)
 

--, In January 1990, Arafat and Libyan leader Qaddafi issued a joint
declaration in Tripoli "that the state 
of Israel is one of the
outcomes of World War II and must disappear, just as the Berlin
Wall and other results of that war are disappearing." (Libyan News
Agency, as reported in International Herald Tribune, 1/7/90)
 

Bassam Abu Sharif recently called the immigration of Soviet Jews
to the territories an "act of war." (International Herald Tribune,

2/23/00)
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-- A February leaflet of the Uprising Leadership/PLO instructed: 
"In confronting attempts to settle new Jewish immigrants in our 
Palestinian state, the Unified Leadership of the Uprising calls on
 
the strike forces to increase attacks on settlers and to burn the
 
land under their feet." (The Washington Post, 2/15/90)
 

-- PLO Executive Council member Dr. Assad Abdel Rahman recently 
declared: "This Palestinian state which is established on part of
 
the homeland will be established on all of the homeland.. if even
 
gradually, to cause the disintegration of the Zionist-Jewish
 
framework of the State of Israel..." (ShuunFal!estiniya, Beirut,
 
as reported in JTA Daily News Bulletin, 2/28/90)
 

-- Fatah Central Committee member Rafik al-Natshe stated the 
convergence of goals between the PLO and the militant Islamic 
fundamentalist group HAMAS: "(Hamas says] All of Palestine isours 
and we want to liberate it from the river to the sea at one go. 
But Fatah, which leads the PLO, feels that,a phased plan must be 
pursued. Both sides-agree on the final objective. The difference 
between them is the way there." (alQa!s, 12/26/89, as reported
 
by Israeli Ministry of Foreign Affairs, February 1990)
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JORDAN
Question. Margaret, one more on Jordan. Jordanian officials are saying thatJordan has an exempton on the embargo for the specific purpose of importing fuelfrom Iraq and that this fuel was going to refugee camps of which they're not r;ceiv"rgpromised funding for, both from the U.N. and other sources. A yo diteir contention that this is a legitimate transport of fuel into the boeruwaithtisAnswer. I'm not aware, specificaly, that it is going to refugee need" On Fridaywe addressed that government officials in Jordan were saying that they had a apecfic exemption from the United Nations Sanctions Committee and that there was adocument to this effect. I said there was not a document and there was no such exem tion. . estion. Let me try it one more way. You say it is not coalition policy to usemilitary force to enforce the sanctions against Iraq. But it also appears that someoil trucks belonging to Jordan have been bombed on that highway.Are you saying that the coalition pilots who carry that out were disobeying theirorders-

Answer.QuestionNo.[continuing]. Or that it was accidental collateral damage, as the phrasegoes, or what?Answer. Basically what I said is that it is difficult when materiel that is in othertrucks is co-nigled. In other words, mixing military materiel with civilian materiel. I said that it is not our policy to bomb civilian targets, civilian materiel, etc. ButI said that we have credible information warScud missile, materiel, including some related tohas been transported in convoy with civilian oil trcks.SucL, materiel contributes to Iraq's occupation of Kuwait and is a legitimate milit .ret. 
stioi. Do we know that it was in the convoys which w,-re hit, specifically? Ordo we simply now target convoys because on some occasions, they carry war materiel? 

[Transcript of State Department Daily Briefing-Feb. 14, 1991]Answer. I don't know how to be more clear than to say that we have specific,credible evidence that war material is co-mingled in a convoy and that, in our view,war material going tohep Scud missiles isalegitimate military tr.Question. Understood. but my question is, are we targeting smentsbecause we know that this happens, are we targeting every convoy in case 
or, 

theremight be war material in it?Answer.That would be better aukod at the Pentagon because that gets me intospecific targeting, which you know I don't do.Question. Yes, but it has-Answer. I don't 
if they're 

know the 
going

answer, 
to answer 

Bill. I'd be hay, honestly, to call Pete (Williams) and see that spec"Ic a targeting question. My instincts would be they would not.
 
ly 

I have-and I think you all would admit-been pretty forthcoming on what exactwas going on conc'irning, at least, one convoy. I can't tell you how often this is
going on. I can't tell you that the military is targeting every convoy.
Question. The question is simple. Do we target convoys now on the suspicion thatthey may be transporting material,war or we do we only target them when wehave information amut a particular convoy?
Answer. Again, I'd have to refer you to the Pentagr,, because that gets into their
operations in targeting and I don't do that.Question. Have you received complaints from Jordan about this shooting-up ofthese convoys?Answer. About the convoys? I'm not aware of hat. But to be honest with you,John, I haven't asked. I am aware of complaints concerning the travel advisory thisweekend but I am not aware of complaints concerning the convoy. 

[From The Jerusalem Poot, Feb. 6, 1991] 

MxISLAELINo JORDANIn scintilla display of obfuscation, UN Secretary-General Javier Perez deCuellar has labeled Jordan a victim of Saddam Hussein, rather than an acomplice.One would think that a regime which allies itself with Iraq, aids its war effort andviolates the international embargo on Iraqi products would have become the targetof the UN's condemnation and opprobrium, rather than a recipient of its sympathy 
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and concern. Unfortunately, such simple logic does not appear to play a role in the 
Secretary-General's moral calculus. 

According to the U.S. State Department, Jordanian trucks have not only been vio

lating the embargo by importing Iraqi oil; they have been carrying parts for Iraqi 

Scud missiles from Baghdad to Western Iraq. As spokeswoman Margaret Tutwiler 
said on Monday: "War material, including some related to Scud missiles, has been 

transported in convoy with civilian oil trucks... the trucks head off the freeway 
... and start giving war material to build a Scud. The Scud goes into Israel." 

This outright collaboration with Saddam has led the Allied forces to bomb Jorda
nian truck convoys on the Baghdad-Amman highway. But Perez de Cuellar has 

chosen to ignore Jordan's violations of the embargo imposed by the UN, of which he 

is executive head. He has further chosen to shut his eyes to the fact that Amman 

has facilitated Iraqi missile attacks on civilians in noncombatant Israel. Instead, he 

has "strongly" deplored the American bombings and called them "inadmissible." 
Describing Jordan as a "sort of innocent victim of what is happening," he wondered, 
"Why should Jordan suffer from a war to which it is not a party?" 

That Jordan is indeed "a party," with an indirect role in the missile attacks on 

Israel, should come as no surprise. It has been cooperating with Saddam Hussein for 

quite some time. As veteran commentator Moshe Zak pointed out on January 25 in 

The Jerusalem Post, Jordan harbored Iraqi p'anes during the Iran-Iraq war, much 
in the way that Iran is now doing. Just a year ago, Jordan and Iraq announced the 

creation of a joint air force fighter squadron, and Iraqi planes conducted photo-re
connaissance missions along the Jordan-Israel border in conjunction with the Jorda
nian air force. Egyptian President Hosni Mubarak has accused King Hussein of 

trying to induce him to join forces with Saddam in a conspiracy to take over Kuwait 
a particiand split the lividends. Jordan is no victim in the Gulf crisis; it has been 

pant and a supporter of Iraq since the beginning. 
King Hussein's collaborationist behavior may perhaps now produce the long-over

due Western reassessment of his "moderation," and perhaps Israel, too, will draw 
the necessary conclusions. As for Secretary-General Perez de Cuellar's inability to 

distinguish between an aggressor's eager allies and his battered victims, this should 
serve to disabuse those wlo still believe the UN has abandoned its double standards 
and regained its moral integrity. 
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LAWRENCE J. SMITH 

19Mll DISTK, ftMCO&IfT0uEON FOAW A"AM 

Preiident of the United stetes 

110ur of 1tMMV 
SE AwN01 ,,j= "ashtnpu, DIE my 

WNOEU TYW February 14, 1991 

The Honorable George Bush 
Presideint of the United States 
The White House

1600 Pennsylvania Ave., N.W.
Washington, D.C. 20500
 

Dear Mr. President: 

We share your deep concern over recentHustein and actions taken by Kingtheir implications for United States and alliedpolicy in the Persian Gulf. 
For nearly four decades, Jordan and Unitedsuccessfully have the Statesmaintained a strong relationship basedmutual oninterest end benefit. Our alliance with Jordan has alwaysbeen perceived as vitally important to interestsourMiddle East, and, in thecunsequently, the United Statessubstantial investments has madein resources andrelationship. As trust in themembers of foreign affairsin Congress, each related committeeshas aof us played role -In overseeingapproving many andof these investments. 

It is precisely because of this historically closerelationship between the United Statesbeen and Jordan that weshocked and disappointed by the have 
cooperation culminating in his speech 

King's spirit and lack of
of February We5. fdarthat by siding with Saddam Hussein, a1 well as lending him otherforms of logistical and economic support, the King'8 actions mayfurther jeopardize the safety of American and allied troopsthe Gulf. Accordingly, inapplaud your decisions toJordan's foreign assistance 

we 
program under 

place
review andfrom assisting Jordan to refrain 

ordination Group. We 
via the Gulf Ciisia Financial Cobelieve there would be support in Congressshould you decide to suspend Jordan's aid.
 

Additionally, we strongly urge the followingundertaken. First, measures be 
the transfer of spare 

all American maintenance support, includingparts and technical assistance,supplied for U.S.weapon systems in JordanImmediately pending should be suspendedthe completion of Operationa comprehensive evaluation of 
Desert Storm and

Jordanian-Iraqicooperation throughout militarythe conflict.request that Secondly, we respectfully 
current 

a report be prepared for Congress which detailsstatus of military cooperation between the United 
the 

States 

TOSSAOMIN N PASMWA0lS CtI.UER~f 



The President 
February 14, 1991 

Thank you for taking time to consider our -views and -we 
commend you for the leadership you have displayed throughout the 
Persian Gulf crisis. 

Lar Smith Rep. Ben Gilman 

Rep. Ed Feig Rap. Porter Goes 

Rep. Robert Torricelli .. Rap. S i
 

p. Howard Berman Rep. Hal Levine
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Mthe Wal Street
Journal] 

Summz,,o SADDAM: Ghmms HAD BIG ROLE IN HELPING IRAq AaM, LErNAL 
RxPORT uWB 

(ByFrederick Kempe) 

BoNN.-For weeks, the dismaying reports had trickled in: West German compa.nies were supplying weapons factories to Iraq, shipping it poison gas equipment,maybe even helping Saddam Hussein develop a nuclear bomb. Trying to separatefact from fiction, members of the German parliament in August demanded a confidential briefing from Economics Minister Helmut Haussman. What they heard surpassed their worst fears.Mr. Haussmann read off a long list of companies believed to have supplied Iraqwith the means to manufacture arms. T,e French and Soviets had sold Iraq farmore missiles and bombs, but the Germans were shipping, right up until the tradeembargo on Iraq, something far more important to Saddam Hussein in tlheface ofan international blockade, the wherewithal to build his own advanced weapons.Last year, a leading German role was revealed in Libya's chemical weapons program, Mr. Haussmann made clear that in respect to Iraq, his country's corporatesins were far broader: German companies were involved in virtually every majorIraqi weapons project, and were probably the most important suppliers in PresidentHussein's crash project to develop weapons autonomy."From poison gas plants to rocket factories, from cannon forges to the nuclearsector ....
the danger has already been spread," he said. 

CRIMINAL PROCEEDINGS 
A text of Mr. Haussmann's secret statement makes clear that German links tothe Iraqi arms industry are far more widespread than previously believed, raisingquestions whether the world's largest exporter is discriminating enough about whobuys its sensitive technologies. The laxity is now clearly under attack in Germany,however: Investigators have so far made inquiries into 170 companies, and startedcriminal proceedings against 25.The Haussmann report names more than 20 of these companies and points to atleast a dozen more. It lists six Iraqi projects in which it says Germans have played

important
-Nuclearroles:

weapons: Three German companies have provided machinery, specialsteel and components that are being used to build the gas centrifuges needed forroducing weapons-grade uranium. Mr. Haussmann said. West German intelligenceSthis.has helped bring Iraq within perhaps two years of "the bomb."Poison gas: A Gas German company was the chief supplier for six plants in Samarra, Iraq, that make nerve and mustard gases, gasers already used against theIraqi Kurds and the Iranians.Upgrading missiles: Five German companies have helped improve Iraq's Scud-Bmi.eiles so they can carry chemical or conventional warheads farther and more accurately.The "Bi Gun": Six German firms have provided parts for a 150-meter-long "supercannon' Iraq has tried to build.The Sand 16 project: A German contractor built Iraq's most advanced weaponsresearch facility-rresident Hussein's pet project-where work on chemical andnuclear arms take place.
The Taji proect: A German company led the consortium that built what Mr.Haussmann called "the best-known project in the weapons sector," which makes artillery and other arms. 

BIOLOGICAL WEAPONS 
Beyond this, at least one German company sold Iraq deadly mycotoxins, TH-2 andT-2, that Western intelligence reports say Iraq has used in research on biologicalweapons. (U.S. officials in Washington say Iraq has developed such weapons andwill have enough by year-end for battlefield use.) The company, Plato-KuehnG.m.b.H., delivered the small amount of mycotoxins under legitimate license, and aprinci of the firm. Josef Kuehn, has said he didn't know what they were to beused ior!Such reports haven't come at a convenient time, what with Germans preparing tocelebrate their historic unification at midnight tonight. To German chagrin, teylead inescapably to an unearthing of the past. Germany was the first country topoison gas, when it 1915 its scientists opened several hundred cans of liquid chlorine 
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along the trenches at Ypres, Belgium, killing 5,000 soldiers. By World War I1, 
German che-aists had developed nerve gas cvid modified a powerful insecticide to 
make Zyklon-B, the gas the Nazis used for mas.-killings in the concentration camps. 

"We have a political and a moral problem," comments Wilfried Penner, a 
member of the Bundestag intelligence committee trying to curb weapons-related ex
ports. "We should be showing more restraint than other countries due to our ines
capable history." 

It was American pressure that forced West Germany to begin looking inward, in 
late 1988. Initially, its leadership was bellicose when the U.S. charged that Libya's 
poison gas plant in Rabta was German-made. But anger turned to emburrassment 
when German investigators found that a chemical company run by industrialist 
Juergen Hippenstiel-Imhausen. Imhausen Chenne AG, had planned and built the 
plant. Mr. Imhausen eventuElly drew the maximum jail sentence under the weak 
laws of the time: three years. 

Since then, the West German government has tightened its controls, increasing 
penalties, tripling the number of export-control officials and cooperating more with 
U.S. and Israeli Intelligence in tracking down suspect companies. 

It was West Germany's industrial knowhow that attracted Iraq. The country 
makes some of the most sophisticated machinery in the word, is the international 
leader in chemicals production, and, of notable importance to Iraq, has a relatively 
small customs control force. However, Germany's postwar constitution was designed 
to prevent the country from building a huge weapons industry. For one thing, it 
made it illegal to ship weapons to Spinnungsprbietr, or areas of tension in the 
world. 

But it doesn't bar the export of machinery of dual use, civilian and potentially 
military. To penalize a company, authorities have to prove it knew its export would 
be used to make weapons. Some German exporters to Iraq may not have had any 
idea their deliveries would be used in weapons manufacture, and many are now 
coming forward to volunteer information about their bushess with Iraq. 

"The Iraqis have been more efined" than Libya in acquiring chemical-weapons 
capability, notes Lutz Stavenhagen, the West German chancellery's intermediary 
with intelligence services. "They have bought bits and pieces everywhere" and made 
sure each supplier knew nothing about the bigger picture. The vast majority of 
German technology used in Iraq's chemical and nuclear weapons programs was sent 
out of the country piecemeal under legitimate export licenses. 

Still, the various German investigations have uncovered a series of murky busi
ness relationships. Karl Kolb G.m.b.H., a laboratory and medical supplier based 
near Darmstadt, says a facility it helped Iraq build in 1983 was merely for pesticide 
production, and wasn't built so it could prduce chemical weapons. But German in
vestigators conclude that the facility, a group of six plants in Samarra, is actually 
making chemical weapons, and that Karl Kolb knew it all along. The firm's lawyer 
denies this. A few days after Iraq invaded Kuwait, Darmstadt officials arrested 
Helmut Maier, the company's managing director; so far, he hasn't been charged 
with any wrongdoing. 

Police also arrested several executives of another small company, Water Engi
neering Trading G.m.b.H., which had provided parts for the Samarra facility. Inves
tigators believe Water Engineering, which has closed down operations, sold Iraq spe
cial machine tools to convert conventional 122 millimeter shells into poison-gas pro
jectiles. 

As it turns out, one of Water Engineering's four partners. Peter Leifer, worked 
for two years as a West German intelligence information, a senior West German 
official says. The official says Mr. Leifer apparently used his intelligence contacts to 
help shield his illegal activities, adding that German intelligence knew nothing of 
these activities. Mr. Leifer, who is in custody, couldn't be reached for comment. His 
lawyer declined to comment. 

Darmstadt prosecutors fear they may have to drop the case against Karl Kolb
besides the difficulty of proving guilty knowledge, German courts recently nullified 
a new law governing weapons exports (Bonn is appealing). However, prosecutors be
lieve they have a stronger case against Water Engineering; it had no license for its 
exports. 

Fingers are being pointed too at H&H Metalform G.m.b.H., a small company 
based in the a farming town of Drensteinfurth. Ten days after Iraq invaded Kuwait, 
customs officials at Frankfurt airport seized crates H&H was trying to ship to Bagh
dad. The packing list read "parts for a dairy plant." 

The contents, however, were high-quality steel components that investigators be
lieve may have been destined for Iraq's rocketry program. Also inside were catalogs 
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and product lists printed by the American Institute for Aeronautics and Astronau.
tics.Authorities seized the company's records and searched the homes of its twoowners. Ther concluded that H&H is one of several suppliers of advanced machin.ery for Iraq a nuclear weapons pro am, among other things. What worries WestGerman officials most ther conclsion that H&H has already sold Iraq machinery suitable for making gas centrigues, an indication Iraq is in an advanced stae ofnuclear-weapons development. Centrifuges separate inert uranium 238 from radioactive uranium 235, an essential step in creating weapons-grade material.Officials at the Frankfurt airport, also seized hundreds of gas centrifuges boundfor Iraq that they believe were to be used to align machinery provided by H&H.Experts in Germany conclude that Iraq doesn't yet have a prototype gas centrifugeplant up and running, though they add it probably isn't far from that goal.German authorities believe other German businessmen and companies havehelpd Iraq get there. Mr. Haussmann said that two former employees of MANTechologien G.m.b.H. may have provided Iraq access to construction plans for different centrifuge types. He said they were investigated on suspicion of acting as foreign agents for Iraq, but authorities didn't find any evidence of illegal technologytransfer. The company isn't suspected of any wrong-doing in this case.The economics minister also said Export Union G.m.b.H. of Duesseldorf is suspected of providing special steels for the nuclear program. (It denies delivering specialgrade steels under its steel-delivery license.) Authorities have arrested the directorof a Bonn company believed to have sold special ring magnets that reduce friction inthe critical centrifuge process.The West Germans say H&H is also linked to two companies in London controlledby Iraq, Technology Development Group and Meed International. Both companynames appear on contracts H&H has signed, and investigators believe TechnologyDevelopment has acquired a 50% stake in H&H. One document sent by H&H to theNasar Establishment for the Mechanical Industry (an arm of Iraqs war-materialsministry), through Meed International, offered to sell a "drop tank'that specialistssay could be used to release chemical weapons from aircraft. "They are of such goodquality that they cannot only be used for one single mission but can be used severaltimes for deep pentration actions..." the letter said.The West Germans believe Technology Development has spent billions of dollarsacquiring companies in the West, many of them makers of industrial equipmentthat has weapons applications. Sometimes it merely bought a stake in a company,and other times it placed huge orders and paid rich premiums for the goods.Investigators believe the Iraq strategy was to make the network of Europeanfirms in one way or another dependent on Iraq's business, and therefore more willingto supply sensitive materials. The result is a sophisticated web of contacts thatGerman authorities say includes companies in England, Northern Ireland, Germany, Switzerland and even the U.S. that could deliver virtually everything Iraq has

needed.
German officials say a number of prominent Iraqis have visited H&H Metalform
over the past three years, driving across Drenteinfurt's single set of railway tracks,
past a couple of grain silos, then left at a large cornfield that marks the entrance to
H&H. 
Pfiter Huetten, one of its owner-managers, strongly denies links to any Iraq arms
network and says the government has made him andother businessmen scapegoats.
He insists the supposed centrifuge machinery he sold Iraq isn't precise enough forthat application, and is actually equipment to make customized aluminum wheelsfor Middle East hot-rodders. He also says Technology Development Group doesn'town an interest in his company, though he says he has done business with it andknows its erstwhile chairman, Safar al-Habobby.Mr. al-Habobby is also head of the Nassr State Enterprise for the Machine Industry, the war materials firm.Mr. Huetten notes that hadH&H legal export licenses for the machines itshipped to Iraq and that no charges have been filed against the company. "Everyonewanted to help Iraq stop the Ayatollah," he complains "Now great politicians standbefo-e the cameras crying crocodile tears, and they leave their businessmen standing in the rain."As for the rocketry materials found with the suspect "dairy equipment," Mr.Huetten dismisses them with a laugh. The explonation, he says, is simple: H&H wasreall sending the journals to a library in Ba hdad, not to the war ministry. Hisemployees, under order to help cut costs, merely enclosed the periodicals in an outgoing shipping crate, which comcidentially contained the load of sophitiscated steel.They were just trying to save postage, he shrugs. 
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GzaiwA PRoMs UBza Aum 

(By Frank Gaffney) 

Recently, seven West Germans were arrested for allegedly helping Iraq to produce 
cherical weapons (CW). As U.S. servicemen and women are now in perl from such 
chemical arms, American indignation over what amounts to an ally's treachery 
would be understandable. 

If limited to this current travesty, however, this anger risks missing the larger
and far more serious-problem that German export policies represent for the securi
ty of all civilized nations. 

West German enterprises have been implicated in the sale to Iraq of technology, 
equipment and know-how associated with not only chemical munitions but also bio
logical and nuclear arms. According to press accounts, German prosecutors are ex
amining the activities of at least 50 companies believed to have engaged in such 
sales. 

These include: Pilot Plant (whose employees were among those rounded up recent
ly for having sold Saddam Hussein two laboratories compatible with chemical wea 
ons production); H&H Metalform (said to have sold Iraq equipment used to b id 
enrichment plants for weapons-grade uranium); and a company with the remarka
ble name of Nukem (accused of selling Iraq uranium in vanoiw forms in the course 
of last year).

Worse, those probes reportedly represent but a small fraction of the more than 
1,000 German businesses suspected of illegally providing Third World countries with 
advanced weapons and dual-use technologies (namely, those with beth civilian and 
military applications). 

Within the past fortnight, for e ample, it was revealed that Imhausen-the com
pany whose president was recently imprisoned for providing Libya with its notori
ous chemical weapons production. facility at Rabta-may also have sold Moammar 
Gadhafi plans for a second CW plant.

In addition, the press has reported evidence that U.S. ballistic missile technology 
has been passed by German concerns under a program named Condor to Argentina 
and Egypt as well as Iraq. 

Unfortunately, the willingness of some German companies to sell militarily rele
vant technology to potentially aggressive nations is not limited to the Third World. 
For decades, many businessmen in West Germany have appeared largely indifferent 
to the risks associated with the Soviet Union's efforts to acquire sensitive military 
or dual-use equipment and know-how from the West. 

Key technologies transferred by or through Germany to the Soviet Union include: 
high accuracy machine tools, deep underground tunneling machines, telecommuni
cations equipment, underwater sensors, sophisticated computers and manufacturing 
equment associated with microelectronics, advanced composites and superalloys. 

at, one might ask, is the west German government doing about all this? The 
answer, regrettably, is that the federal authorities in Bonn are part of the problem. 

In fact, U.S. officials charged with maintaining effective technology security 
through multilateral export control arrangements have long been confounded by 
Bonn's reluctance to create real constritints on German trade in equipment and 
know-how with dual-use applications. What is more, where such constraints have 
been created (usually pursuant to agreerents reached in the Coordinating Commit
tee for Miltilateral Export Controls, or COCOM), the German government has re
sisted bringing charges against violators or failed to impose meaningful penalties on 
those that are found guilty of export crimes. 

A particularly notorious instance of this phenomenon arose two years ago when 
Chancellor Helmut Kohl and Foreign Minister Hans-Dietrich Genscher personally 
stonewalled U.S. requests for an investigation of Imhausen's involvement in the 
Rabta scandal. 

Worse yet, the German government has undertaken a strenuous effort in recent 
months to dismantle many of such export controls that have been imposed over the 
past decade. Citing reduced tensions with the Soviet Union and the need to resusci
tate East European economies, the Germans have demanded (with considerable suc
cess) that whole categories of strategically sensitive technologies be decontrolled. As 
a result, the KGB and others bent on acquiring such technologies are finding un
precedented opportunities to secure targeted equipment, data and know-how. 

In short, the view of beth the German government and many German companie 
toward export controls might be best summed up as Profits Uber Allies. This reck
less and irresponsible course was ill-advised when, with the fall of the Berlin Wall 
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and prior to the Iraqi invasion of Kuwait, many in the West indulged in the naivebelief that a new, threaten-free world had arrived. But today it should be crystalclear that such a policy is unacceptably dangerous.If Germany is to enjoy the status of a leading Western power it so clearly desires,the willingness of some unscrupulous German entrepreneurs to disregard elementary common securit y interests in order to make a profit-and of Bonn government totolerate, if not facilitate, such practices-must end.President Bush can help bring this about by utilizing authority available to himunder existing U.S. law tojudged impose import sanctions against German companiesto have violated regulations controlling exports. In addition, immediatelyupon its return from the August recess, Congress should hold hearings into Germanexport practices. The model for these hearings could be the congressional inquiriesof half a century ago when those who sold Japan scrap metal subsequently used toattack U.S. forces were held to account.At the very least, the public has the right to know the extent of the risks posed tofuture U.S. and Western security interests-and the additional costs imposedU.S. defense expenditures-likely onto result from access to extremely sensitive technologies afforded the military establishments of the Soviet Union, Iraq, Libya andother potential adversaries by our German friends. 

[From the New York Times, Sept. 8,19901 

WHO'S MAKING MISSILES FOR IRAQ?
Saddam Hussein probably gives some foreignof his "guests" real hospitality.They're the Brazilian engineers who have been helping Iraq deve'op ballistic missiles. Brazil disclaims any knowledge of their activities and wants them to quit workand leave, to comply with the U.N. trade embargo with Iraq. But they haven't left.The Bush Administration has communicated its official displeasure to Brazil, justas it has asked Moscow to withdraw its 193 military advisers from Iraq. But as recently as two weeks ago, in a dangerously thoughtless decision, it approved shipment of missile casings to Brazil.The Administration cannot hope to persuade the world to maintain a tight embaro on trade with Iraq, particularly in arms, until it stops aiding Brazilian missileuilding programs. President Bush can still hold up the shipment of missile casingsand can also block the export of supercomputers thatsiles. Beyond that, he needs can be used to perfect misa tough new policy to curb the spread of missiles, aswell as chemical and nuclear warheads, by working with European allies, the Soviets and others to tighten export restrictions.Brazil has long followed a laissez-faire policy on arms sales, with the rationalethat arms are a profitable export and a spur to technological advance. This "Haveguns, will travel" attitude has made Brazil the largest third world arms seller.
When its missile-marketing in Libya in 1988 drew 
Washington's wrath, Brazilcurbed its sales. But the U.S. did little to discourage Brazilianduring the Persiaji Gulf war, or arms exports to Irasince. It continues to allow U.S. companies to sellBrazil missile components and technology, ostensibly for commercial -atellitelaunches, though critics warned that the technology would end up in Iraq.To curb just such technology transfers, the U.S. and six weapons-producing alliesset up the Missile Technology Control Regime in 1987. They restricted sales of rockets but did not always force their own manufacturers to comply, and in some instances even allowed dubious sales like that of the missile casings to go ahead.In another example, companies in France, Sweden, West Germany and Belgiumhelped Brazil develop an engine capable of powering a missile to intercontinentalrange and improve its computer guidance. Brazilians passed this technology to Iraq.
The gulf crisis now demonstrates the urgency of doing more to stop indiscriminate
high-tech arms sales. That means expanding the list of restricted exports under the1987 Control Regime. States need to insist on inspecting items they export to assurethey are not being put to military use. And laws are needed to impose criminalsanctions on businesses that export without a license.The Technolo Control Regime also ought to be expanded to include Brazil andother third word arms exporters, as well as the Soviet Union, China and recentlyliberated Eastern European states. These countries also contribute to the spread ofmissile capabilities.As the current crisis makes painfully clear,cannot allow those who 

a world united against aggressionsold Iraq advanced missile technology to continuedeadly practice. The motto must be: Let the sellers beware. 
this 
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WEAPONS FIM ADzD IwAq DEsPrrE EmBARGo
 

SAO JoS Doe CAmpoo, BRAz-A Brazilian arms manufacturer who sold some 
$500 million in battlefield rockets to Saddam Hussein said this week that his compa
ny continued to supply Iraq with technical weapons information through December, 
despite the U.N. arms embargo.

After reports appeared this week in the Brazilian media detailing the transactions 
between technicians from Avibras Aerospacial and its Iraqi clients, a spokesman for
Brazil's Foreign Ministry on Thursday defended the ongoing relations. He said the 
U.N. embargo does not apply to technical assistance obligated by contracts signed
before Iraq invaded Kuwait Aug. 2. 

But U.S. and British diplomats in Brasilia on Friday disagreed angrily with that 
interpretation. One U.S. official called the reports "an absolute bombshell." 

British Ambassador Michael Newington and at least two U.S. diplomats contacted 
the Brazilian Foreign Ministry on Friday for an explanation of statements made by
Joao Verdi Carvalho, president of Avibras, and reported by the media. 

"We have no confirmation of the statements attributed to the Avibras representa
tive," said a British Embassy spokesman. "But if true, wa think this is appalling,
and we hope the Brazilian government will take action to stop this." 

Verdi Carvalho told The Miami Herald on Friday that his company kept its of
fices in Baghdad open through December, four months after the U.N. embargo took 
effect, to offer the Iraqis "Post-sale assistance" with their Astros I1 rockets. The
rockets, which have a range of up to 60 miles, are tiow believed deployed against
allied troops.

But Verdi Carvalho said in an interview at Avibras headquarters in this Sao 
Paulo suburb, the center of Brazil's arms industry, that his company's contacts with 
the Iraqis ended after Avibras' last representative left Baghdad in December. 

"Today we have no communication with the Iraqis. We give them no help at all,"
Verdi Carvalho said. He said Avibras has no plans to restaff its Baghdad office. 

During the Iran-Iraq War, Avibras sold Iraq about 100 Astros II rocket "batter
ies," which include three armored trucks used as launching platforms, rocket trans
ports and computerized ranging units. The system can fire rockets with warheads
ranging from 40 to 330 pounds to battlefield targets up to 60 miles away. The esti
mated cost of each Astros H battery is $5 million. 

Avibras also sold numerous Astros II batteries to Saudi Arabia during the 1980s,
and last fall, after Iraq's invasion of Kuwait, sold the Saudis some $69 million in 
replacement rockets. 

Paulo Fortuna, the defense reporter for the Sao Jo&, dos Campos newspaper Vale
Paraibano, first reported Avibras' continuing contacts with Iraq after a Tuesday
interview with Verdi Carvalho. Fortuna quoted Verdi Carvalho as saying, "The 
U.N. embargo only bars arms sales but not technical assistance." 

The Rio daily 0 Globe reported Thursday that "Avibras is still helping Iraq,"
quoting Verdi Carvalho as saying that Avibras technicians had recently furnished 
information to the Iraqi military regarding electrical circuitry in the Astros H rock
ets. 

Speaking to The Herald Friday, Verdi Carvalho, 55, said the Brazilian papers had 
combined exaggeration and invention to sell newspapers.

"What's important are the facts: Today, there is no communication, no help,"
Verdi Carvaho said. 

Verdi Carvalho said Avibras' technician in Baghdad-who left the city in Decem
ber-is a Brazilian of Lebanese descent, a mechanic with no electrical knowledge.
He noted, however, that the Baghdad office is equipped with a complete set of tech
nical manuals for the Astros 2 system. Fortuna told The Herald on Friday that he
believed Verdi Carvalho is denying his earlier statements because of the controversy
they have generated.

A phone call interrupted The Hertild interview with Verdi Carvalho on Friday. It 
was a colonel in Brazil s Army Ministry, demanding information about Avibras re
ported dealings with the Iraqis.

"The whole world is falling in on me," Verdi Carvalho said after the call. 
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BRAznMU ARMs Exknns SAm To UpGwAz Imq's Msm 

(By loma Kamm)RiO De J, mo.-Among the foreigners reportedly being held in Iraq are Brazil.inn weapons engineers who may have been aiding Baghdad's missile capabilities, according to officials and individuals familiar with th.r activities.Their presence, which highlihts Brazil's once close commercial ties with theregime of Saddam Hussein, is a 'political embarrassment" to Brazil at a time whenit is firmlsuporting the economic blockade of Iraq. Foreign Minister Jose Francis-
Brazilian officials acknowledge the engineers' presence in Iraq, but contend theywere operating without the government s knowledge and say they have no specificinformation on their activities."We don't have knowledge of the project," says Foreign Ministry spokesman JoseVicente Pimentel. "The Brazilians are there on a strictly private basis." But Mr.Pimentel says the "very special treatment" the group apparently enjoyed, includingluxurious but isolated living conditions, could indicate a military project of some importance to Iraqi authorities.Brazilian press reports say the group was helping Iraq to develop a short-rangemissile, possibly based on the Piranha air-to-air missile that Brazil unsuccessfullysought to develop, and to improve the performance of Iraq's Soviet-made Scud ballistic missiles. There is also speculation that the group was helping Iraq develop anearth-orbiting satellite with military applications, and a rocket launcher. How farthese projects have advanced isn't clear.Brazilian officials say that until recently Brazilians were free to work in Iraq, butthey should now comply with Brazil's adherence to the embargo imposed againstIraq, cease their work and leave the country. But there hasn't been any response toMr. Rezek's appeal to their "patriotism," officials say."Brazilians, including retired military [officers], are civilians like any others [and]have the right to work wherever they want," says Aeronautics Minister SocratesMonteiro. "But at a time when the Brazilian government is proclaiming its supportfor the United Nations-sponsored economic blockade against Iraq, Brazilian citizensare obliged to comply with this blockade."The group, said to total about 23 engineers, is apparently headed by retired Ma .Brigadier Hugo de Oliveira Piva, former director of Brazil's Aerospace TechnologyCenter. The engineers are said to have been in Iraq for several months. Other foreign engineers, possibly Soviet, French and Chinese, were believed to be working onthe same project.Individuals familiar with Brazilian and Iraqi military research doubt that theproject was carried out without the knowledge of Brazilian authorities because ofMr. Piva's high rank. "It's conceivable that the government is right, but it seemsimplausible to me that Piva would go and embarrass his government to help Iraqwith its missile technology," says Gary Milhollin, director of the Wisconsin Projecton Nuclear Arms Control, which tracks chemical, nuclear and missile development

in the Third World.At the Aerospace Technology Center, according to David Dantzic, a researcher atthe Wisconsin Project, Mr. Piva was in charge of convei ting the Sonda IV, Brazil's
latest space rocket, into a missile large enough to carry a nuclear warhead, and of
secretly making nuclear weapon material by enriching uranium. Since his retirement, Mr. Piva has headed an engineering consulting firm called HOP (after his initials) and based in Sao Jose dos Campos, 
near Sao Paulo. Repeated telephone callsto HOP's offices and to Mr. Piva's home were unanswered. According to Mr. Pimentel, Mr. Piva was recently in Iraq, but Brazilian press reports quote friends of Mr.Piva saying he is in Europe.While officials say Mr. Piva-described by one magazine as a "Brazilian Wernervon Braun"-has the right to market his scientific abilities, the newspaper Jornaldo Brasil commented that passing on information about the Piranha missile, whosedevelopment Brazil abandoned for lack of funds, would "constitute a serious case ofespionage." Maj. Teles Ribeiro, a spokesman for the Aeronautics Ministry?, says hedoubta the Piranha would interest Iraq because it's very similar to the Sidewinder,
a U.S. missile that Iraq could already have obtained.The engineers' presence in Iraq once again focuses attention on Brazil's controversial defense program. In only two decades, Brazil has become the Third World'slargest arms maker and exporter, but has roused ire in Washington because of whatthe U.S. considers indiscriminate selling to countries, such as Libya, that are linkedto international terrorism. Also, Brazil's failure to sign either the nuclear nonprolif
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eration treaty or the Missile Technology Control Regime has led to suspicion that It 
has a program to produce nuclear-weapons material. 

Last summer, West German documents suggested that Brazil was using for mili
tary purposes West German nuclear technology acquired for the power industry, 
and was reneging on some inspection terms. Brazil denies that such diversion is 
taking place. More recently, the Washington-based Council on Hemispheric Affairs 
and the Wisconsin Project charged that efforts by Embraer, a Brazilian aerospace 
company, to purchase an IBM supercomputer should be blocked because Brazil 
could use the computer to develop-and disseminate-nucler weapons technology. 
And two weeks ago, Wisconsin Project officials warned that Brazil could use rocket 
motor technology it is acquiring from a group of European companies to develop an 
intercontinental ballistic missile. 

But Mr. Pimentel, the Foreign Ministry spokesman, denies the allegations. "We're 
the bad guy that on top of burning rain forests also sells arms to Iraq," he says. 
"But this bad guy hasn t sold arms to Iraq in two years and hasn't even sold spare 
parts for a year because Iraq doesn't pay. We were one of the first countries to say 
we would stick to U.N. resolution 661 despite its economic costs." 

Indeed, until Iraq's economic difficulties, it enjoyed a profitable relationship with 
Brazil. Until the embargo, Brazl imported up to 160,000 barrels of Iraqi oil a day. It 
paid for some of the oil with Brazilian goods. Among other things, Jornal do Brasil 
recently alleged, Brt Al's previous military government provided Iraq with a small 
quantity of enriched uranium. 

During the Iran-Iraq war, Barzil sold Baghdad about $3 billion of hardware, in
cluding armored vehicles, tanks, rocket launchers and ammunition. Iraq's financial 
straits after the war were a major reason why two of Brazil's largest arms makers, 
Avibras Aerospacial S.A. and Engesa, filed for protection from creditors this year. 

But the Kuwait crisis could revitalize the troubled arms industry. Engesa hopes to 
sign a $2 billion contract to supply Saudi Arabia with heavy armored vehicles. 

DEVEOPMENT OF SPARRow-TYPE MIssILE IN IRAQ 

(Report by Roberto Godoy) 

The AI-Taw'Han [name as published] air-to-air missile on which 21 Brazilian ex
perts hired by the HOP [Hugo de Oliveira Piva] company owned by Brigadier Hugo 
de Oliveira Piva have been working in Iraq prior to the invasion of Kuwait is not a 
light weapon like the Piranha missile developed in Brazil. In fact, it is a sophisticat
ed supersonic interceptor with a range of 40 km. 

The AI-Taw'Han has a dual guidance system that combines precision radar and 
infrared heat sensors. It carries a 45-kg warhead. Initial test launchings were sched
uled for December 1991. 

Everything began in 1985 when Minister of Industry and Military Industrializa
tion Kamil al-Majid [name as published], son-in-law and cousin of President Saddam 
Husayn, decided to launch an ambitious program to develop air-to-air missiles, a 
field in which Iraq was totally dependent on foreign supplies. A British-trained 
arms engineer Ahmed Ayoub [name as published] was appointed project supervisor. 
He immediately received $40 million for initial investments in trained personnel 
and support equipment. Ayoub's local team designed a two-stage project. First, the 
team would get acquainted with the latest concepts for the construction of electron
ic weapons, and then it would produce two missiles. One would be a simple, defense 
missile with a maximum range of six km and a heat-seeking guidance system that 
would find its target by homing in on the heat generated by the turbines of an 
enemy plane.

Such a missile would be produced in large quantities at the probable cost of 
$150,000 [quantity not specified]. At the same time the plan for manufacturing the 
AI-Taw'Han for selected use would he put into operation with the utmost secrecy. 

The Iraqi military engineers established the specifications for their missile, draw
ing their inspiration from the U.S. AIM-7E Sparrow (Pardal), one of the most suc
cessful designs in this field. Presented in 1962 and constantly improved since then 
by its supplier, the Raytheon Company, 25,000 AIM-7E's have already been sold to 
seven countries other than the United States. In the United States the Sparrow con
tinues to be part of the U.S. Air Force inventory as a medium-range interceptor. 

The configuartion of the smaller missile was finally based on the Sidewinder I, 
quite possibly the moat popular in the U.S. aresenal. This initial task took slightly 
over one year, a period during which the facilities to house the assembly lines were 
also built in Baghdad's military-industrial district. 
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By then, 1987, a

rived in 
mission of Brazilian military ndustrialists and experts araq. Biader Piva, then chairman of the recently created Orbita Espa.cial-a partnership made up by Engess [Specialized Engineers, Inc.] (40 percent),Embraer [Brazilian Aeronautics Company) (40 percent), and a consortium, the minority shareholder (10 percent)-was carrying in his briefcase the short-range Piranha air-to-air missile whch was undergoing aerodynamic tests.Engineer Ayoub heard out the proposal but declined an offer to supply him with afinished product. He said that he would rather offer the Brazilianstional cooperation. a plan for bina-Back in his headquarters in Sao Jose dos Campos, Brigadier Pivatried to get the deal going. An internal squabble with Orbita Executive Vice President Vito Di Grassi compelled Piva to leave the company, although he did not leavethis line of business. Even before setting up the HOP company, Hugo Piva was already discussing with Iraqi Government officials an advanced program for launching a reconnaissance satellite, an electronic spy. This idea did not work out, but theproject to build air-to-air missiles was maintained.The following six months, until March 1988, were fraught with seriousAhmed Ayoub fell into political disace and crises.wasthe leaders of semisubversive charge with involvement withguerrillas made up of Druze minority members. Heleft the country for Argentina

works for the CITEFA 
where he obtained litical asylum and where he[Armed Forces Scientific and Technical Research Cener]h 

military technical research crganization.In Brazil, the defense materiel manufacturing corporations were shaken by acrisis; they laid ofi thousands of employees and suspended production. Faced with acomposition of creditors, those corporations decided to cut all links with the Baghdad government, responsible for an overall debt of some $200 millior. The debt wascontracted, with no apparent intention of paying, with Avibras Aerospacial [AvibrasAerospace Industry, Inc.], manufacturer of the Astros-2 rocket launcher, and withEngess, which has exported more than 1,100 tanks to the Iraqi Army since 1978.Within that confused environment, and talking directly with Minister al-Majid,Brig. Piva outlined the details for supplyingcians. Salaries a complete team of Brazilian techniwere set at $6,500, plus a $3,500-bonus for the chiefs. Some benefitexpenaes include housing in a top-level compound, cars for personal use, other maintenance costs, and tickets for periodic visits to Brazil Most of the 21ed have lost their jobs because of the crisis. MPiva participated in one of the first working meetings between the managers of 
people recruit

the priority projects from the Military Industry Ministry and the coordinators of theforeign teams. "There were many Germans, French, Egyptians, and Argentines," hesaid.Two individuals linked to the authorities reported a few days later that they werecalled to a meeting at Ramil al-Majid's office. There, after brief preliminaries, theywere made privy to a secret: the plans for the construction of the AI-Taw'Han missile.
by 

The design, showing a profile of the weapon, was on the conference table coveredreflective glass that prevented
scrutinizing it with a 

us, for example, from taking pictures or fromgraphic microlaser. It was then clearly stated that the weaponwould be the main exclusive objective of the contract, involving a multinationalgroup of independent professionas..
Piva considers it "possible that not all the Brazilians were aware of the final objective, given the secret nature of theproject which implied manufacturing the missile in segments totally independent from each other.' It is noteasytoclearlyplain that involvement. "Officially, exnone of the research institutes incBrazil, aveever been involved in such a highly advanced project," an FAR [Brazilian Air Force]officer said yesterday. According to him, "passing from +he Piranha stage 
to a
Ihner level is like trading in an ordinary car for a Ferrari: It takes some time toapt, but since the operating principle is the same, at least basically, if the owneris talented, efficiency improves.The A-Taw'Han is a clear copy of the U.S. Sparrow, except for the dual guidance
"ystem,an uncommon solution. Guidance control is achieved
ins, controlled by movable forwardby on-beard electronics. The AI-Taw'Hanmeters in length and measures a proximately23 centimeters in diameter. It weighs 230 kg at themoment of firing and has a wing span of slightly more than one meter.Its 4 ,800-k-per-hour speed allows30 seconds after ignition. Imme 

it to reach the ideal point of impact less thaniately after launching, the missile is "illuminated"by the carrier aircraft radar while t missile is reading its own data during theterminal guidance phase before engagement.The em oymeant of this type of weapon on high-performance aircraft such as theSoviet Mi29 received by Iraq over the past two years is a factor capable of guaran
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teeing the Iraqi Air Force a considerable increase in fire power and in airspace con

trol. can leave 
This means that the intercept squadrons of the air defense command 

their secret desert bases flying 2.2 times the speed of sound and tracking possible 

intruders with the help of ground radars and the Iraqi Awacs. 

This gives them a capacity to kill the enemy long before visual contract. So far in 
an exclusive capacity of the sophisticated Israeli Air Force 

the region this has been 
and of the U.S. fighter aircraft deployed to the Middle East over the past six weeks. 



fflC(.actmc combustivel 

raa '8 log)m ei 



220 
[From tw Now liqublip, Mar. 4, 1991) 

BuEmN SmamGo 

(By John B. Judis) 

When George Bush finally gets around to constructing a new world order out of 
the ashes of the Gulf war, one of his thorniest problems will be American relations 
with Japan. Since Iraq invaded Kuwait last August, Japan has not only disappoint
ed the hopes of a generation of policymakers and public officials, but created a 
groundswell of ill will among Congress and the public. 

The cenventional wisdom about U.S.-Japan relations was something like this: if 
the United States doesn't take too hard a line on economic issues, then when the 
United States faces an international crisis, Japan will readily subordinate its econ
mic interests to the concerns of a U.S.-led geopolitical order. But in the six months 
since the Iraqi invasion, Japan has repeatedly resisted and then acceded only reluc
tantly to American requests for aid. At the same time, it has become increasingly 
contentious in its economic disputes-even threatening to stop buying U.S. Treasury 
bonds. Japan is slowing that it can say no. 

Even longtime friends of Japan such as Former Secretary of State Cyrus Vance 
have become exercised over Japan's attitude toward the Iraqi invasion. Since the 
day Bush declared that Saddam Hussein's invasion "would not stand," the United 
States has had to apply continual pressure on the Japanese for whatever assistance 
it has gotten. On August 29, as 200,000 U.S. troops headed toward the desert sands, 
Prime Minister Toshiki Kaifu announced what he called his "maximum" Persian 
Gulf package, which did not include any financial contribution to the multinational 
forces. Only after a personal protest from Bush did he pledge $1 billion, raising it 
later, after more American pressure, to $2 billion, with another $2 billion going to 
the front-line states, Jordan, Turkey, and Egypt. 

As of December, grumbling Treasury officials had received only about a third of 
their $2 billion, and by the end of January not quite half of it. The composition of 
the money to the United States and to the front-line states also has raised some 
hackles. Of the $2 billion shipped to front-line states, $600 million has been in the 
form of emergency commodity loans, payable with low interest over thirty years; 
the remainder has been in what a senior foreign official calls "high priority project 
aid," most of which also consists of loans. These are used to fund pro ects ike dams, 
bridges, public buildings, and factoriea. One project, the Japanese officials say, will 
be a cement factory in Egypt. These contributions may seem philanthropic, but if 
past practica is any guide, the specifications for the projects will be drawn up by 
Japanese consulting firms; and Japanese construction companies will get the con
tracts. The money will whisk through foreign hands on its way back to Japanese 
banks. One Commerce Department official called Japan's contribution "one of the 
biggest industrial subsidy schemes ever hatched." 
Even Japan's contributin to the U.S. forces has sparked controversy. In lieu of 

cash, Japan bought 800 Mitsubishi and Toyota jeeps and sent them to the multina
tional forces. A senior Japanese official says they sent the jeeps because they were 
available "quickly," but Japanese auto companies and their suppliers gained access 
to a highly lucrative market that Chrysler had dominated because of its superior 
product. This time the money didn't even touch foreign hands. Paul Craig Roberts, 
an economist at the Certer for Strategic and International Studies, who in the past 
han been highly suppoitive of the Japanese, accused them of taking the United 
States "for a ride." 

Few American officials were concerned when a bill by Kaifu to send army non
combatants to the Gulf failed to win support in the Diet or among the Japanese 
public. The United States wrote the 1947 Japanese Constitution barring the use of 
troops except for nanl self-defense, and most Americans would prefer that the 
Japanese continue to adhere to it. But eyebrows were raised when Kaifu's call for a 
team of a hundred medical workers to go to the Gulf brought forth only two dozenvolunteers. By year's end they had all returned. 

After the war began, Japan's foreign minister uggestd that Japan might come 
up with another $4 billion, but after pressure from Bush and .Secretary of State 

James Baker, Kaifu announced that Japan would pledge $9bihon and also wouldsend p lanes to Jordan to help remove Asian refugees. This is a significant sum, but 
both houses of the Diet must pass Kaifu's proposal, and the upper house is con
trolled by the Socialist and Komeito (clean-government) parties, which at the very 
least want to put a non-military rider on the aid that would limit it to lo~itic. The 
debate was expected to be over in days, but the first week was characterized as the 
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most raucous since World War If, with an embattled Kaifu being shouted down repeatedly by opposition members.

Germany, the other great global economic power, has been equally lax in its contributions, but the Germans have the excuse of Eastern Europe. They also havemaintained relatively amicable trade relations with the United States. In contrast,as the conflict over its contribution to the Gulf has escalated, Japanmore has becometruculent about trade and investments issues. Having stood on the sidelinesthroughout the debate over the GAIT free trade treaty, the Japanese-unwilling toopen their rice markets-torpedoed a last-minute compromise over agricultural inports that might have saved the talks. Then during negotiations last month withS. Treasury officials over removing Japan's restrictions on foreign banks and securities firms, Japan's vice minister of finance, Makoto Utsumi, threatened to curbcredit to the United States if the U.S. Congress passed a bill imposing reciprocal
restrictions on Japanese financial firms.
In the past Japcn has occasionally 
and indirectly used American dependence onits purchase of Treasury notes to register protest-in the spring of 1987, for instance, Japanese bond purchasers stagedtration slapped 

a brief strike after the Reagan adminisa tariff on Japanese semiconductor imports. But Utsumi's statementmarked the first time Japan had openly threatened to use its ownership of American debt, including obligations incurred in the Gulf, to affect American policy. Evenclearly than Japan's grudging contributionmore to the Gulf, Utsumi s statementshows that Japanese no longer consider themselves junior partners in an Americanled world order. "This is the most significant thing that has happened in U.S.-Japan relations in a long time," says Robert Angel, a Japan specialist at the University of South Carolina.
But if the Japanese appear ready to say no to America's world order, they are notready to construct one of their own. Their foreign policy, Vice Forein Minister Takakazu lamented last December, remains "that of a minor power,' In certain respect, Japan's attitude toward the United States is similar to America's attitudetoward Great Britain and France in the 1920s. Like the United States then, Japanhas achieved the economic prerequisities of world leadership, but it is not yet prepared to lead. And like the post-World War I United States, Japan is content to actlike a nation of loan sharks. But the United States was more circumspect aboutusing its allies' war debt as an instrument for national economic leverage.The Japanese emphasize their postwar pacifism in explaining their reluctance tocontribute to the U.S. war effort, but equally important is the way Japan activelyenvisages its role in the world. Japan deals with the world, in the words of American University political scientist Masuru Tamamoto, "as if it were only a marketplace. "Whereas other nations look to regional security and a new world order aswell as to oil and profits, Japan appears to gauge its actions solely on a national

economic calculus.
The reason most Japanese have shown so little enthusiasm over the Gulf war is
thaty they don't see it as being in their economic self-interest. Speaking last December at New York University's Stern School of Business, the Japanese consul general, Masamichi Hanabusa, candidly explained that from the Japanese point of view it
doesn't matter who controls Kuwait. "Who will control oil is a serious issue for the
U.S. this time," Hanabusa said. "But it is not a very serious issue for Japan. It is ofcourse better that oil is in friendly hands. But experiences tell us that whoever controls oil will Le disposed to sell it."The Japanese get a far higher percentage of their oil from the Middle East thanthe United States does-70 percent to 12 percent-but their overali import bill ismuch lower. As Hanabusa explained, the Japanese see oil as a "fungible commodity,so from where you import oil is a secondary concern. The question is, who ccnsumesoil most? Those who consume most worry most about the supply of oil."Since the shooting began in January, Japanese business leaders have been pressing for greater participation in the war effort, but for the most part their motiveshave little to do with Saddam Hussein. As American legislators introduce one billafter another to penalize Japan, these business leaders see the train of economicnationalism rumbling across the American plains, and they know that if they do nothead it off, real damage will be done to U.S.-Japan economic relations. 
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Undoubtedly the Bush administration is hesitant about sharing leadership with 
the Japanese. Bush proclaims a new world order but dreams openly of a "next 
American century." In that sense the United States must take some of the blame 
for ..1apans and Germany's intransigence. If it wants their willing assistance, the 
United States will have not merely to consult, but to reach agreement with them 
before undertaking major military moves. But whoever is to blame, one thing is cer
tain: in the absence of willing cooperation and joint leadership from Japan and Ger
many, the United States is incurring responsibilities in the new world order that it 
is in no position to pay for. 
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CHAIRMAN'S OPENING STATEMENT 

Mr. OBEY. Good morning.If I could have your attention, please, let me simply say that weare happy to have with us today the Honorable Lawrence Eagleburger, Deputy Secretary of State; the Honorable David Mulford,Under Secretary for International Affairs, Department of theTreasury; and the Honorable William M. Diefenderfer, I, DeputyDirector of OMB.Gentlemen, let me stipulate from the beginning that I think allthree of you are first-rate public servants.Larry, you and I have known each other for a long time. Wehave the same geographical roots.I have a great respect for you. I think you know I am your
friend.

We have a very difficult issue before us this morning. What Iwould like to do is to try to place it in some context.When our Committee reported our bill this spring, on pages 20through 29 in the Committee Report accompanying our bill, we discussed the horrendous international debt problem which is buildingand we tried to make the point that it is not a very smart bankerwho does not recognize an uncollectable debt when he sees one.This country got into an awful lot of trouble with the savingsand loan crisis because the government simply did not recognize
that many of its debts held by savings and loans were, in fact, not
worth the paper they were printed on, and were not collectable.
The longer that that fact was masked, the bigger the problembecame with really rough consequences not only for governmenttrying to wrestle with the problem, but for the taxpayers who aregoing to get stuck with the bill. We tried to point out that we certainly have, although not in the same magnitude, a problem whichis very similar in terms of tendencies. We have had for quite anumber of years now to hide from the fact that there is a largemountain of uncollectable debt out there owed not just to us, but toother countries. 
(223)
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Very shortly thereafter we were hit by the Iraqi invasion of 
Kuwait. The Administration is now here before us with a request 
that we forgive a large share of Egyptian debt, namely, the FMS 
debt, which was run up because of military purchases made by 

Egut'me stipulate that I regard Egypt as a valuable friend and 

ally. I regard Egypt as being one of the most constructive forces for 
stability in a very unstable and dangerous region. 

I fully recognize that we have an obligation, to try to work as 
closely as we can with them in shaping a policy based on practicali
ty, in shaping a policy based on reality. And I am fully aware of 
the tremendous contributions which Egypt has made to our efforts 
in the Middle East. I think those contributions need to be respond
edto. 

But, I think that we have a number of other problems which 
have to be faced up to and dealt with, frankly, if we are going to 
have the ability to do that. 

As I understand it right now, international debts owed to the 
United States Government total between $60 and $64 billion. Of 
that, $16 billion is outstanding FMS debt. 

A large amount of it, I assume the Administration thinks is col
lectable. I assume there are good pieces of it which the Administra
tion has substantial doubts about with respect to its collectability. 

over the 1980's, in my judgment, an incredibleWe have seen 
to maskRube Goldberg effort on the part of the Western powers 

what the true financial situation is with respect to a number of 
these countries. The Paris Club used to be used primarily as a 
device by which countries that were in short-term cash flow trouble 
got some help from the international community while they were 
putting their economic act together. 

The problem is that as we have descended into a more and more 
tangled web of debt, we have had upwards of 140 Paris Club re
schedulings in the 1980's. We used to have about one a year. 

We now are running over twenty a year. Some countries have 
been rescheduled upwards of five and six times. 

What happens when you do that for many of those countries is 
that the debt is denied for a while. 

But, because it is moved backward and the interest is capitalized, 
because of the magic of compound interest and other devices, the 
debt becomes much larger. 

So, then, once again countries have to go through another round 
of trying to work out an agreement with the IMF and other finan
cial institutions, other governments, other private creditors. They 
wind up going through that routine again. 

Then often we face the problem of again still seeing that repay
ments, in fact, aren't likely to be made without yet more changes. 
So, I think one of the things we have to do is to try to find out 
before we act on this package exactly what the Administration's in
tellectual construct is for dealing with this entire problem. 

I don't want to suggest for a moment that it needs to treat each 
country the same way. It certainly does not. It cannot. 

There are good reasons not to. But we do have to know if this 
shoe falls today, what the next shoe is going to sound like when it 
falls. 
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We do have to know what the Administration's overall conceptual framework is within which it is dealing with the problems facedby each of these indebted countries. We do need to know what costsare going to be incurred, not just with respect to this package, butwith respect to other packages down the road.We need to know exactly how this package is going to work. Weneed to know what our allies are going to be doing with respect tonot only Egypt, but with respect to other problem creditor nations.We need to know what the Administration's rationale is for determining that Egypt and Egypt alone warrants this kind of eyceptional treatment. We need to know what the Administration's arguments are, what their position would be, and what their strategywould be in order to fend off requests, which are most assuredlygoing to come from a whole litany of other sources, for the same kindof treatment, even though their situation may or may not be the 

same.
In short, we have a whole lot of questions we have to ask herethis morning.
Let me say also with respect specifically to Egypt that in thepast year this committee approved requests for significant amountsof surplus defense equipment for Egypt which they received above

the normal aid program.
In June of 1990, Egypt received $115 million in cash from theU.S. for fiscal year 1989.
As recently as a month ago the Committee approved the Administration's urgent request for a cash transfer of an additional $136million for Egypt from fiscal year 1990 funds. That request was approved in recognition of the extraordinary efforts made by Egypt inthe Persian Gulf crisis and despite the fact that economic reform inEgypt has essentially stalled.
This request which we have before us today also comes withinthe context of other requests made by the Administration.One is their notification of their intention to proceed with thegargantuan arms sale to Saudi Arabia of some $20 billion. Also itcomes within the context of a request by the Defense Departmentfor an extraordinary grant of authority to provide one of the most
spectacular end runs on 
the Constitution and the appropriationsprocess that I have ever witnessed in all of the years that I have
paid attention to public affairs.
I think the wide range of authority being suggested for the Pentagon creates considerable disquiet among a lot of Members of Con

gress.
While we recognize that Egypt is a distinct case, we think thereare a series of other problems which have to be addressed as well.I would invite you gentlemen to present whatever case you careto make, starting with you, Mr. Secretary.
Mr. EAGLEBURGER. Thank you, Mr. Chairman.
Let me say, first of all-Mr. OBEY. Let me apologize. Before I do that, I should call onMickey Edwards, our Ranking Republican, for whatever comments

he would care to make. 
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CONGRESSMAN EDWARDS' OPWNG STATMEN 

Mr. EDwARDS. I appreciate that because I do have a couple of 
things I would like to start out with. This is for me, as it is for 
many other Members of Congress, a very difficult issue. 

Nobody denies that Egypt has been absolutely pivotal in this 
crisis. No nation, with the possible exception of Turkey, which 
moved to shut off the Iraqi pipelines, has been more important to 
making the economic blockade work. 

I don't think there is any question that if not for the full support 
of Egypt, we wouldn't have solidified the support of the rest of the 
Arab world. And without the Arab world, this blockade would not 
be successful. 

We are very much aware that Egyptian troops are standing side
by-side with American troops in attempting to force Iraq back out 
of Kuwait. 

Mubarak has gone to bat for us. He should be given credit for 
that and he should be rewarded for that. 

Egypt has suffered. It will continue to suffer for its actions in 
this crisis. 

I was over there recently and other Members of this committee 
have been. We have certainly been very familiar with the economic 
situation in Egypt. 

The loss of remittances from the workers in Kuwait and Iraq and 
lost traffic through the Suez Canal are causing even greater strains 
on Egypt's economy. I am very much aware of that. 

I absolutely agree that we have to provide some relief for the 
Egyptians for the hardships that they are suffering as a result of 
the crisis. The question is whether forgiving nearly $7 billion in 
debt is too generous. Something has to be done. 

I wonder if this is doing more than we need to do or should do. I 
told you, Mr. Secretary, in private and in other meetings we have 
had, that I would support some sort of debt reduction, structuring, 
refimancing the debt or the interest payments, or stretching out the 
payment schedule to ease Egypt's hardships. 

I would support waiving the Brooke provisions and allowing the 
Egyptians to skip their debt payments for six months or a year 
until this crisis has passed. 

It seems to me if our goal is to ensure Egypt's economic viability 
through this crisis waiving Brooke or perhaps in other ways remov
ing the obligation they have to make repayments to us at this time 
would accomplish the same thing you are trying to do. 

One final point, I have a number of questions that we will get 
into, including questions of where this whole episode began, who 
made the request, how they made it and where it came from. 

Quite frankly, I have now gotten three different versions from 
three different departments in the Federal Government. But let me 
just conclude with this. And I don't know of a better time to again 
make this point. 

This whole affair was handled very, very poorly. Whether there 
was a leak or not, the Administration obviously should have con
sulted with key Members of Congress about these proposals before
hand. 
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I don't want President Bush to be embarrassed by having his request turned down by the Congress. I do not want President Mt'barak to be embarrassed or to have ramifications that we don't want 

to have happen in Egypt.
But, there is some very serious concern and hesitation in theCongress about supporting these proposals. I wish the Administration would learn that constitutionally, Congress has an obligationand that Congress must be consulted before these decisions aremade. If you fail to do that, you are running a very risky strategybecause not every time is Congress going to react positively to anappeal by the Administration that its prestige is now on the line,its credibility is on the line.The administration has already gone out front on this, and therefore relies on the Congress to come on board and be supportive. Itisn't always going to happen and I don't know if it is going tohappen in this case.Those people in the Administration, and those in the State Department who have not read the Constitution and somehow believeit is the sole prerogative of either the Executive Branch or theState Department to make foreign policy and then announce itreally ought to read the Constitution. You can buy copies of theConstitution in very small form, little booklets that they can carry

around.
I think they ought to do that. If this continues, you are going tofind yourselves one time rejected by the Congress and it is going tobe very embarrassing and have very serious repercussions.

Thank you, Mr. Chairman.
 
Mr. OBEY. Mr. Secretary.
 

SECRETARY EAGLEBURGER'S OPENING STATEMENT
 
Mr. EAGLEBURGER. 
 Thank you, Mr. Chairman, now that we areoff to such a good start.Let me say before I read my brief statement, Mr. Chairman, thatI have also read your report. While we don't agree with all of it, it
is required reading in the State Department.
We have taken your thoughts on this subject, the committee'sthoughts on this subject seriously. 

you 
Under Secretary Mulford, Mr. Diefenderfer and I are here beforeand the Members of the Foreign Operations Subcommi'"'eetoday to support the President's proposal to forgive Egypt's foraignmilitary sales debt, a major component of the 'Desert Shield" appropriation request that was sent to the Congress last Friday. 

WORLD RESPONSE TO THE INVASION OF KUWAIT 

When Saddam Hussein's forces invaded Kuwait in the early daysof August, Iraq violated the sovereignty of a small, virtually defenseless nation.
His actions violated accepted standards of international conduct,and posed a preeminent threat to the hopeful, but as yet fragile,world order which is emerging in the wake of the cold war.And Saddam Hussein also threatened the vital interests of theUnited States and the rest of the world by seeking a strangleholdover a major share of an energy source which is critical to econom
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ic growth and development, not only in the industrialized nations, 
but in the developing world as well. 

As Secretary Baker noted before Congress two weeks ago, Iraq's 
unprovoked aggression is a political test of how the post cold-war 
world will work. And the world has responded to Saddam Hussein's 
aggression with unprecedented unity and resolve. 

The United Nations Security Council has passed seven resolu
tions condemning Saddam's illegal occupation of Kuwait and im
posing economic sanctions. In addition to the United States, over 20 
nations have contributed either troops, direct financial support, or 
humanitarian assistance to the region-nations that range from 
Great Britain to Syria to Canada. 

While Saddam Hussein would like to portray the current crisis 
as a fight with the United States, Mr. Chairman, it is not. It is Iraq 
against the united world community. 

What the United States can on its own take credit for, however, 
is the political leadership which was necessary to marshal and to 
mobilize the world coalition against Iraqi aggression. 

If there is one thing which this crisis demonstrates, it is that the 
United States alone possesses the will and the credibility to exer
cise global lkadership-the will to bear sacrifices commensurate 
with our unique status and responsibility in the world, the credibil
ity needed to persuade others to share equally and equitably both 
the risks and the burdens of our common effort. 

We have, if I may say so, done our job well. But we have not 
been alone. While our role is international in scope, the nature of 
the crisis is such that courageous and compelling leadership at the 
regional level has been equally critical to the success of this un
precedented multilateral undertaking. 

EGYPT'S ROLE 

Indeed, at the moment of gravest danger, when lesser men might 
have succumbed to the intimidation or blandishments of the ag
gressor, Egyptian President Hosni Mubarak stepped alone to the 
fore and rallied an Arab consensus upon which all subsequent 
international efforts have been based. 

His actions have been timely; they have been bold; and they 
carry with them obvious political and military risks, and economic 
costs. 

President Mubpuak quickly mobilized Arab opposition to 
Saddam, convening in Cairc an Arab League ministerial meeting 
that condemned the invasion and demanded an Iraqi withdrawal. 

He immediately sent 5000 Egyptian troops to Saudi Arabia to 
join the international force gathering to defend that country from 
Iraqi aggression; he is now sending an additional 15,000 troops. 

Egyptian strategic cooperation has also been essential for our de
ployment under Operation Desert Shield. In short, President Muba
rak is and must continue to be the solid foundation of Arab leader
ship in the Gulf crisis. 
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COSTS TO EGYPT 

Prosident Mubarak has done the right thing; we are all in hisdebt as a result. But his actions have had very direct political and
economic costs to him and to the people of Egypt.

An Egyptian economy that was strained before August now facesserious difficulties that are the consequence of Iraq's invasion ofKuwait and of the Egyptian Government's courageous response.
It is estimated that, on an annual basis, remittances from Egtian workers in Kuwait and Iraq will decline by $500 million to $1

billion. Suez Canal receipts will fall by $150 million to $200 million.Revenues from tourism will decline by $500 million to $1 billion.And another estimated $500 million a year will be lost because of 
exports, service contracts, et cetera.

And on top of all of these burdens, Mr. Chairman, President Mubarak will have to come up with the means to absorb one half million Egyptians, workers and their families, who are now returningto Egypt as a result of the crisis. Housing will have to be built, jobs
will have to be created and services will have to be provided.Failure to meet these needs could threaten political stability inEgypt, with potentially serious consequences for everything we and 
our Egyptian friends are now doing to resist Saddam's aggression.

The exact costs of absorbing these Egyptians back into the fabricof Egypt's economy are difficult to predict with accuracy at thistime, but they are conservatively estimated to run between $500
million to $1 billion. 

ADMINISTRATION POLICY 

In light of Egypt's critical role in the current Gulf crisis, thelongstanding, close political relationships between the governmentsan people of the United States and Egypt, and the potentially
overwhelming financial burdens for Egypt that have resulted fromthe crisis, the President decided to do two things.

First, he instructed Secretaties Baker and Brady to approach theGulf States and the industrialized countries around the world,countries that are virtually dependent on the free flow of oil, to en
courage them to share in the burden of opposing Saddrin.

This burden sharing, or responsibility sharing, is aimed at increasing direct contributions of military forces, where possible, tothe Gulf region; helping defray incremental U.S. military costs associated with Operation Desert Shield; and helping frontline states
such as Egypt, Turkey and others absorb some of the economic bur
dens brought on by the crisis.

Second, he proposed the elimination of Eg _t's $6.7 billion of foreignmilitary sales debt, the subject of today s hearing.
Asyou know, Mr. Chairman, we have made important progresson the first part of our program. Significant, generous pledges have

been made by several of our key friends and allies.
We are still in the process of clarifying the pledges and developing a follow-up system to ensure that the funds are distributed appropriately-unconditionally at the outset (that is through the restof this calendar year) and integrated with appropriate conditional

tythrough the medium term, which we have defined as Calendar 

4242 0-91-8 
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We believe that the second part of the President's program, the 
forgiveness of Egypt's debt, is as important as the first. 

President Mubarak'e stand in the Gulf crisis can be compared
with no risk of exaggeration to Egypt's decision to sign a peace 
treaty with Israel in 1979. Indeed, Egypt's current efforts to turn 
back Iraqi aggression should be viewed against the backdrop of 
more than a decade of consistency and cooperation with the U.S. 
on the Middle East peace process.

Egypt paid a high price for its decision to choose peace, having
been kicked out of the Arab League and ostracized by most Arab 
states. Nevertheless, it never altered its course and today is back as 
a leader of the Arab LAa gu3 which has rejected the extremism of a 
decade ago.

Another important result of the treaty with Israel was that 
Egypt abandoned its dependence on Soviet made military equip
ment and turned instead to the United States as a military suppli
er. 

Today, Mr. Chairman, U.S. equipment is being used by Egyptian
soldiers who are standing shoulder-to-shoulder with American sol
diers in Saudi Arabia. 

Between 1979 and 1984, Egypt incurred $4.5 billion of FMS loans 
that carried interest rates comparable to Treasury's cost of borrow
ing.

Interest rates on some of these loans are as high as 14 percent.
By 1984, the debt service burden on these loans-loans that by

their military nature drained rather than stimulated economic ac
tivity-was beginning to strain Egypt's ability to pay.

Between 1984 and 1990, the burden of servicing Egyptian FMS 
debt became the largest political irritant in U.S./Egyptian rela
tions. President Mubarak consistently stated his view that FMS 
debt was political debt and should be forgiven.

We, in turn, consistently maintained that debt was debt and had 
to be paid.

Because of the Brooke/Alexander amendment and its require
ment that military and economic assistance be cut off if a country 
were to go more than one year in arrears on its military debt serv
ice payments, the Egyptian Government began to make its re
quired payments just short of the one year trigger.

By the fall of 1989, Egypt's aconomic situation had reached the 
point where we expected that Egypt would have to reschedule its 
official debt in the Paris Club and that it would have to do so for at 
least the next five years. Our fiscal year 1991 budget estimates re
flected this judgment.

President Mubarak told us in increasingly strong messages that 
he would not be able to meet even these 'brink of Brooke" pay
ments, which in 1990 would exceed $700 miillion; our own analysis
supported his conclusion. 

Let me make it perfectly clear, however, that we were not pre
pared to seek a cancellation of Egypt's FMS debt on the basis of 
these factors. Our decision to do so now is solely related to the 
unique circumstances, and in particular to the urgent political and 
military challenges Egypt is facing as a consequence of the ongoing
crisis in the Gulf. 
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Ouir proposal should by no means be viewed as setting any kind

of a precedent for any future action on the part of the U.S.
Let me make another important point, Mr. Chairman. We recognize that when the dust settles in the Middle East, Egypt has a for

midable task in front of it in the area of economic reform.
The United States will continue to work with Egypt and the

international financial institutions to ensure that the difficult
choices are made, choices that will be necessary to get Egypt's 
economy on a sound footing.

The forgiveness of FMS debt, in short, will not lessen in any way
our commitment to engaging the Egyptians on the kinds of strac
tural reforms which alone will enable them to profit economically
from the climate of stability which we expect to prevail in the
wake of this crisis. 

These are not normal times, Mr. Chairman. Egypt's bold and courageous leadership in generating and maintaining Arab support
for the efforts against Saddam Hussein, and the sacrifices taxpay
ers are making to this exercise in leadership make this the unique
case it is, and make the forgiveness of Egypt's FMS debt the right
thing to do, and now the right time to do it.

We do not support FMS debt forgiveness for any other country.
No other country meets the unique combination on political, mili
tary and economic factors that I have described here today.

Mr. Chairman, I noted at the outset that one of the principal
tasks of American diplomacy has been to achieve an equitable distribution of risks and responsibilities in this multilateral effort. By
any standard of measure, Egypt has of its own accord accepted alion's share of the risks and a lion's share of the responsibilities,
and this at a time when its economy was beset with substantial dif
ficulties. 

In this context, our action on the question of FMS debt involvesthe same principle of fairness which compelled us to seek equitable
contributions from the many nations around the world who have a 
stake in our common cause. 

Your action on this matter will send an important message tothe people of Egypt-and to the peoples united in the coalition
which Egypt leads-that the United States is willing to supportfully a nation whose soldiers are manning the frontlines alongside
American GIs. 

At times of crisis and peril, there is no substitute for bold and
farsighted leadership. History will, I believe, judge that PresidentBush and President Mubarak, among others, have demonstrated 
this kind of leadership.

In our constitutional system, no less is expected from the Legislative Branch. I hope and trust that this subcommittee, and the Con
gress as a whole, will keep the Desert Shield package together, and
in so doing, respond quickly and positively to our request for Egyp
tian FMS debt forgiveness.

[The prepared statement of Lawrence S. Eagleburger follows:] 



232 

STATEMENT BY
 

DEPUTY SECRETARY OF STATE
 

LAWRENCE S. EAGLEBURGER 

MR. CHAIRMAN, UNDERSECRETARY MULFORD AND I ARE HERE BEFORE 

YOU AND THE MEMBERS OF THE FOREIGN OPERATIONS SUBCOMMITTEE 

TODAY TO SUPPORT THE PRESIDENT'S PROPOSAL TO FORGIVE EGYPT'S 

FOREIGN MILITARY SALES DEBT, A MAJOR COMPONENT OF THE "DESERT 
SHIELD" APPROPRIATION REQUEST THAT WAS SENT TO THE CONGRESS
 

LAST FRIDAY.
 

WHEN SADDAN HUSSEIN'S FORCES INVADED KUWAIT INTHE EARLY 

DAYS OF AUGUST, IRAQ VIOLATED THE SOVEREIGNTY OF A SMALL,
 

VIRTUALLY DEFENSELESS NATION. HIS ACTIONS VIOLATED ACCEPTED
 

STANDARDS OF INTERNATIONAL CONDUCT, AND POSED A PREEMINENT
 

THREAT TO THE HOPEFUL, BUT AS YET FRAGILE, WORLD ORDER WHICH IS
 

EMERGING INTHE WAKE OF THE COLD WAR. AND SADDAM HUSSEIN ALSO 

THREATENED THE VITAL INTERESTS OF THE UNITED STATES AND THE 

REST OF THE WORLD BY SEEKING A STRANGLEHOLD OVER A MAJOR SHARE 

OF AN ENERGY SOURCE WHICH IS CRITICAL TO ECONOMIC GROW/TH AND 
DEVELOPMENT, NOT ONLY IN THE INDUSTRIALIZED NATIONS, BUT IN THE 
DEVELOPING WORLD AS WELL. 
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AS SECRETARY BAKER NOTED BEFORE CONGRESS TWO WEEKS AGO,.
 
IRAQ'S UNPROVOKED AGGRESSION IS A POLITICAL TEST OF HON THE
 
POST COLD-WAR WORLD WILL WORK. AND THE 
 WORLD HAS RESPONDED TO 
SADDAN HUSSEIN'S AGGRESSION WITH UNPRECEDENTED UNITY AND
 

RESOLVE. THE UNITED NATIONS SECURITY COUNCIL HAS PASSED SEVEN
 
RESOLOiTIONS CONDEMNING SADDAN'S ILLEGAL OCCUPATION OF KUWAIT
 
AND IMPOSING ECONOMIC SANCTIONS. INADDITION TO THE UNITED
 
STATES, OVER TWENTY NATIONS HAVE CONTRIBUTED EITHER TROOPS,
 

DIRECT FINANCIAL SUPPORT, OR HUMANITARIAN ASSISTANCE TO THE
 
REGION - NATIONS THAT RANGE FROM GREAT BRITAIN AND FRANCE TO 
KOREA, FROM JAPAN TO AUSTRALIA, FROM BANGLADESH TO SYRIA TO
 

CANADA. WHILE SADDAN HUSSEIN WOULD LIKE TO PORTRAY THE CURRENT
 
'CRISIS AS A FIGHT WITH THE UNITED STATES, MR. CHAIRMAN, ITIS
 

NOT. 
IT IS IRAQ AGAINST A UNITED WORLD COMMUNITY.
 

WHAT THE UNITED STATES CAN ON ITS OWN TAKE CREDIT FOR, 
HOWEVER, ISTHE POLITICAL LEADERSHIP WHICH WAS NECESSARY TO 
MARSHAL AND TO MOBILIZE THE WORLD COALITION AGAINST IRAQI 
AGGRESSION. IF THERE IS ONE THING WHICH THIS CRISIS
 
DEMONSTRATES, IT IS 
 THAT THE UNITED: STATES ALONE POSSESSES THE
 
WILL AND THE CREDIBILITY TO EXERCISE GLOBAL LEADERSHIP-THE
 

WILL TO BEAR SACRIFICES COMMENSURATE WITH OUR UNIQUE STATUS AND
 
RESPONSIBILITY INTHE WORLD, THE CREDIBILITY NEEDED TO PERSUADE 
OTHERS TO SHARE EQUALLY AND EQUITABLY BOTH THE RISKS AND THE 
BURDENS OF OUR COMMON EFFORT. 
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WE HAVE, IF I MAY SAY SO DONE, OUR JOB WELL. BUT'WE HAVE 
NOT DEEN ALONE. WHILE OUR ROLE IS INTERNATIONAL IN SCOPE, THE 

NATURE OF THE CRISIS IS SUCH THAT COURAGEOUS AND COMPELLING 

LEADERSHIP AT THE REGIONAL LEVEL HAS BEEN EQUALLY CRITICAL TO 

THE SUCCESS OF THIS UNPRECEDENTED MULTILATERAL UNDERTAKING. 

INDEED, AT THE MOMENT OF GRAVEST DANGER, WHEN LESSER MEN NIGHT 

HAVE SUCCUMBED TO THE INTIMIDATION OR BLANDISHMENTS OF THE
 

AGGRESSOR, EGYPTIAN PRESIDENT HOSNI HUBARAK STEPPED ALONE TO
 

THE FORE AND RALLIED AN ARAB CONSENSUS UPON WHICH ALL
 

SUBSEQUENT INTERNATIONAL EFFORTS HAVE BEEN BASED.
 

HIS ACTIONS HAVE BEEN TIMELY; THEY-HAVE BEEN BOLD9.ANDTHEY
 

CARRY WITH THEN OBVIOUS POLITICAL AND MILITARY RISKS. AND:.
 

ECONOMIC COSTS.
 

PRESIDENT NUBARAK QUICKLY MOBILIZED'ARAB OPPOSITION TO 

SADDAN, CONVENING INCAIRO AN ARAB LEAGUE MINISTERIAL MEETING 

THAT CONDEMNED THE INVASION AND DEMANDED AN IRAQI WITHDRAWAL. 

HE IMMEDIATELY SENT 5.000 EGYPTIAN TROOPS TO SAUDI ARABIA TO 

JOIN THE INTERNATIONAL FORCE GATHERING TO DEFEND THAT COUNTRY 

FROM IRAQI AGGRESSION; HE ISNOW SENDING AN ADDITIONAL 15,000 

TROOPS. EGYPTIAN STRATEGIC COOPERATION HAS ALSO BEEN ESSENTIAL 

FOR OUR DEPLOYMENT UNDER OPERATION DESERT SHIELD. INSHORT, 

PRESIDENT HUBARAK ISAND MUST CONTINUE TO BE THE SOLID 

FOUNDATION OF ARAB LEADERSHIP INTHE GULF CRISIS. 



PRESIDENT HUDAAK HAS- DONE THE RIGHT THING: WE ARE AL 'IN 

HIS DEBT AS"A RESULT. BUT HIS ACTIONS'HAVE HAD VERY DIRECT 

POLITICAL AND ECONOMIC COSTS TO HIM AND TO THE PEOPLE OF EGYPT. 

AN EGYPTIAN ECONOMY THAT WAS STRAINED BEFORE AUGUST NOW FACES 

SERIOUS DIFFICULTIES THAT ARE THE CONSEQUENCE OF IRAQ'S
 

INVASION OF KUWAIT AND OF THE EGYPTIAN GOVERNMENT'S COURAGEOUS
 

RESPONSE.
 

IT IS ESTIMATED THAT, ON AN ANNUAL BASIS, REMITTANCES FRON 

EGYPTIAN WORKERS IN KUWAIT AND IRAQ WILL DECLINE BY $500 

MILLION TO $1 BILLION. SUEZ CANAL RECEIPTS WILL FALL BY $150 

MILLION TO $200 MILLION. REVENUES FROM TOURISM WILL DECLINE BY. 

$500 MILLION TO $1 BILLION. AND ANOTHER ESTIMATED $500 MILLION 

A YEAR WILL BE LOST BECAUSE OF EXPORTS, SERVICE CONTRACTS, ETC. 

AND ON TOP OF ALL OF ;HESE BURDENS, MR. CHAIRMAN, PRESIDENT
 

MUBARAK WILL HAVE TO COME UP WITH THE MFANS TO ABSORB ONE HALF
 

MILLION EGYPTIANS, WORKERS AND THEIR FAPILIES, WHO ARE NOW
 

RETURNING TO EGYPT AS A RESULT OF THE CRISIS. HOUSING WILL
 

HAVE TO BE BUILT, JOBS WILL HAVE TO BE CREATED AND SERVICES
 

WILL HAVE TO BE PROVIDED. FAILURE TO MEET THESE NEEDS COULD
 

THREATEN POLITICAL STABILITY IN EGYPT, WITH POTENTIALLY SERIOUS
 

CONSEQUENCES FOR EVERYTHING WE AND OUR EGYPTIAN FRIENDS ARE NOW 

DOING TO RESIST SADDAM'S AGGRESSION. THE EXACT COSTS OF 

ABSORBING THESE EGYPTIANS BACK INTO THE FABRIC OF EGYPT'S 

ECONOMY ARE DIFFICULT TO PREDICT WITH ACCURACY AT THIS TINE, 

BUT THEY ARE CONSERVATIVELY ESTIMATED TO RUN BETWEEN $500 

MILLION TO $1 BILLION. 
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IN LIGHT OF EGYPT'S CRITICA ,ROLE IN.THE CURRENT-GULF
 

CRISIS* THE LONGSTANDING, CLOSEIPOLITICAL RELATIONSHIPS BETWEEN
 

THE GOVERNMENTS AND PEOPLE OF THE,UNITEDSTATES AND EGYPT, AND
 

THE POTENTIALLY OVERWHELMING FINANCIAL BURDENS FOR EGYPT THAT
 

HAVE RESULTED FROM THE CRISIS, THE PRESIDENT DECIDED TO DO TWO
 

THINGS.
 

FIRST, HE INSTRUCTED SECRETARIES BAKER AND BRADY TO
 

APPROACH THE GULF STATES AND THE INDUSTRIALIZED COUNTRIES
 

AROUND THE WORLD, COUNTRIES THAT ARE VITALLY DEPENDENT ON THE
 

FREE FLOW OF OIL, TO ENCOURAGE THEN TO SHARE IN THE BURDEN OF
 

OPPOSING SADDAM. 
 THIS BURDEN SHARING, OR RESPONSIBILITY
 

SHARING, IS AIMED AT INCREASING DIRECT CONTRIBUTIONS OF
 

MILITARY FORCES, WHERE POSSIBLE; TO THE GULF REGION: HELPING
 

DEFRAY INCREMENTAL U.S. MILITARY COSTS ASSOCIATED WITH
 

OPERATION DESERT SHIELD: 
AND HELPING FRONTLINE STATES SUCH AS
 

EGYPT, TURKEY AND OTHERS ABSORB SOME OF THE ECONOMIC BURDENS
 

BROUGHT ON BY THE CRISIS.
 

SECOND, HE PROPOSED THE ELIMINATION OF EGYPT'S $6.7 BILLION 
OF FOREIGN MILITARY SALES DEBT, THE. SUBJECT OF TODAY'S, HEARING, 

AS YOU KNOW, MR. CHAIRMAN, WEHAVE MADE IMPORTANT PROGRESS 

ON THE FIRST PART OF OUR PROGRAM. SIGNIFICANT, GENEROUS 
PLEDGES HAVE BEEN MAIE BY SEVERAL OF OUR KEY FRIENDS AND ALLIES. 
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WE ARE STILL ENGAGED IN TIE PROCESS OF CLARIFYING THE 

PLEDGES AND DEVELOPING A FOLLOW UP SYSTEM TO INSURE THAT THE 

FUNDS ARE DISTRIBUTED APPROPRIATELY - UNCONDITIONALLY AT THE 

OUTSET (THAT IS THROUGH THE REST OF THIS CALENDAR YEAR) AND 

INTEGRATED WITH APPROPRIATE CONDITIONALITY THROUGH THE MEDIUM 
TERM, WHICH WE HAVE DEFINED AS CALENDAR YEAR 1991,
 

WE BELIEVE THAT THE SECOND PART OF THE PRESIDENT'S PROGRANM 

THE FORGIVENESS OF EGPr'S FMS DEBT, IS AS IMPORTANT AS THE 

FIRST.
 

PRESIDENT MUBARAK'S STAND INTHE GULF CRISIS CAN BE
 

COMPARED WITH NO RISK OF EXAGGERATION TO EGYPT'S DECISION TO
 

SIGN A PEACE TREATY WITH ISRAEL IN1979. INDEED, EGYPT'S 

CURRENT EFFORTS TO TURN BACK IRAQI AGGRESSION SHOULD BE VIEWED 

AGAINST THE BACKDROP OF MORE THAN A DECADE OF CONSTANCY AND 
COOPERATION WITH THE U.S. ON THE MIDDLE EAST PEACE PROCESS. 
EGYPT PAID A HIGH PRICE FOR ITS DECISION TO CHOOSE PEACE, 

HAVING BEEN KICKED OUT OF THE ARAB LEAGUE AND OSTRACIZED BY 
MOST ARAB STATES. NEVERTHELESS, ITNEVER ALTERED ITS COURSE 

ANDTODAY IS BACK AS THE LEADER OF AN ARAB LEAGUE WHICH HAS 

REJECTED THE, EXTREMISM OF'A DECADE AGO. 

ANOTHER IMPORTANT RESULT OF THE TREATY WITH ISRAEL WAS THAT 

EGYPT ABANDONED ITS DEPENDENCE ON SOVIET MADE MILITARY 

EQUIPMENT AND TURNED INSTEAD TO THE UNITED STATES AS-A MILITARY
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SUPPLIER. TODAY, :R.,CHAIRAN, U.S. EQUIPMENT IS BING USED By
 

EGYPTIAN SOLDIERS WHO ARE STANDING SHOULDER TO SHOULDER WITH 

AMERICAN SOLDIERS IN SAUDI ARABIA. 

BETWEEN 1979 AND 198;, EGYPT INCURRED $4.5 BILLION OF FMS
 

LOANS THAT CARRIED INTEREST RATES COMPARABLE TO TREASURY'S COST
 

OF BORROWI, INTEREST RATES ON SOME OF THESE LOANS ARE AS 

HIGH AS 14 PERCENT. 

BY 1984, THE DEBT SERVICE BURDEN ON THESE LOANS-LOANS THAT 

BY THEIR MILITARY NATURE DRAINED RATHER THAN STIMULATED 

ECONOMIC ACTIVITY-WAS BEGINNING TO STRAIN EGYPT'S ABILITY TO
 

PAY. BETWEEN 1984 AND 1990, THE BURDEN OF SERVICING EGYPTIAN
 

FMS DEBT BECAX' THE LARGEST POLITICAL IRRITANT IN U.S./EGYPTIAN
 

RELATIONS. PRESIDENT MUBARAK CONSISTENTLY STATED HIS VIEW THAT
 

FMS DEBT WAS POLITICAL DEBT AND SHOULD BE FORGIVEN. WE, IN
 

TURN, CONSISTENTLY MAINTAINED THAT DEBT WAS DEBT AND HAD TOBE'
 

PAID.
 

BECAUSE OF THE BROOKE/ALEXANDER AMENDMENT AND ITS 

REQUIREMENT THAT MILITARY AND ECONOMIC ASSISTANCE BE CUT OFF IF 

A COUNTRY WERE TO GO MORE THAN ONE YEAR IN ARREARS ON ITS 

MILITARY DEBT SERVICE PAYMENTS, THE EGYPTIAN GOVERNMENT BEGAN 

TO MAKE ITS REQUIRED PAYMENTS JUST SHORT OF THE ONE YEAR 

TRIGGER. BY THE FALL OF 1989, EGYPT'S ECONOMIC SITUATION HAD 
REACHED THE POINT WHERE WE EXPECTED THAT EGYPT WOULD HAVE TO 
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RESCHEDULE ITS OFFICIAL DEBT, IN THE PARIS CLUB AND THAT IT 
WOULD HAVE TO DO SO FOR AT LEAST THE NEXT FIVE YEARS. OUR FY 
1991 BUDGET ESTIMATES REFLECTED THIS JUDGMENT. PRESIDENT 

MUBARAK TOLD US IN INCREASINGLY STRONG MESSAGES THAT HE WOULD 
HOT BE ABLE TO MEET EVEN THESE "BRINK OF BROOKE" PAYMENTS, 
WHICH IN1990 WOULD EXCEED S700 MILLION; OUR OWN ANALYSIS: 

SUPPORTED HIS CONCLUSION. 

LET HE MAKE IT PERFECTLY CLEAR, HOWEVER, THAT WE WERE NOT 
PREPARED TO SEEK CANCELLATION OF EGYPT'S FMS DEBT ON THE BASIS 
OF THESE FACTORS. OUR DECISION TO DO SO NOW IS SOLEY RELATED 
TO THE UNIQUE CIRCUMSTANCES, AND IN PARTICULAR TO THE URGENT 
POLITICAL AND MILITARY CHALLENGES EGYPT IS FACING AS A 
CONSEQUENCE OF THE ONGOING CRISIS IN THE GULF. OUR PROPOSAL 
SHOULD BY NO MEANS BE VIEWED AS SETTING ANY KIND OF A PRECEDENT 
FOR ANY FUTURE ACTION ON THE PART OF THE UNITED STATES. 

LET ME MAKE ANOTHER IMPORTANT POINT, MR. CHAIRMAN. WE 
RECOGNIZE THAT WHEN THE DUST SETTLES IN THE MIDDLE EAST, EGYPT 
HAS A FORMIDABLE TASK IN FRONT OF IT IN THE AREA OF ECONOMIC 
REFORM. THE UNITED STATES WILL CONTINUE TO WORK WITH EGYPT :AND 
THE INTERNATIONAL FINANCIAL INSTITUTIONS TO INSURE THAT THE 
DIFFICULT CHOICES ARE MADE, CHOICES THAT WILL BE NECESSARY TO 
GET EGYPT'S ECONOMY ON A SOUND FOOTING. THE FORGIVENESS OF FMS 
DEBT, IN SHORT, WILL NOT LESSEN IN ANY WAY OUR COMMITMENT TO 
ENGAGING THE EGYPTIANS ON THEKINDS OF STRUCTURAL REFORMS'WHICM 



ALONE WILL ENABLE THEN TO PROFIT ECONOMICALLY FROM THE CLIMATE 
'OF STABILITY WHICH WE EXPECT TO'PREVAIL IN THE WAKE OF THIS
 

CRISIS.
 

THESE ARE NOT NORMAL TIMES, HR. CHAIRMAN. EGYPT'S BOLD AND
 

COURAGEOUS LEADERSHIP IN GENERATING AND MAINTAINING ARAB
 

SUPPORT FOR THE EFFORTS AGAINST SADDAN HUSSEIN, AND THE 

SACRIFICES EGYPT IS MAKING INCIDENT TO THIS EXERCISE IN
 

LEADERSHIP MAKE THIS THE UNIQUE CASE IT IS, AND HAKE THE 

FORGIVENESS OF EGYPT'S FMS DEBT THE RIGHT THING TO DO, AND NOW
 

THE RIGHT TIME TO DO IT. WE DO NOT SUPPORT FHS DEBT
 

FORGIVENESS F(R ANY OTHER COUNTRY. NO OTHER COUNTRY MEETS THE
 

UNIQUE COMBINATION OF POLITICAL, MILITARY AND ECONOMIC FACTORS 

THAT I HAVE DESCRIBED HERE TODAY. 

MR. CHAIRMAN, I NOTED AT THE OUTSET THAT ONE OF THE
 

PRINCIPAL TASKS OF A1ERICAN DIPLOMACY HAS BEEN TO ACHIEVE AN
 

EQUITABLE DISTRIBUTION OF RISKS AND RESPONSIBILITIES IN THIS
 

MULTILATERAL EFFORT. BY ANY STANDARD OF MEASURE, EGYPT HAS OF 

ITS OWN ACCORD ACCEPTED A LION'S SHARE OF THE RISKS AND A 

LION'S SHARE OF THE RESPONSIBILITIES, AND THIS AT A TINE WHEN 

ITS ECONOMY WAS BESET WITH SUBSTANTIAL DIFFICULTIES. 'IN'THIS 

CONTEXT, OUR ACTION ON THE QUESTION OF FMS DEBT INVOLVES THE 

SANE PRIiCIPLE OF FAIRNESS WHICH COMPELLED US TO SEEK EQUITABLE 

CONTRIBUTIONS FROM THE MANY NATIONS AROUND THE WORLD WHO HAVE A' 

STAKE IN OUR COMMON CAUSE. YOUR ACTION ON THIS MATTER WILL 
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SEND AN IMPORTANT MESSAGE TO THE PEOPLE OF EGYPT - AND, TO .THE 
PEOPLES UNITED IN THE REGIONAL COALITION WHICH EGYPT LEADS " 
THAT THE UNITED STATES ISWILLING TO SUPPORT 3ULLY A NATION 
WHOSE SOLDIERS ARE MANNING THE FRONTLINES ALONtSIDE AMERICAN 

GIS.
 

AT TIMES OF CRISIS AND PERIL, THERE IS NO SUBSTITUTE FOR
 
OL.D AND FARSIGHTED LEADERSHIP. HISTORY WILL JUDGE THAT
 

PRESIDENT BUSH AND PRESIDENT MUBARAK, AMONG OTHERS, HAVE 
DEMONSTRATED THIS KIND OF LEADERSHIP. IN OUR CONSTITUTIONAL 
SYSTEM, NO LESS IS EXPECTED FROM THE LEGISLATIVE BRANCH. I
 

HOPE AND TRUST THAT THIS SUBCOMMITTEE, AND THE CONGRESS AS A 
WHOLE, WILL KEEP THE DESERT SHIELD PACKAGE TOGETHER, AND IN SO 

DOING, RESPOND QUICKLY AND POSITIVELY TO OUR REQUEST FOR 

EGYPTIAN FMS DEBT FORGIVENESS. 
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Mr. OBEY. Mr. Mulford. 

SECRETARY MULFORD'S OPENING STATEMEN 
Mr. MuLuoD. Thank you, Mr. Chairman. I am pleased to have

the chance to discuss with your committee the President's recom
mendations to Congress that the United States Government forgive
Egypt's foreign military sales (FMS) debt. 

BASIS FOR ADMINISTRATION POLICY 

The President's decision to forgive Egypt's FMS debt was stimu
lated by Egypt's vital leadership in resisting Iraqi aggression in the
Gulf. The President's decision is unique and does not extend
other FMS debtors. It was based fundamentally on geopolitical and

to 

military grounds. The President made his recommendation in rec
ognition of Egypt's unique, unparalleled strategic contributions to
the pursuit of peace and security in the Middle East and the inabil
ity of measures short of forgiveness to safeguard our strategic rela
tionship with this important Arab partner. Thus, forgiveness of
Egypt's FMS debt is an integral part of the United States' ongoing
efforts to restore the rule of international law in the Gulf. 

The President's recommendation for forgiveness covers approxi
mately $6.7 billion in Egyptian FMS debt. This includes about $4.4
billion in principal outstanding on loans made by the Federal Fi
nancing Bank (FFB) with the full faith and credit guarantee of the
Secretary of Defense through the Defense Security Agency (DSAA).
The remaining $2.3 billion is owed to DSAA and represents arrears
plus amounts that DSAA has already paid to the FFB under the 
terms of its guarantee when Egypt failed to make payments that 
were due to the FFB. 

LEGISLATIVE MECHANISM IN FMS DEBT FORGIVENESS 

The legislative mechanism that the Administration is consider
ing to accomplish the forgiveness involves three steps. First,
DSAA's Guarantee Reserve Fund would purchase the $4.4 billion
still owed to the FFB, using funds borrowed from the Treasury De
partment under existing authority. This would consolidate all of
Egypt's $6.7 billion FMS debt in DSAA's hands. Second, the legisla
tion would authorize DSAA to forgive the entire consolidated stock
of Egypt's FMS debt. Third, the legislation would permit the Secre
tary of the Treasury to forgive all the Department of Defense's bor
rowings from the Treasury Department undertaken in connection 
with Egypt's FMS debt. Thus, the Department of Defense would
have no further obligations relating to Egypt's FMS debt. 

We favor this approach because it enables the Department of De
fense to honor its guarantee to make the FFB "whole." This is im
portant because the FFB is simply a financing mechanism, with noresponsibility for administering programs. If the FFB were re
quired to forego its guarantee rights and forgive Egypt's debt di
rectly, a precedent would be set that could ultimately lead to for
giveness of a substantial portion of the bank's remaining portfolio.
As the FFB's portfolio totals some $162 billion, this could be an ex
tremely costly precedent. 
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I understand, Mr. Chairman, that you and your committee have 
a strong interest in other areas of official debt. First, I want to 
state that our general policy is not to forgive debt, except in very
special circumstances. Second, I want to emphasize that our treat
ment of Egypt's FMS debt is distinct from the actions that the
United States Government has taken or is prepared to take or. 'he
non-military official debt of other countries. Finally, we have found
that there is no single, comprehensive program for dealing with
other official debt that effectively meets the needs of all heavily
indebted countries. The only overriding theme has been our em
phasis on encouraging significant and lasting economic reforms.

Our treatment of official debt has been highly differentiated and
tailored to the specific circumstances of particular countries in
volved: 

The United States and other participants at the 1988 Toronto
Summit agreed to extend exceptional multilateral debt relief to
low-income debt distressed countries in sub-Saharan Africa that 
were undertaking economic adjustment programs. Under this pro
gram the U.S. agreed to extend maturities to 25 years so that other
countries willing to engage in debt reduction and debt service re
duction could put their options into place. -This has now been ex
tended to Bolivia. 

We have also recognized the need to provide exceptional bilateral
relief to sub-Saharan debtor countries which are undertaking sig
nificant macro-economic and structural reforms. Section 572 of the
fiscal year 1989 Foreign Operations Appropriations Act allows the 
United States to extend bilateral relief by forgiving development
assistance and ESF loans for those sub-Saharan African countries
that have in effect economic reform programs supported by the 
IMF and the World Bank. 

President Bush's "Enterprise for the Americas Intiative" (EA) is 
a cooperative effort to boost growth, trade and investment in the
Western Hemisphere and includes some elements of bilateral debt
reduction conditioned on economic and investment reforms. 

These initiatives raise complex and far-reaching issues that defy
a comprehensive solution. The debt situation and the type of debt 
vary significantly from country to country.

I would be happy to discuss these issues in more detail. We look
forward to working with you and your committee. 

[Mr. Mulford's prepared statement follows:] 
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U.S. HOUSE OF REPRESENTATIVES 

Mr. Chairman and Members of the Subcommittee: 

I an pleased to have this chance to discuss with your
Committee the President's recommendation to Congress that the 
United States Government forgive Egypt's Foreign Military Sales 
(F4S) debt. The President's decision to forgive Egypt's PMS 
debt was stimulated by Egypt's vital leadership in resisting

Iraqi aggression in the Gulf. The President's decision is
 
unique and does not extend to other FMS debtors. It was based
 
fundamentally on geopolitical and military grounds.
 

The President made his recommendation in recognition of

Egypt's unique, unparalleled strategic contributions to the
 
pursuit of peace and security in the Middle East and the
 
inability of measures short of forgiveness to safeguard our

strategic relationship with this Important Arab partner. 
Thus, forgiveness of Egypt's rXs debt is an integral part of
the United States' on-going efforts to rostore the rule of 
international law in the Gulf. 

The President's recommendation for forgiveness covers 
approximately $6.7 billion in Egyptian FMS debt. 
This includes
 
about $4.4 billion in principal outstanding on loans made by the 
Federal Financing Bank (FFB) with the full faith and credit 
guarantee of the Secretary of Defense through the Lvfense 
Security Assistance Agency (DSAA). The remaining 1:1.3 billion
is owed to DSAA and represents arrears plus amounts that DSAA 
has already paid to the FF under the terms of its luarantee 
when Egypt failed to make payments that were due to the FFM. 

The legislative mechanism that the Admipf.vrqtion ts
considering to accomplish the forgiveness inv1vos 4ree steps.
First, DSAA's Guarantee Reserve Fund would purchase 0se $4.4 
billion still owed to the FFB, *using funds borrowed from the 
NB-949
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Treasury Department under existing authority. 
This would
consolidate all of Egypt's $6.7 billion FMS debt in DSAA's
hands. 
Second, the legislation would authorize DSAA to
forgive the entire consolidated stock of Egypt's FMS debt.
Third, the legislation would permit the Secretary of the
Treasury to forgive all of the Department of Defense's borrowings
from the Treasury Department undertaken in connection with
Egypt's FMS debt. 
Thus, the Department of Defense would have
no further obligations relating to Egypt's FMS debt.
 

We favor this approach because it enables the Department
of Defense to honor its guarantee to make the FF 
"whole."
This is important because the FFB is simply a financing
mechanism, with no responsibility for administering programs.
If the FFB were required to forego its guarantee rights and
forgive Egypt's debt directly, a precedent would be set that
could ultimately lead to forgiveness of a substantial portion
of the Bank's remaining portfolio.
totals some $162 As the FFB's portfolio
billion, this could be an extremely costly
procedent.
 

I understand, Mr. Chairman, that you and your Committee
have a strong interest in other areas of official debt. 
First,
I want to state that our general policy is not to forgive debt,
except invery special circumstances. Secondly, I want to
emphasize that our treatment of Egypt's FMS debt is distinct
from the actions that the United States Government has taken or
is prepared to take on the non-military official debt of other
countries. Finally, we have found that there is
no single,
comprehensive program for dealing with other official debt that
effectively meets the needs of all heavily-indebted countries.
The only overriding theme has been our emphasis on encouraging
significant and lasting economic reforms.
 
Our treatment of official debt has been highly
differentiated and tailored to the specific circumstances of
particular countries involved:
 
" 
 The United States and other participants at the 1988
Toronto Summit agreed to extend exceptional
RultilatnrAe 
 debt relief to low-income debt distressed
countries in sub-Saharan Africa that were undertaking
economic adjustment programs. 
This has since been
extended to Bolivia.
 
" 
 We have also recognized the need to provide exceptional
bilateral 
relief to sub-Saharan debtor countries
which are undertaking significant macroeconomic and
structural reforms. 
Section 572 of the FY 1989
Foreign Operations Appropriation. Act allow, the
United States to extend bilateral.relief by forgiving
Development Assistance and ESF lbans for those sub-
Saharan countries that have in effect economic reform
programs supported Uy the IMF and World Bank.
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president Bush's *Enterprise for the Americas
 
Initiative (EAI) is a cooperative effort to boost
 
growth, trade and investment in the Western Hemisphere
 
and includes some elements of bilateral debt reduction
 
conditioned on economic and investment reforms.
 

a 


These initiatives raise complex and far-reaching issues
 
The debt situation and the
that bely a comprehensive solution. 


type of debt vary significantly from country to country. I
 

would be happy to discuss these issues in more detail. We
 

look forward to working with you and your Committee.
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Mr. OBY. Thank you very much.
 

MR. DizxEu wau's OPENING REMARKS 
Mr. DiamaDmmi. I have no prepared statement, sir.
I came to answer technical budget questions if they need to be


asked.
 
Mr. OBEY. All right.

Thank you.
 

EGYPT'S DEBT PAYMENMs 
Let me, before I get into basic questions, try to get a bunch ofnumbers on the table so we understand exactly what it is we aretalking about. I would appreciate very brief answers because theseessentially simply require numerical answers.What is Egypt s performance record in making its debt paymentsto the United States in each of the following programmatic areas:PL4-80, CCC, Ex-Im Bank, AID, economic support funds, development assistance and FMS? Do we have those numbers anywhere?Mr. DIEFENDERFER. I wasn't able to note down every categorythat you mentioned. I have the numbers for actual payments forEx-Im, commodity, CCC, PL4-80 AID, direct loans and Department

of Defense direct loans.

Do you want me to read them to you?

For what year, sir?
 
I have data up until 1989.
Mr. OBEY. I am trying to get an idea of what their record hasbeen the last two or three years. Give them to me any way you

want.
Mr. DIEFENDERFER. In DOD direct loans, the area we are lookingat now, in 1987 my records indicate that Egypt repaid $525.8 million; in 1988, $21.5 million; and in 1989 $191,000. I have it rounded

here, $200,000.

Mr. OBEY. What is the situation with respect to whether they are
current, or if they are not, how far in arrears are they?
Mr. DIEFENDERFER. They are 
fairly in arrears. I don't have theexact number. We can compute that for you.The outstanding principal amount at the end of 1989 in thedirect loan account was $5.944 billion. I think the arrearages wouldbe in the order of a half a billion dollars or so. I think that is right.Mr. OBEY. What are their arrearages with respect to the other

accounts?
Mr. DIEFENDERFER. I can't tell you that from the numbers I havehere. I have the payment stream. I have the total outstandingamount, but I don't have the arrearages. We can supply those.Mr. OBEY. We would like to have them as quickly as possible.
[The information follows:] 
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ARREARAGES ON EGYPTIAN DEBT TO U.S. AGENCIES AS OF SEPT. 30, 1989 
[Don Tk mfTuan;dW aW fd AhI M*do io 

AA,,- AlPcy dm Amak&W TOarmnu. ... ,
 

Debatmeat of acte: fCndt (Cred Wt Vonatnmnt .............. 9 0 9
 
Pul Law 480: ....... 5........20,160
Direct loans ...................... ,771 25,930
 
Departmnt ofDefense:. Dirct loans . .....................................504,203 540,788
. 36,585 
Agency Developnen .............................16,434 45,550for International Direct loans ... 29,116 
Ezp t-mport Bank: Direct ..... ......... 990 3,743loans ....... 2,752 


Totals .......................... 61,552 554,470 616,022
 

Gp-oftuSowmTrmay/UB Repotm Esd DeWm DO Swf* bOt the U..Goment ti Oniv 1990. 

FISCAL YEAR 1990 PROJECTED DEBT 

Mr. OBEY. Can you tell me, specifically this year, what did the 
administration project that Egypt would pay on its FMS debt and 
what has Egypt paid?

Mr. DIEFENDERFER. For fiscal year 1990, what did we project?
 
Mr. OBEY. The current year, yes.

Mr. DIEFENDERFER. In fiscal year 1990, we projected that Egypt
 

woild pay less than, around, I believe, $20-some million. They paid, 
in fact, I believe, around $500 million in March, around March of 
1990. 

Mr. OBEY. You said $20 million? 
Mr. DIEFENDERFER. I think that is right, sir. 
Mr. OBEY. I frankly don't understand that response. 
Mr. DIEFENDERFER. Okay. 
Mr. OBEY. My question is, what did the administration project 

that Egypt would pay on its FMS debt in fiscal year 1990, and what 
has Egypt paid in fiscal year 1990? 

Mr. DIEFENDERFER. The projection for 1990 was somewhere be
tween zero and $20 million. They paid $500 million. I am advised it 
was exactly zero. 

I had a range here, but it was exactly zero. It paid about $500 
million. 

Mr. OBEY. They paid $500 million more than you expected? 
Mr. DIEFENDERFER. Five-hundred and eighty-three million, yes, 

sir. 
Mr. OBEY. What are your expectations with respect to 1991? 
Mr. DIFNDEREB R.With respect to 1991, our expectations were 

zero. 
DEBT TO COMMERCIAL CREDITORS 

Mr. OrzY. How much does Egypt owe its commercial creditors 
right now? 

Mr. DIE RFER. I don't know. OMB does not keep track of 
commercial debt. 

Mr. MuLFORD. Egypt, Mr. Chairman, owes its commercial credi
tors, at least commercial banks, about $4.9 billion out of a total 
body of debt of about $49 billion. But much of that $4.9 billion is in 
one way or another supported or guaranteed contingently by gov
ernment. That does not include short-term financing. 



249 
[I may be able to find the short-term figure if I look for a second.] 

DEBT TO OFFICIAL CREDITORS 
Mr. OrnY. Then let me ask you, Egypt owes the U.S. $12 billionin debt principal of which about $7 billion ismilitary debt. Whatdoes Egypt owe other official creditors?Then if you would, supply the laundry list for the record.The information follows:] 
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The Honorable David R. Obey
 
Chairman, Subcommittee on Foreign Operations'
 

of the House Appropriations Committee
 
2462 Rayburn HOB 
Washington, D.C. 20515-4907
 

Dear Chairman Obey:
 

Thank you for the opportunity to testify with Deputy
 
Secretary Eagleburger and Deputy Director Diefenderfer on
 
September 19 about the President's important initiative to
 
recommend forgiving Egypt's Foreign Military Sales (FMS) debt.
 

As Deputy Secretary Eagleburger and I stated in our
 

remarks, it is the Administration's view that forgiving Egypt's
 
FMS debt will not pave the way for debt forgiveness for other
 
countries. The FMS program is fundamentally different from other
 
USG direct loan programs. In addition, Egypt possesses a number
 
of political, military, and economic characteristics that set it
 
apart from other FMS debtors.
 

FMS loans carry market, rather than concessional,
 
interest rates. In addition, they do not have an economic
 
objective, but are intended directly to serve the mutual security
 
interests of the United States and the borrower. No other U.S.
 
direct foreign loan program possesses this combination of
 
characteristics.
 

The Congress has recognized the special nature of the
 
FMS loan program. The House report on hearings on the 1979 Special
 

International Security Assistance Act, which first authorized
 
substantial FMS loans to Egypt and Israel, states that:
 

The Congress finds that the Governments of Israel and Egypt
 
each have an enormous external debt burden which may be made
 
more difficult by virtue of the financing authorized by this
 
section [and that...) it may be necessary in future years to
 
modify the terms of the loans... made available pursuant to
 
this section.... (H. Rap. No. 96-161, 96th Cong., 2nd Ses.
 
5 (1979))
 

While Israel has already been able to adjust the terms of the
 

bulk of its FMS loans by refinancing with a USG guarantee, this
 

is not the case for Egypt.
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The White House announcement of the President's decision
to recommend FMS forgiveness for Egypt spoke of the President's
recognition of the unique contribution of Egypt to the pursuit of
peace and security in the Middle East and the courage, constancy,
and determination that it has shown. 
Deputy Secretary Eagleburger
addressed this point forcefully in his testimony and I will not
comment on it further except to note that the Administration's
views are united in this regard.
 

Egypt also possesses a combination of economic
characteristics that sets it apart from other FinS debtors and
should provide a firm rationale for limiting FMS forgiveness to
Egypt alone. These economic factors -- relating to Egypt's
extraordinary financing gaps, the fact that it has not benefited
from previous FMS debt relief programs, and the size and structure
of its debt --
are described in greater detail in the attachment.
 
In sum, FKS debt forgiveness for Egypt is
part of Operation Desert Shield. an integral


Such forgiveness is consistent
with the Administration's case-by-case approach to official debt.
The Administration does not support FMS forgiveness for any other
country because no other developing country has Egypt's unique
combination of leadership, geo-political, and economic factors.
I look forward to working with you further and hope that you will
be able to support the President's important initiative.
 

XSinc ely, 

avildC. ulford
 
Atnc=hnnt: Egypt- Distinguishing Characteristics
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EGYPT - DISTINGUISHING cII1,I.CKRI"TCB 

debtors, Egypt faces extraordinary
 

balance of payments gaps that cannot be addressed through a
 
traditional Paris Club rescheduling.
 

Unlike other key FMS 

Egypt, the second largest FMS debtor, is the only one 
among the top fourteen (each having at least $150
 
million in FMS debt) that faces imminent default on its
 
external payments.
 

0 Egypt has accumulated some $10 billion in arrears
 
since its May 1987 Paris Club rescheduling. Moreover,
 
recent balance of payments projections for Egypt suggest
 
that it will face a $6.3 billion additional financing
 
gap in the two years from July 1990, even with a strong
 
adjustment program and generous Paris Club debt relief.
 

1n contrast, other major FMS debtors, such as Israel
i 

(#1), Turkey (#3), and Pakistan (#5), do not need and
 
are not seeking Paris Club relief, duo to concerns
 
about the effect such action would have on their
 
creditworthiness.
 

In particular, Turkey has a strong external reserves
 
position. President Ozal has indicated that he believes
 
that greater trade and concessional loans, rather than
 
grants and debt forgiveness, are the most appropriate
 
means of support for Turkey.
 

For other countries among the top 14 FMS debtors,
 
traditional Paris Club reschedulings and commercial bank
 
restructurings have generally proved sufficient to
 
address whatever payments difficulties they have faced
 
in the past ten years (i.e., Jordan (#7), Morocco
 
(#8), Zaire (#12), and Philippines (#14)).
 

Except for Jordan, which has begun to accumulate some
 
FMS arrears in the past few weeks, and Morocco, whose
 
FMS arrears will be cleared up by last week's Paris
 
Club, all of the major FMS debtors are current on their
 
payments.
 

Other major FMS debtors have already benefited from relief
 
on their debt under previous programs (except for Greece, #4).
 
Egypt has not.
 

Thailand (#9) and Korea (#13) prepaid at par a
 
substantial portion of their-debt to the Federal
 
Financing Bank (FFB) under the Administration's 1987 FMS
 
relief program. (Although not a major FMS debtor, Oman
 
also prepaid.)
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Israel, Turkey, Pakistan, Spain (#6). Jordan, Morocco,
Thailand (#9) and Tunisia (#10) have refinanced large
amounts of their FMS debt in commercial markets with a
90% USG guarantee under the 1988 FMS Debt Reform.
This 	has reduced the average interest rate on their FMS
debt 	to current market (or below, in the case of their
remaining debt to the FFB), resulting in significant
interest savings. (Although not major FMS debtors,
Kenya and Honduras have also refinanced. Greece is
considering taking advantage of this program.)
 
Egypt has been unable to benefit from either of these
programs due to its inability to raise even the 10%
unguaranteed finance necessary under the 1988 program.
In addition, Egypt has been concerned that, under the
1988 program, it would be necessary to keep any future
 arrears on its FMS loans to 90 days or less.
 

I 	 Finally, it should be noted that under the terms of the
Cranston Amendment, Israel benefits from special
treatment on its FMS debt not accorded to Egypt or any
other debtor. 
Israel's annual appropriation of Economic
Support Funds 
(ESF) has been at least equal to the
level of its annual FMS debt service and, moreover, has
been 	provided in cash each year by October 30 or within
30 days of the appropriation, whichever came later.
 
A final point is that the structure and burden of Egypt's
debt 	is different from that of other FMS debtors.
 

Egypt's total external debt at end-1989 was about
$51 billion (not including arrears). This is the
highest among key FMS debtors (see Table 1).
 
Egypt's outstanding direct loans from bilateral creditors
at end-1989 totalled $32 billion, the largest among key
FMS debtors both in absolute amount and as a percentage
of total medium and long-term debt. 
Except for Pakistan,
Egypt's debt to private creditors (bank loans and bonds)
constitutes the smallest percentage of total medium and
long-term debt (Table 1).
 
Egypt's direct loans and guarantees from the USG at
end-1989 totalled $12.5 billion, not including about $550
million in end-1989 FMS arrears. 
This 	is also the
highest level among key FMS debtors (Table 2).
 
Egypt's end-1989 FMS debt to the USG accounts for 48%
of its total bilateral debt to the USG (Table 3).
This is the highest ratio for any developing country
that has not already benefitted from a USG-guaranteed
refinancing or Pars Club relief on the bulk of its FMS
 
debt.
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Egypt's debt burden is also heavy, expressed in terms
 
of standard ratios such as total debt to GDP, total
 
debt to exports, and debt service to exports of goods
 
and services (see Table 4, based on 1988 data.) Note
 
that in order to reduce distortions caused by arrears
 
and reschedulings, the debt service ratio is defined as
 

the higher of actual 1988 debt service payments on
 
or accrued debt service on end-1987 debt.long-term debt 

In the World Debt Tables 1989-1990, published in 1990,
 

the Bank notes that Egypt's situation has deteriorated
 
since 1988: "Based on recent data, Egypt would be
 
classified as severely indebted instead of moderately
 
indebted." The ratio of Egypt's scheduled debt service
 
payments is now estimated at more than 60%.
 

September 24, 1990
 

Tables: 1. Key FMS Debtors - Total Debt (1989)
 
2. Key FMS Debtors - Bilateral Debt with the U.S. (1989)
 
3. Major FMS Debtors - Stock of FMS Debt (19891
 
4. Debt Ratios for Key FMS Debtors (1988)
 



KEY FMS DEBTORS - TOTAL DEBT (1989) 
MEDIUM AND LONG-TERM PUBLIC DEBT PRIVATE SHORT TOTAL 

OFFICIAL DEBT BANKIOND DEBT# DEBT TERM DEBT'-

BILAT REDrT MULTILATERAL TOTALAM NT % Arr TAMOU MOUNT % L/r MOUNT % L/TEGYPT $32.190 72% $4,930 11% $37,120 83%GREECE* $7,502$278 2% $4,968 28% 17% "4.2 5939 $5,116ISRAEL- $5,246 30% $12,236 $80677$6048 37% $68 0% $6,116 
70% $17,482 $1,315 $4.71'JORDAN $1,696 37% $10.333 63% 23.51429% $16,449.i$1,313 22% $3.00 ; $4,400 $2,850MOROCCO 51% $2.846 23.69$11,319 55% 49% 5,855$4,445 22% 50PAJKISTAN* $15,764 77% $4,651 5106 '55,961-$8,609 23%57% $5,661 520038% $20.415PHIUPPINES $14,270 95% $816 $100 520.715$6,644 26% $6,355 25% 5% $15,086 569TURKEY $10,969 $12,999 51% $12,640 49% $25,39 

$2,635 $17.69031% $8,738 25% $874$19,707 56% $15,570 13,910 $30.42344% $35,27"' NA 15,745 $41.022@ Does not Include officially-guaranteed credits, such as guaranteed oxport credits and FMS refinancing.4 Includes officially-guaranteed credits.1988 data. Due to Greek reporting practices, we do not believe ttis figure includes FMS direct credit,* Provisional 1989 data. 

SOURCE, World Bank 
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Bilateral Loans and Guarantees from the United States 
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Major FMS Debtors -
Stock of FMS Debt ($millions) 

Total FMS Debt 

Orect Guas, Total Debt to 'a%of4.01M. Loans+ FMS +- USG++ Total USG
 
Israel 
 3,204 5.051 8255 10.690 77.22%Egyt 5,994
Turkey 0 5,994 12,615 47.51%1.410 1715 3.125 5.615 55.65%Greece 1714 0 1,714Pakistan 1.824 93.97%530 565 1.095 4.559 24.02%Spinf 735
Jordan 735 1.045 70.33%161 200 361morocco 885 40.79%204 142 346 1.669 20.73%Thailand 230 ,.75 305 431Tunisia 70.77%32 162 194 776 25.00%Portuga 0 193Zaireff 

193 500 38.60%147 0 147 202 72.77%Korea 162 0 162 2.879 5.63%Philippines 160 0 160 2,093 7.64% 
N other FMS debtors have outstandings of less than $150 miWion.FFB loans guaranteed by DOD. direct DOD loans, rescheduled debt+ Loans refinanced In commercial markets with a 90% U.S.G. guarantee.• Includes both direct ;oans and guarantees. Does not include end-1989 arrearLSpain refinancrA. but then prepaid the refinancing loan. Thus.the U.S.G. has no further guarantee obligation.

#0Zaire's FMS debt has been largely rescheduled In the Paris Club. 

Data as of end-1989 

I 



DEBT RATIOS FOR KEY FMS DEBTORS 
(1988) 

DEBTIGDP DEBTIEXPORTS DEBT SERVICE' 

EGYPT* 117% 351% 27%" 
GREECE 44% 201% 34% 
ISRAEL 62% 195% 25% 
JORDAN 92% 172% 25% 
MOROCCO 114% 353% 47% 
PAKISTAN 43% 308% 36% 
PHILIPPINES 75% 271% 34% 

TURKEY 55% 226% 45% 

In order to reflect debt payments not made because of 

rescheduling or arrears, the World Bank used the higher of 
actual 1988 debt service payments on long-term debt or 
accrued debt service on end-1 987 debt. 

* * The "World Debt Tables 1989-1990" note that Egypt's 

situation has deteriorated since 1988 and should be 
considered "severely Indebted". 

SOURCE: World Bank 
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Mr. OBEY. The total is?Mr. MULiROD. Egypt's total bilateral debt to official bilateralcreditors is $32 billion.

Mr. OBEY. Of which $12 billion is ours?
Mr. MuLFoD. Yes, about $12 billion is ours. [It is a little hard tosay there because the-well, it is approximately $12 billion.]Mr. OBEY. Does that $32 billion include military debt?Mr. MuuiORD. Yes, it does.
 
Mr. OBEY. It does?
 
Mr. MuLFPoD. Yes.
 

U.S. BUDGETARY COSTS 
Mr. OBEY. What is your estimate of the budgetary cost of yourrecommendation?
Mr. DE F Euw. Of the Egypt recommendation, zero, sir.Mr. OBEY. Would you explain why you reach a conclusion of zerowhile OMB CBO reaches an estimate of approximately $2.4 billion over five years?Mr. DIEFENDERFER. I can't explain CBO, but I can explain howwe arrived at our numbers.
Every year we estimate the amount of foreign debt that will berepaid to the United States in a lump sum, much as we estimatehow much we are going to receive in corporate income tax. Everyyear we look for special factors that would affect that number.In estimating the 1991 budget, we looked at special factors pertaining to Egypt. There was the size of the debt.., about one halfof the total outstanding FMS debt. Their payments had dipped in1989. At the time we were making these estimates, it would havebeen around November or December of 1989. We were putting together the budget. They had paid in 1989 only $191,000 on that

debt.
They were up for the Paris Club rescheduling. We thought it wasprudent to score them at zero, in that they would not be in the position to pay us anything.
Mr. OBEY. So that is how you then are able to say that you estimate that the cost to us would be zero because you estimated thatthere would be zero repayment in the first place; is that right?
Mr. DEFFNDRFEB. That is correct, sir.
 

POLAND'S DEBT
Mr. OBEY. With respect to Poland, what expectations were youcarrying that they would repay us anything this year?Mr. DWi NIERF. As I stated previously, we make a general assumption on all debt. We only estimate special situations where wehave reason to believe there is vast increase in the amount of pastpayments or a decrease in the amount of past payments.Egypt was the only country that we reviewed in this manner forthis budget.

I can say that, according to our figures, Poland's actualments in 1989 paywere $7.1 million. But we did not make a specificestimate for Poland or for any other country at that time. 
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Mr. OBEY. Do you have any expectation, do you have any reason 
to believe that we are going to collect more than the $7.9 million 
from Poland this year than we got the previous year? 

Mr. DEFEmNDERFER. I don't have any expectations right now, but I 
have not reviewed it. If we were going to make a judgment on 
Ioland, we would need a chance to sit down and review all the ma
teriel. 

Mr. OBEY. I have been asking that question for four months and 
I have ;et to get an answer to it. I would appreciate it in light of 
these cirLumstances that I get an answer to it. 

If we ara to measure the cost of loan forfiveness or adjustment, 
it is nice to know what the administration s real expectations are 
about repayment from all countries, not just the one that happens 
to be under the gun at the moment. 

Mr. DIEFENDERFER. I understand that. If you are moving legisla
tion with forgiveness for anybody in it, you have to know what our 
estimates of the costs are. 

I understand there has been a reluctance on the part of this ad
ministration and pst administrations to put out in the public pay
ment estimates-

Mr. OBEY. I understand. If we are to assess the reasonableness of 
your position with respect to Egypt vis-a-vis another country like 
Poland, we have a right to that information, and I expect to get it. 

How soon can we have that number with respect to Poland?
 
Mr. DIEFENDERFER. I can't give you a time yet, sir. I will be glad
 

to give you a time within 24 hours. I have to make some consulta
tions with people who supply us the information. 

Mr. OBEY. Well, I would suggest that if the administration wants 
any consideration of their request, we need that information before 
this request is going to be considered. 

Mr. DIEFENDERFER. I understand. 
[The information was supplied and is contained in the committee 

files.] 
Mr. OBEY. At this point, do we have any estimate. Let me ask 

you one practical question before I get back to the numbers, after 
others have had their opportunity to question. 

POTENTIL ADDITIONAL REQUESTS FROM OTHER COUNTRIES 

If we were to grant your proposal exactly as is, what would the 
Administration's expectations be with respect to other countries 
who might come in asking similar treatment, i.e., what do you 
expect to experience by way of requests from Israel, from Turkey, 
or from any other countries that you might expect pressure from 
or requests from? How do you recommend that those requests be 
dealt with and how do you plan to deal with it? 

lM4r. EAGLEBURGER. Let me do a pice of the answer and then ask 
Mr. Mulford to talk specifically about some of the issues that I 
knowyou are interested in. 

As I have made as clear as I can in my statement and as clearly 
as Mr. Mulford stated it, it is the Administration's view with regard 
to the request for Egypt's debt relief on FMS that this is a unique, 
totally unique circumstance deriving from the crisis in the Gulf. 
Therefore, it sets no precedent for anything else. 
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Having said that, it is clear that we will be asked by some countries to engage in debt relief for them as well.I should say with regard to Turkey, by the way, that has notbeen the request. In fact, as I understand it, that is not their intention to make such a request, that they are interested in greatertrade and investment and issues of that sort. The debt issue, atleast as I understand it, they have made no such requests and do

not intend to.
There have been discussions with regard to the Israeli debt. Iwould be happy to talk about the whole question of Israel and support of Israel, if you want to.Mr. OBEY. Let me interrupt here. I am not speaking just with respect to debt relief. My point is this. If you provide $20 billion toSaudi Arabia, if you provide forgiveness of roughly $7 billion inEgypt's debt, or whatever level is finally agreed upon, if you provide additional assistance to Turkey, when this is all over, what Iam trying to get at is, what other kinds of requests do you expectto get from other countries citing what we have done here, whatwe have done in the case of Saudi Arabia? What do we think thetotal cost of that package is going to wind up being?Mr. EAGLEBURGER. Mr. Chairman, there is no way I can answerthe question. I don't know what kinds of requests we will get ofthat broad a category. We will get some requests and some discussion on debt relief. There is no question about that.I also have to say that since we have been out beating the bushesfor money from allies and friends, part of it to be used to supportour military effort, part of it to be used to support Egypt, Turkeyand so forth, that money obviously will be available.I don't know what kinds of total requests we are likely to get. AllI can tell you at this stage is that with regard to this specific issuewe do not consider it as setting a precedent for anything else. Wewill get a lot of requests, I am sure, for a lot of different things.They will have to be looked at individually.We are in discussions with the Israelis now. I can't possibly give
you what kind of a figure this would end up with. I can tell you
that we will have to deal with each one of these requests on its

merits as it comes.
Mr. OBEY. My point is simply this. We are an appropriationscommittee. We have the plain idea we ought to know where we aregoing before we start on the journey.
The problem we have is if we approve the very first piece of anything, we have an obligation to ask, what is this going to wind upbeing? How is it going to impact the budget, how is it going toimpact our other choices?
We have to have a better response to that. We have got to havesome idea of what the overall package is going to wind up lookinglike. We don't want to be led under the tent a centimeter at a timeand then wind up facing a very big balloon we have to finance. 

SYRIA
 
Mr. YATs. If the Chairman would yield, I am 
told Syria owes 

the United States $240 million. Secretary Baker sat down with 

42-82 0-91-9 
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Syria for the first time and negotiated Syria's participation in the 
alliance against Iraq. 

Was there any deal made with Syria? Is Syria still on the list of 
terrorists nations that we have maintained over the years? Were 
there any promises that were given to Syria as a result of its build
ing up its forces against Iraq? 

Mr. EAGLEBURGER. That I can't answer specifically, Syria is still 
on the Threat list. There were no promises made. There were dis
cussions between Mr. Baker and Mr. Assad. There were no prom
ises made. There was nothing as far as I know discussed on Syria 
debt to the U.S. 

Certainly no agreements were reached with regard to that. This 
was an opening conversation in what we hope will be an increas
ingly productive dialogue with Syria, but there were no commit
ments made. 

Mr. YATES. Thank you. 

PRECEDENT FOR OTHER COUNTRIES 

Mr. EAGLEBURGER. Can I ask Mr. Mulford if he wants to, since 
you are unhappy with my answer, let's see if he can do better than 
I did. 

Mr. MULFORD. Mr. Chairman, I think the question you asked was 
about the kind of precedent that this action in Egypt would set for 
other countries with similar debt. 

Mr. OBEY. No. What I am asking is, this committee, the Appro
priations Committee, is going to be asked to finance a venture and 
we would like to know a ball-park estimate of what that is going to 
be. 

You must have some idea of the kinds of requests you are going 
to get from a variety of other characters around the world. I would 
kind of like to know, when this whole ball of wax is wrapped up, 
what are the other pieces-not only with respect to debt relief. 
Debt relief is of economic value to country A. How is country B 
going to react to that? How are we going to react to country A and 
country B and country C that come running in on their coattails? 

What is our rough estimate? Are we going to the football game 
with no game plan beyond trying to get the firsk down? That is the 
question. 

Mr. MULFORD. On the broad issue, there is no overall figure that 
covers all countries affected by this crisis. One of the purposes of 
the two presidential commissions led by Mr. Baker and Mr. Brady 
was to seek out funds for economic support for the affected front
line states and also to determine what the needs of those front-line 
states might be. That is an ongoing exercise, Mr. Chairman, which 
I do not believe will result in large additional requests being made 
to this committee. 

The purpose of the burden-sharing exercise is to attempt to iden
tify and raise monies that can be used to offset those problems. 

With regard to the military debt itself, the other countries that 
have large military debt with the United States by and large are 
clearly differentiated from Egypt in many different ways.

We have already said this is a unique case, based on political and 
military and, to some extent, economic considerations. But the 
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other heavily indebted countries with military debt owed to theUnited States, if you apply certain criteria to them to determinewhat sort of debtor they are, that is to say what sort of conditionthey are in, they don't have the same case for debt relief as Egypt.It seems to me that those figures support the premise here thatEgypt is unique and will not be followed by other requests from 
other countries.

Mr. OBEY. I want to yield. I would like to stop this. My only response would be, if you are suggesting we could reasonably expectthere to be very limited additional cost associated with this package, I don't, and I don't think many people in the Congress, would
find that a credible response.

Mr. MULFORD. Mr. Chairman, I was only referring to the econom
ic cost of the front-line states.

Mr. OBEY. That is an interesting issue, but that is not the question I asked. We really do need to know. We are sitting out thereat Andrews Air Force Base negotiating a Budget Summit, or atleast we were. Now they are going to be sitting someplace else.
Given the fact that they have more than a minor interest inachieving an agreement on the budget, we would like to know whatimpact all of these actions are going to have on that budget. We 

are not getting very much information. 
Mr. EAGLEBURGER. In part, Mr. Chairman, that is because we

don't have it. All I can tell you is we-
Mr. OBEY. You ought to have some estimate. When the GreenBay Packers sit down with the pack, they don't know whether they

are going to expect blitzes or fall-down defenses.Mr. EAGLEBURGER. This isn't a football game, in the first place.In the second place, as much as I like the Green Bay Packers, Ihope we win more than they do. 
The point is, we are in a situation where we are going to get requests. For example, clearly, something is going to be agreed withregard to Israel. We are in discussions on that subject now.I couldn't for the moment give you a figure yet. I can tell youobviously something is going to be done with regard to Israel, anumber of the other requests that will come out of what we havedone with regard to the Egyptian action. We are simply going tohave to say that is not something we are prepared to do with you.The point is, I can't give you a figure because, one, we don't

know how much we are going to be asked for.Secondly, I can assure you we are not going to be anxious with 
most of the requests.

Thirdly, I am hopeful that the money that is being raised fromother countries will take a good bit of that burden off us to begin
with.

Mr. OBEY. Excuse me. We have to vote. We will be right back.

[Recess.]

Mr. OBEY. Dean, would you like to proceed as long as no one else


is here? 
Mr. GALLO. Thank you, Mr. Chairman. 
Mr. OBEY. I will call on Mickey after you are dnnA
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RAMIFICATIONS OF DENYING DEBT RELMEF 

Mr. GALo. Secretary Eagleburger, I would, too, as has been men
tioned here many times, compliment the administration on the 
way it has handled this entire crisis situation in the Middle East. 

I would also echo the sentiments of the Chairman and others 
that President Mubarak has been gracious in his actions in bring
ing about the Arab nations the support. 

One of the concerns, and you have to look at all sides of this par
ticular issue as you bring this forward for supplemental approval, 
if in fact there were not an agreement, what do you feel the ramifi
cations would be vis-a-vis Egypt and President Mubarak? 

Mr. EAGLEBURGER. If the Congress does not approve this debt 
relief? Without trying to be, trying very much to avoid exaggera
tion, I think there are a number of consequences, the first of which 
is it would be the first time that the administration and the Con
gress have separated during this particular Gulf crisis. I think that 
is bad in general, and it sends a bad signal to lots of people. 

Secondly, I think in terms of impact in Egypt itself, given, first of 
all, the fact that this whole FMS debt issue has been a substantial 
political problem, the basic political problems between ourselves 
and the Egyptian government for some time, it would be a real 
blow to President Mubarak in terms of a demonstration on our 
part that there are limits to our willingness to cooperate. 

Frankly, the thing that would bother me the most is the issue 
that I am most concerned about, which is political stability in 
Egypt, support for Mubarak in the tough stance he has taken 
against the attitude of a lot of others in the Arab World is abso
lutely critical to Mubarak's being able to maintain Egypt as the 
linchpin that I think it is in the effort we are now engaged in in 
the Gulf area. 

I don't want to see us do anything that raises questions in the 
minds of the body politic in Egypt about the degree of our commit
ment to stay step by step with the Egyptians at this time. 

There is as well and related to that, let's face it, the Egyptian 
economy was not in great shape before this effort began. In many 
ways, what we are engaged in now in trying to get help from 
others to support the Egyptians is to bring them back up to what 
was then an unsatisfactory economic level that has now deteriorat
ed because of the crisis. 

I don't think it is astounding to anybody to recognize that eco
nomic conditions and the living conditions of the average Egyptian 
have an impact on political stability. All of those tell me that I 
think it would be, to put it mildly, deejply regrettable if we can't 
proceed with this. 

Let me also say to you, and I have to say it when Mr. Edwards 
comes back, I am not happy about the way this came forward. 

I would like to argue we are victims of that thing that has 
become so obvious and often happens in Washington, a leak to the 
newspapers. That is not the way we intended to proceed to inform 
the Congress that we wanted to do this. 

I realize that our hiding behind the leak and 25 cents will get me 
a cup of coffee up here. We were driven to something we didn't 
want to do that way. 
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I can very well understand if somebody says, "You've put thisforward. Now you've given me all these arguments about why if it
doesn't happen, that is a disaster and that is putting the Congress
in an awkward spot."

Having said all of that, I can tell you now on the basis of what Iknow, if we had been able to go through the proper consultation 
process when we, through the President and the administration,
feel so strongly about the need to do this in terms of the kinds of
signals it sends to the Egyptian government and the Egyptian
people, in addition to the fact that it is a critical economic and
military element in this context, we would have come forward withthe proposal any way, I am quite sure. But I wish we had been able 
to do that in a much more appropriate manner to bring it before 
this committee and this Congress. 

SETTING PRECEDENT FOR OTHER COUNTRIES 

Mr. GALLO. I would certainly agree with that. I think that in many cases, all of us-if not all of us, many of us-have been blind
sided by this. I didn't mean my question to indicate that this committee is not. I just think it is important that we understand theramifications. And as far as the Egyptian people, it is at least the
information that I have been given, they feel it is a fait accompli.
They don't understand the governmental structure of the United
States and what has to take place. That also compounds in either 
direction our decision. 

You have made emphasis, a great deal of emphasis as to the spe
cific request not setting a precedent. I am sorry I left for a votebefore you commented, but there are similarities with some coun
tries, in particular Israel. I am not sure I make the same separa
tion that you so clearly defined, at least in your own mind or the
administration's mind. I am just wondering whether or not there isthe same concern I have as expressed by the chairman and others.

This line is going to get very long very quickly. There are somecountries that do have similar situations, although not being exact
ly the same. 

POLICY TOWARDS ISRAEL
 
Mr. EAGLEBURGER. Mr. Gallo, I am going to put it, quote, I 
amglad you asked the question because it gives me a chance to

straighten up this Israeli issue which we kind of got cut off in the 
middle of. 

Let me specifically refer to the Israeli issue. I start by saying
once again, as I said, as Mr. Mulford has said, we do not regard theEgyptian FMS debt relief as setting a precedent for anybody else.

Let me try to be clear on the Israeli issue. I am not announcing
here today that we have arrived at an aid package for Israel. I am
telling you we are in discussions with the Israelis, with Israeli offi
cials. Moshe Arens has been here. We are talking to him. SecretaryBaker will be talking to Foreign Minister Levi next week, I think it
is. It is no secret, I think, to anybody. If it is, I am prepared to say
it is no longer a secret. 

We are talking about what kind of an assi'stance effort we oughtto put together with regard to Egypt. It is obvious to all of you up 
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here that one of the issues, for example, is the housing loan guar
antees. That is one small piece being discussed. I hope we have 
that settled by next week when Jim Baker and Mr. Levi meet. 
There are a whole list of things being discussed. 

It ought to have been obvious to everyone that the administra
tion accepts the principle that having done what has been done 
with regard to the Arab states, there needs to be balance in the 
way in which we deal with Israel. I am confident we will arrive at 
an agreement with the Israeli government on what ought to be 
done.
 

I don't know the details yet. I couldn't even predict at this point
the details other than to say I think we will accept, for example,
the housing loan guarantee question.

When it comes to the specific question of foreign military sales 
debt, I would argue strenuously that Egypt and Israel are in quite
different circumstances. I would also say-I don't want to put
words in anybody's mouth. 

Mr. OBEY. Would you tell us why?
Mr. EAGLEBURGER. I am trying to. I am not trying to put words 

in anybody's mouth. 
The issue of whether Israel is in fact seeking this is an open

question at this stage. Why is it different? In the first place and 
critical to the whole question is, remember, please, Israel is paying
its debt. It is not in arrears. Remember as well, and I think it is 
the Cranston amendment, says that when we set our economic sup
port fund level for Israel, that level will take into consideration the 
amount of money that Israel has to repay on its foreign military
sales debt each year.

In a sense we are offsetting in what we appropriate for Israel 
what we know they are going to have to repay. That does not exist 
with regard to the Egyptian case. So that makes it substantially
different. 

Israel is paying its debt and it is not a great strain, as far as I 
understand it, with regard to paying that debt. There are clearly
thingb we need to do for Israel, and we are talking about those. We 
will arrive at agreement on what they ought to be, I think, and 
move forward with it. 

I don't think we ought to get hung up on this narrower question
of foreign military sales debt and debt relief for Egypt, and start 
with a view that has, that it is exactly the same situation in the 
Israeli case. I think they are 4uite different. 

My suspicion is we can deal with what Israel needs without 
having to get into that kind of a question.

Again, to simply end on it, the administration's clear view is that 
this is a unique action with regard to Egypt.

Mr. GALLO. Mr. Chairman, if I can continue, just one more ques
tion? 

I know that you have set a proposal before us. That is what is 
under consideration. Again, I think to properly evaluate if there 
are any options, do you see any options to this if this committee in 
its deliberations trying to make the right decision and do the right
thing, are there any options to this outside of outright forgiveness?

Mr. EAGLEBURGER. No, sir, I don't think there are. I think any
thing else-and I will be glad to talk about specific suggestions, as 
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would we all-I think anything other than proceeding the way we
have suggested sends the wrong signal at the wrong time in a crisis
where we have thus far been able to maintain solidarity between
the Executive and Legislative Branches and solidarity amongst the
Arabs and ourselves, and I would hope we can stay that way.


Mr. GALLO. Thank you, Mr. Secretary.

Thank you, Mr. Chairman.
 
Mr. OBEY. Mr. Edwards?
 

POLICY ON EGYPT AND OTHER REQUESTS 

Mr. EDWARDS. Thank you, Mr. Chairman. Sorry I was late.

Let me make a couple of comments and then ask some questions.


I think it ought to be very clearly understood that while the bulk
of your testimony, Larry, was about why Egypt has earned thissort of reaction from the United States, nobody disagrees with that.
That is not in dispute. I think that every Member of Congress Ihave talked to, and certainly I feel very strongly that President
Mubarak has done an outstanding job, as President Sadat did
before him. I have warm feelings about what Egypt has done in
this case and in other cases. 

The question is only, what is the appropriate and correct response? To do something for Egypt is something that I think we all 
agree on. 

I am concerned, quite frankly. I don't want to carry on the way Idid before in my opening statement, but I really am concerned
about the fact that sometimes in the effort to accomplish things
that are thought to be the best thing to do, we tend to cut around
the edges as to what really is the case. 

I, for example, to be real open about this, had heard originally inthe news that the administration's answer to the question, "What
about other people who are going to come forward and also ask forthis kind of relief", that the administration's response was, "We're

going to take all of these up on an individual basis, judge them on
 
their merits."
 

When Mr. Obey and I met with you, I raised that exact quotebecause you were saying very clearly, if that happens, if the other
 
requests come in, the administration is going to say "no."
 

Mr. EAGLEBURGER. That is what I think I said today, too.
 
ORIGINS OF ADMINISTRATION DEBT FORGIVENESS POLICY 

Mr. EDWARDS. No, you didn't. You said-in fact, I wrote it
down-that when the requests come in, they are going to be judged
individually. It can't be both ways. Either the answer is a flat "no"
and nobody else is going to be considered for this, or they are going
to be judged individually. I am not saying which way is a correct 
answer, but they are not consistent answers.

And I guess my first question really relates to that same kind of 
a thing. President Mubarak told us in Cairo, in Alexandria, rather,
that he learned about this whole proposal from the newspapers.
That is how he found out about it. 

I have been told by people in the Executive Branch that in fact
this initiated with us, that it was our idea, that we thought it
would be a good thing to do for Egypt, for our relationship with 
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egypt, and we went to Egypt. I have been told by other people in 
the Executive Branch that it was Egypt's idea. They came to us. 

I guess my first question is, where did this begin? Whose idea 
was it? Did Egypt come to us asking for debt forgiveness or did we 
surprise them out of the blue with our generosity? 

Mr. EAGLEBURGER. I noticed you raised that point earlier, Con
gressman Edwards. I want to try to give you the detail as I know 
it. Let me try to give you the answer to that. 

Let me also say just in case there is any ambiguity in the first 
point you raised, I have said in my statement, Mr. Mulford has 
said in his statement, this sets no precedent for anything else. If 
we are approached by other countries, the answer is going to be, 
"What we have done for Egypt is unique and deals uniquely with 
this case." 

I can't say to you never, ever are we ever again going to consider 
debt relief for a country. But I can say to you that this Egyptian 
action on our part should not be taken by you as in any way an 
indication that the United States Government is going to entertain 
FMS debt relief for some other country. 

I can't say it any other way. That is not to say that at some point 
sometime Mulford here in discussions with other countries isn't 
going to be discussing debt relief. Of course he is. It is not going to 
be based on this precedent. 

Now, as to how this was initiated, to the best of my knowledge 
and against the background as I know you understand, this has 
been an issue between us and the Egyptians for some period of 
time. When the Saddam Hussein attack on Kuwait took place and 
a short period thereafter, the issue of how do we deal with the 
question of FMS debt relief was looked at against the fact that the 
Egyptians, at just about that time, had to make a payment to avoid 
Brooke-Alexander. It was the State Department that raised the 
issue of should we move to recommend to the President that this 
issue be looked at in terms of whether we should in fact forgive 
Egyptian FMS debt. That came out of the State Department. You 
are looking at one of the people involved in making -,he decision, 
not alone, by the way, but looking at one of the people involved in 
the decision to make such a recommendation to the President. It 
went from the State Department to the President. 

There were a number of meetings at the NSC and senior levels 
in the U.S. Government to discuss the question. It was discussed, it 
was examined, it was looked at. The President made, in fact, I 
think, a decision on a Thursday that this was in fact a proposal 
that he liked and wanted to move forward with. 

The intention at the time the decision was made was that we 
would then come up here and consult on the subject and then go to 
the Egyptians. On Friday there was a leak. 

While you were out a minute ago, Mickey, I said, you know, I am 
not going to make apologies for the way it was handled. I regret we 
are coming to you under these circumstances. I think our inten
tions were clearly different. 

There was a leak Saturday that was in the newspapers. At that 
point, we began to try to play catchup ball. The intention was to 
come up here and to discuss the matter with you. The intention 
was then to go to the Egyptians. 
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Where it was initiated was in the State Department, it was dis
cussed with Treasury and discussed with the NSC.

I should also make the point to you that I tried to make earlier. I am not trying to hide behind the leak. It happens too often. I 
regret it happened. It should not have proceeded that way. But the
intentions, at least, were to do it in a different way.

I should also tell you, Mickey, we felt strongly enough about it
that I suspect after having come up and consulted, we would
almost certainly have come forward wit'.. the proposal anyway. It
should have been handled in a different way, and I regret the fact 
that it was not. 

Mr. EDWARDS. The purpose of consultation is to consult before de
cisions are made, not to consult after decisions are made.

Mr. EAGLEBURGER. You can't ask something like this to be exam
ined and discussed with the Congress until you know what the
President is prepared to do.

Mr. EDWARDS. I understand that. You are suggesting, however,
that the very high official in the administration who told me that
this initiated with Egypt is misinformed? Is that right?

Mr. EAGLEBURGER. That is correct, Mr. Edwards.
 
Mr. EDWARDS. Okay. All right.

Mr. EAGLEBURGER. In this particular instance. Please understand 

there were all these earlier discussions. 
Mr. YATES. At this moment. 
Mr. EAGLEBURGER. No, I am not trying to be cute. 

ALTERNATIVE POLICIES TO TOTAL DEBT FORGIVENESS 

Mr. EDWARDS. I have two additional questions, Larry. One iswhichever of you wants to answer this-Secretary Mulford in his 
statement said the inability of measures short of forgiveness to
safeguard our strategic relationship with this important Arab partner, the quote you used in discussing why this decision was taken. I
wonder if you can elaborate a little bit on this.

Some of us are wondering why we can't accomplish the same
thing through a restructuring of the debt, through c1-, .nging the in
terest rates, through deferral of payments, through Brooke waivers, through having the Saudis and Kuwaitis pay Egypt's debt di
rect!y to us. There are a lot of different options.

Why was everything short of total forgiveness ruled out?
 
Mr. MULFORD. Most of the other options, apart from those where
somebody else would pick up the debt, which was regarded as not

workable in practice, were given some consideration. But optionssuch as partial forgiveness, a temporary waiver of interest pay
ments, or capitalization of interest which are designed to provide
near-term relief, were thought not really to solve the problem;
most of those solutions would have the effect of building the stock 
of debt further. 

The present stock of military debt is already regarded as unsus
tainable and uncollectable. What is the point of attempting to godown a road which simply creates the impression we are solving aproblem when in fact we are creating a body of debt that is not
collectable. That is why the decision was made here to simply face
the reality and exercise a total cancellation. 
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Mr. EAGLEBURGER. Can I add a little to that? 
Let me give you a figure, Congressman. In fiscal year 1991, 

Brooke sensitive payments coupled with regulnrly scheduled pay
ments coming due of nearly $760 million bring Egypt's FMS bill to 
over $1.5 billion. These are amounts that clearly they cannot pay. 
In other words, delaying it-

Mr. OBEY. I would like to put that in context. What that means 
is that this year, for instance, we are writing Egypt a check for 
$815 million in military aid. They are turning around and rewrit
ing a check, to us of $720 million. That is going to grow to a billion 
dollars in the next three to four years, and it will be $1.5 billion 
they are repaying in 1993. 

While the public is under the impression we have a military aid 
program to Egypt, in fact we will rewrite a check to Egypt so they 
can rewrite one to a different agency of the Federal Government. 

Mr. YATES. Is that a "yes" answer? 
Mr. EAGLEBURGER. I am not debating the point. 
With regard to the question of Kuwaitis or the Saudis picking up 

the bill, that was looked at. It was our clear judgment on this kind 
of solution to the problem, that what it does in effect is take $6.7 
billion if the Kuwaiti3 or the Saudis were to pay the bill, and 
routes it through the Egyptians to us. Yes, it takes care of the debt. 

What it also does, however, is remove $6.7 billion that we want 
to see put into assistance to the front-line states or, frankly, put 
into covering some of our military costs incident to the whole Gulf 
exercise. 

We felt it was drawing money away from the two areas where 
we are all beating the bushes around the world to try to get money. 
So we didn't think that was a proper response beyond which, to put 
it bluntly, the President felt strongly the need to make it clear to 
the Egyptians and to Mubarak that the United States was pre
pared to take an action demonstrating our support for everything 
he was trying to do in the area. 

POICY TOWARDS IRAQ 

Mr. EDWARDS. One more quick question. This is a little bit off the 
subject.

Having a man of your position and stature in the subcommittee 
at this time, there was an article in today's Post about the incident 
involving Secretary Kelly at the hearing where he testified yester
day in regard to our policy toward Iraq prior to the invasion. You 
are the first high-ranking official from the Department I have had 
a chance to see since that came out. 

Obviously there is a question here about were we pursuing cor
rect or incorrect policies toward Iraq. Do you have a comment that 
you could add to this? 

Mr. EAGLEBURGER. I may not be a high-ranking official when I 
finish the answer, but I am glad to have a chance to say something 
about it. 

In the first place, I have known Kelly for years. He is a first
class Foreign Service Officer who got shot at in Lebanon more than 
once. I think he has taken a bum rap. 
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The view which seems to be prevalent among some people thatSaddam Hussein, who I think properly can be compared withHitler in terms of his avariciousness and his lack of concern aboutwhat others think, is going to be deterred or encouraged becausethe Assistant Secretary for Near Eastern Affairs, in answer to aquestion, says, "Yes, it is a fact we don't have a defense agreementwith Kuwait", that that invited Hussein in and that he wouldn'thave come in if Kelly wouldn't have said that is denigrating, Ithink, the evilness of the man we are trying to compeLe with at the 

moment. 
Kelly did nothing more nor less than state a fact. It was not aninvitation for Saddam Hussein to invade Kuwait or anything of the 

sort.
On the broader question of whether in the period before the invasion, we should have imposed sanctions and been tougher withregard to the Iraqis, I am prepared to concede to you that it didn'twork the way we pursued it. There are some things I think need tobe thought about there as well.
The pressure was for the United States to impose sanctions individually on Iraq. If we have not learned anything in the course ofthe last decade, sanctions imposed upon country by onea othercountry which nobody else pays any attention to gets you nowhere.We had discussed with the Europeans and others the possibilityof joint sanctions against Iraq prior to the invasion of Kuwait, and we were told to bug off. They weren't interested.
For us to impose sanctions individually might have made us feelgood. It would not, it seems to me, have made any difference withregard to the way Saddam Hussein would have acted.
Secondly, at least at the time I think you could make a substantial argument that if you are trying to examine which way youhave the most influence on Saddam Hussein, the way you do it isby being in contact and conversation with him. I am prepared toconcede it didn't work. I don't think the other would have made 

any difference either.
The fundamental point, sir, is I think it is absurd to blame agood, serious Foreign Service officer who served his country for 30years for answering a question accurately. I do not think that iswhat invited Saddam Hussein into Kuwait.
 
Mr. EDWARDS. Thank you.

Mr. OBEY. Let me simply make a point. I think you had two good
men on the opposite ends of those questions yesterday, Mr. Kellyon one end and Mr. Hamilton on another. I don't think Mr. Hamilton was in any way trying to question Mr. Kelly's conduct. I thinkwhat he was trying to elicit by his questions, or what he was tryingto communicate, were a series of questions about the tone of the

policy leading up to the actions by Iraq.
Mr. Yates.
Mr. YATES. I am not sure I agree with that, Mr. Chairman, in

this respect.
Mr. OBEY. That is what Mr. Hamilton told me this morning.
[CLERK'S NoT.--Congressman Hamilton submitted a letter for

the record on this point.] 
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October 3. 1990 

The Honorable David I. Obey
Chairman
 
Subcommittee on Foreign Operations.
 
Exportinancing and Related Prograns
 

H-307.The Capitol

U.S. House of Representatives
Washington. D.C. 20515 

Dear Mr. Chairman. 

It was brought to my attention that during his testimony September 19th 
fore your Subommtte on proposals for debt forgivene for Egypt,Deputy

Secretary of State Lawrence Eagleburger made reference to testimony the preous
day by .taniSecretary of State John IL Kelly before the Subcommittee I char. 

During his testimony before your Subcommittee. Secretary Eagleburger spoke
against those in Congress whom he said criticized Assistant Secretary Kelly. . 

I do not know to whom Secretary Eagleburger was referring in his testimony.
Nonetheless. I want to make clear my own position regarding Mr. Kelly's
testimony. since Secretary Eagleburger may have been referring to me. 

First. my criticism was not directed at personalities, but at policy. Secretary
Eao.eburger was defending Secretary Kelly. but Secretary Kelly was not being
criticized by me. The target of criticism was Administration policy prior to August
It and Sceretdry Eaglebsrger should have spuken to that. 

Iam not-and it is my judgment that meet Members of Congren are not 
criticizing United States policy toward Iraq sincethe August 2nd Iraqi invasion of 
Kuwait. There is a strong consensus on that policy. Butsince the Administration 
but not the President - hasoften defended its policy toward Iraq prior to August
2rid,
there hasbeen, and will likely continue to be.criticism and further debete
concerning United States policy in that pre-August 2nd period. The President's
position isclear. He hassaid "You'd go back and say 'This doesn't make much
sense"when he was asked on September 17th about previous United States policy
toward Iraq. 
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Page 2 

Second, I never suggested in my remarks during the September 18th hearing orat any other time that Secretary Kelly's testimony invited Saddam Hussein intoKuwait,* as Secretary Eagleburger implies that I said.Hussein decided to invade Kuwait. 
I do not know why SaddaminNor. to my knowledge, does SecretaryEagleburger. 

Third, I do not blame Secretary Kelly personally for his testimony. As Iindicated September l8th: 
You left with this committee, and by you [Mr. Kelly] I don't mean youpersonally because I don't hold you personally responsible for thesestatements. I take it you are speakiig for the President of the United States.But you left with this committee the clear impression that we seriouslymisread Iraqi policy and we seriously misread the possibilities of encouragingimprovements in that policy and in the relationship with Iraq. 

I know Mr. Kelly and other State Department officials involved in this subject tobe honorable public servants. Mr. Kelly has served with distinction. None of myquestions or comments in this or in other hearings were directed at him. They weredirected to the policies he is representing and is sent to articulate. 
I would appreciate your consideration of inserting this letter into the recordof your hearing with Secretary Eagleburger at the point of his remarks about thehearn before my Subcommittee. 

With best regards, 

Lee H. Hamilton 
Chairman
Subcommittee on Europeand the Middle East 

cc. 	 Lawrence S.Eagleburoe-
Deputy Secretary Of State 
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Mr. YATaS. It seems to me what Mr. Kelly says at a particular 
time has a particular meaning at that time. If Saddam Hussein is 
telling our ambassador that he has a grievance against Kuwait and 
that Kuwait is practically making an economic war against him. 
He has got to do something to stop it and that at that time, accord
ing to the transcript that has been printed in the paper, we tell 
him our opinion is: you should have the opportunity to rebuild 
your country, and we have no opinion on the Arab-Arab conflicts 
like your border disagreement with Kuwait. And then the ambas
sador is directed by the Secretary of State, Mr. James Baker, to 
say, that he has directed our official spokesman to emphasize this 
instruction. 

It seems to me that that should have some impact on Saddam 
Hussein at a particular time when he is contemplating the possibil
ity of making war against Kuwait. While you are holding your
brief for Mr. Kelly, whom I don't know, and I will take Mr. Obey's
word on Mr. Hamilton's statement that Mr. Kelly is a good Foreign
Service Officer, it seems like what you are doing is picking on a 
very good ambassador as well, Ms. Glaspie, who was acting, accord
ing to the newspaper report, on what her instructions were as our 
ambassador. 

Mr. EAGLEBURGER. I would be prepared to make the same points 
with regard to Ambassador Glaspie.

Mr. YATES. At a particular time, if Saddam Hussein is telling you
about all of his problems and that he is going to take steps to do 
something about it and you say, "We have no interest in that, Mr. 
Leader. I am instructed by my Secretary of State to tell you that 
Arab-Arab conflicts don't involve us." I think that that is bad. 

I want to move on to the Chairman's position this morning. It 
seems to me it has great importance in connection with this hear
ing and with all such hearings that I have been in and have experi
enced for 40 years starting with Korea, going back to a time when 
the Democrats were accused of giving away China because of a 
statement by Dean Achenson. Now it is being compared to the 
statements Mr. Kelly made about giving away Kuwait as a result 
of the Secretary of State's attitude. 

The Chairman makes a very valid point. He says you cannot 
treat your request in isolation. You cannot come in here and talk 
only about Egypt when apparently our whole policy in the Middle 
East is exploding. 

JORDAN
 

Jordan presumably has been a friend of the United States over 
the years. Is the king still a friend of the United States after the 
meeting he had in Jordan yesterday with these people who are not 
our friends? Is he still considered to be a friend of the United 
States? Isn't that part of the whole picture? 

SYRIA 

Syria, as you point out in response to an earlier question, is on 
the list of terrorist countries. Secretary of State Baker goes to 
Syria and talks to Assad. Does this mean now that Syria has been 
given a green light for expansion into Lebanon or Greater Syria as 
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a result of her sending a brigade of tanks in support of the anti-Saddam Hussein forces? What is the significance of that?Where does the Congress come off in this picture? Are we just arubber stamp of the President's request with respect to Egypt? Dowe have nothing to say with respect to whether the debt ought to
be paid?

How can you boldly say that this is not a precedent for any otherkinds of discussions? The fact is that every country that owes usmoney under the FMS sales program is going to turn to this. 

TURKEY
 

Turkey is a major ally of ours. It h s turned over the Iraq pipeline. Turkey is not in good economic condition. Are you goingforgive Turkey's debts as a result of that? 
to 

I think this whole picture ought to be brought before this committee and an explanation given as to what the policies of the government are with respect to the whole picture before you ask us toforgive any of the debts, including Egypt, much as Egypt ought tobe commended for its assistance in this respect.
I yield for an answer.
Mr. EAGLEBURGER. I don't know where to begin, but let me try.First of all, the Turks have not asked for debt relief with regardto foreign military sales. There have been discussions with seniorTurkish officials by senior American officials. 
The Turks made it clear they regard themselves in a differentcircumstance. They don't need debt relief. What they need is increased U.S. investment and increased access to U.S. markets.They have not asked for debt relief. In fact, my understanding isthey specifically said they don't want it. It depends on each coun

try.
Let me try to answer the broader question. It is at great riskboth with regard to you and chairman Obey. In a sense I am aboutto tell you that I don't think we can answer your question in the 

way which you have both put it. 
ARMS ASSISTANCE TO SAUDI ARABIA
 

Mr. YATES. I wanted to put 
one more point. That is I forgot toinclude the fact that now you are proposing to send $20 billion inthe latest fighter planes to Saudi Arabia, which is also a part of
the picture as well.

Mr. EAGLEBURGER. Now it is going to take even longer.
Let me make a point on the Saudi arms package before I do anything else. Jim Baker, when he was confirmed as Secretary 
 ofState, said that we were not going to proceed the way in which wehad in the past and that there would be consultation on everyarms sale package that we were considering.I don't know what you heard. I know what some of the leaks 
were.

Let me say to you, Congressman Yates, we are consulting younow on the subject of the Saudi arms package. We are going tolisten to what is said to us with regard to that Saudi arms package.There have been no final decisions made on what that Saudi armspackage will entail. Those decisions will be made only after we 
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have gone through the process of consulting up here on the Hill, 
which will go on for some period of time, this week and next. 

I cannot tell you what the final package may look like. I can tell 
you were are going to consult and consult and consult constitution
ally. We will look at the package on the basis of what we hear up 
here. 

I can tell you it is the view of the administration, and it is mine 
as well, that there needs to be additional arms sales to Saudi 
Arabia. What it will be, I do not know at this point. It will depend 
on what we hear up here. 

So, please, there have been no final decisions made. They will 
not be made until we finish our consultation. 

SETING PRECEDENT FOR OTHER COUNTRIES 

Now, if I can try to get back to the question of the entire pack
age. In some 30 years of trying to deal with foreign policy, I have to 
tell you it is very seldom, I think, that we can predict with any 
great accuracy in a case like this one in the Gulf what all of the 
fallout is going to be, what all of the requests are going to be, how 
we are going to deal with each one of those requests. It is a moving 
target, and conditions in the Gulf are going to change. 

As those conditions change, our responses have to change. I 
would hope there is at least some understanding that with the best 
will in the world to try to answer the question that you and the 
Chairman have both raised, which is how much is all this going to 
cost and how much are we going to do for country X, Y and Z, I 
can't answer the question. I can give you some guesses on the kinds 
of requests we are going to get. I can also give you guesses on the 
kinds of answers we are going to give. 

It is more than a guess when I say to you that I am confident 
that this administration's intention with regard to forgiving FMS 
debt with Egypt is we are going to say to everyone else who comes 
walking in the door, it does not set a precedent for what we do 
with regard to you. 

Mr. OBEY. If I can insert at this point, if the gentleman would 
yield? 

Mr. YATES. I yield. 
Mr. OBEY. That isn't sufficient for those of us who have to actual; 

ly manage a bill on the House Floor. 
Mr. EAGLEBURGER. I am not through. 
Mr. OBEY. My question is with respect to that, let's say you say, 

"okay, we don't want country X and country Y to come knocking 
on the door." 

Mr. EAGLEBURGER. They will. 
Mr. OBEY. What if they do come knocking on the door anyway by 

way of the House Floor? What are your plans to deal with that? 
How are you going to fence it off? 

Mr. EAGLEBURGER. Mr. Chairman, you know, you can ask me to 
manage some things. You cannot ask me to manage the Congress 
of the United States. 

Mr. OBEY. No. With all due respect, we have to try to manage 
this together. And if we don't have a game plan which makes sense 
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on both ends of Pennsylvania Avenue, that game is going to lookpretty bad before it is over.
Mr. EAGLEBURGER. 
 All I can do with some assurance is tell youthat the administration, when it is approached by countries saying,"You did this for Egypt; we want the same thing," our answer isgoing to be, "No, the conditions are different."For example, let's come back to the Israeli issue again. I amsaying to you we are in discussions with the Israelis. There is certainly going to be some agreement on something. I don't knowwhat, I don't know how much it is going to cost. I can't tell youthat yet. Clearly, we are discussing with the Israelis something

now.
I am also equally certain we are going to say to the Israelis onthe issue of FMS debt relief and the Egyptian example, it doesn'tfit for Israel and it isn't what you need anyway. Those sorts ofthings I can be confident about.I can be quite confident that this administration, when it is approached on the specific subject of FMS relief, is going to be verynegative and we will tell you and the Congress that we think youought to be as well.

Mr. OBEY. 
 My point is that if you are telling them and us that itdoesn't fit, that we need to have some idea of what you think does

fit.
Mr. EAGLEBURGER. With regard to each of the particular coun

tries?
 
Mr. OBEY. Yes.
Mr. EAGLEBURGER. Let me give you an example. We are in discussions with the Israelis. If you ask me to tell you precisely whatit was going to be and how much it is going to cost, I couldn't tell

YOU.When Jim Baker finishes with Foreign Minister Levi, when wehave finished the conversation with Arens, when we have figuredout how we are going to deal with the housing guarantee issue, wewill have a better picture.I can't tell you, Mr. Chairman. I am sorry, I can't tell you. Idon't know what it is going to be.All I am trying to say here is, with the best will in the world in
terms of trying to predict how this is going to play out, I can't do it
because conditions change and the targets change.
If what we were talking about is the fiscal year 1992 budget, Icould give you some fairly clear picture of where we want it to goand how much we want from you, which we won't get, but how
much we want and kind of try to describe it.
Let me close with one final point on this because I think this is
critical. It gets back to something we talked about in the earlierbudget hearings we had with you, which is that the world is changing. We have got to come up to you with a different approach onforeign assistance. I buy that completely. 
IMPROVING RELATIONS IN THE GULF 

Here is kind of one of the problems we now face. If in the worldinto which we are moving-forget the Gulf for a minute. The endof the Cold War creates for us all sorts of questions about what the 
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we 
ought to be dealing with Poland and the real revolutions that are 
taking place around the world. 

post-Cold War security structure ought to look like and how 

I can give you a general picture of what we are going to try to 
accomplish. I can tell you how much I think that is going to cost 
us, and on East Europe you are going to tell me we are not spend
ing enough. At least we are talking about something we can both 
get our minds around. Also, we are talking about building, putting 
the building blocks to something that 10 years from now, we hope 
will look a lot different. 

We are now in the same situation with regard to the Gulf. I 
don't say that when we are through this crisis, we will have a 
better relationship with the Arabs, that this will have an impact 
on the security of Israel. But I can certainly hope so. I can hope 
that what we are now trying to build and what we are trying to 
deal with leads a year or two or a year from now to a really differ
ent situation in the Gulf in which we, the Arabs, the Israelis are 
all more secure. 

I can't tell you what it is going to cost, what steps we are going 
to have to take. I can only tell you the direction at which we are 
aiming. Those sorts of directions give you some hint as to the kinds 
of things we are going to have to do, but they don't tell me how 
much it is going to cost. 

What we can talk about and what we ought to be talking about 
is, are we trying to go in the right direction? If you don't think we 
are, we ought to hear that. 

Finally, in response to your question about this particular issue, 
of course, we can propose, you dispose. Nobody is arguing that at 
all. We are not marching up here-just because I got this cane on 
the table doesn't mean I intend to use it. We are coming up here 
asking you to agree with the administration that in this particular 
case, in this particular crisis, we have got to separate it out from 
the broader questions that you all legitimately can ask us. 

It is our belief that if we don't do this, we have done ourselves 
substantial damage in what it is we are trying to build over the 
next two or three or four years. 

Mr. YATES. We have no discretion? 
Mr. EAGLEBURGER. Of course you do. You can say "no." 
Mr. YATES. We can say no with the consequences you predict, 

which are very evil consequences. The only point I am making is: 
Suppose the committee in its wisdom thought we ought to have 
more answers than just the Egyptian answer before we decide on 
whether to approve it? 

What are your plans for the Middle East for your relationships 
with others? 

Shouldn't we hold the Egyptian initiative until we have a chance 
to see where everything is going, where you are going with Turkey, 
where you are going with Syria, where you are going with Jordan, 
where you are going with Israel, where you are going with Saudi 
Arabia? Or do we continue with what seems to me to be a Band-
Aid kind of foreign policy? 
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Mr. EAGLEBURGER. Mr. Yates, all I can tell you is it is our view
let me put it this way. It is my view that this is a crisis situation. 

I would like to be able to answer all your questions.
Mr. YATEs. That answers the question then? 
Mr. EAGLEBURGER. The train ;s going to leave the station. We 

feel we have got to move now on this quickly. I wish I could answer 
the rest of your questions more than I can. 

Mr. YATEs. Thank you.
Mr. OBEY. I called on two Republican Members in a row earlier. I

will call now on Mr. McHugh and go back to the regular order., 
SETING PRECEDENT FOR OTHER COUNTRIES 

Mr. McHUGH. Thank you, Mr. Chairman. 
Mr. Secretary, you have been, as always, candid and as forthcom;

ing as possible on some of these tough questions.
When you get down to this point in questioning, it is awfully dif

ficult to be unique in asking questions. There is a tendency to beat 
a dead horse. 

But in the spirit of consultation which you have expressed, let 
me at least pass on a few thoughts which in some measure, at
least, reflect some of the other opinions that have already been 
stated. 

First of all, I think that Egypt has done a terrific job and has
made some very constructive contributions, not just in this crisis 
but at other times. 

I think there is a great deal of support for President Mubarak as 
well as concern for the Egyptian economic situation. But as the
Chairman and others he :e said, it is almost impossible for us as 
appropriators to separate out the Egyptian case as you have done.

I think you made a very strong case for Egypt as a separate
matter. Nonetheless, we are going to be faced with some of these 
issues. 

Let me give you one example, Bangladesh. And I use it as one 
modest example of what we are faced with. Bangladesh doesn't 
have a strong political constituency.

Bangladesh is the 17th poorest country in the world. It has
pledged, I understand, 5000 troops to the common defense in the
Persian Gulf despite its economic problems. It owes the United 
States money not for FMS, but for economic assistance loans in the 
past.

They are going to come in and make a pretty strong case. Egypt
ranks in the 50's in terms of poverty, in world per capita income. 

Bangladesh is 7th. They have made a comparable contribution 
from their point of view. 

It is not nearly as strategically important to us as Egypt's contri
bution. That is kind of the argument we are going to hear. 

I mentioned it only to stress and emphasize the importance
where possible of trying to put a policy request like this in some 
context. 

How are we going to handle these things in some rational, way? 
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SAUDI AKMU DAUm 

A second concern is with the Saudi proposal, and I recognize you 

are in consultation and there is no final request on the table as yet. 

Let me in the spirit of consultation give you my own concern. It 
an $18 to $24 billion arms sale is a very, very

seems to me that 

substantial ratcheting up of the arms race in that region.
 

Most of this equipment, if I understand it correctly, will not go to 

Saudi Arabian in the immediate future. Therefore, it is not neces

sarily related to the Iraqi threat. 
But it inevitably will drive requests from Israel, in particular, for 

on a qualitativevery substantial increases in military equipment 
now. As appropri

basis. And you are discussing that with Israel 
dime, but the Israeli 

ators, the Saudi Arabian sale doesn't cost a 
assistance is very costly. 

FOREIGN AID PRIORITIES 

I have supported aid to Egypt and Israel for reasons which are 

related to U.S. interests in the region. But when I look at our for

eign aid bill and see how much assistance goes to Egypt and Israel 

as compared to other interests we have around the world, I have to 

wonder whether this is a balanced foreign aid program. 
Now I see very substantial assistance programs of some descrip

tion being considered for Saudi Arabia, which will drive Israeli aid 

up inevitably. I see a budget agreement coming which is going to 

cut domestic programs. Therefore, it seems to me it is unlikely the 

foreign aid budget is going to go up. But I see Israeli aid going up 
for more

and I see Egyptian aid going up. They already account 

than 40 percent of our foreign aid budget already. 
Where does this lead us in terms of our foreign aid program? Is 

this a balanced, sensible program from the standpoint of U.S. inter

ests? I don't expect you to answer that question today. 
Mr. EAGLEBURGER. The point is taken. 

BURDEN SHARING 

a larger policy, which is the
Mr. McHUGH. In the concept of 

point I think Mr. Obey and others have made, I want to emphasize 
that and broaden the point even wider. 

One specific question, you may have answered this when I went 

out to vote, relates to the pledges we have gotten from other coun

tries. 
Clearly the degree of support this operation will continue to get 

at least in part on how they
from the American people depends 
perceive other countries contributing. Are they sharing this burden 

reasonably equitably? 
I think your administration has done a good job so far in going 

around and getting other countries to increase their commitment. 

Can you give us either now or for the record a list of the countries 

that have pledged to this operation in financial terms? 
to the amount of money that has beenSecondly, with respect 

pledged to help the front line countries like Egypt, how much as
on from these pledges from other counsistance can Egypt count 


tries?
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It is in that context as well that we need to consider the debtrelief issue.
Mr. EAGLEBURGER. Let me try to give you a general answer tothat question now and then submit for the record more detail. Thisis the best I can do for you at the moment about what we haveraised or what has been offered or contributed.Twelve billion from the Gulf, 4 billion from Japan, 2 billion fromGermany, and 2 billion from the Economic Commur'ty. That endsup, although I couldn't give you an exact breakdown at this point,it ends up more or less 50 percent of that, or at least a big piece ofit is to offset U.S. costs incident to our deployment to the Gulf.Some of it will be in dollars, some of it will be in-kind. The Japanese, for instance, provided some four wheel drive trucks that theysent for our use in Saudi Arabia. So I can't give you what will bedollars, what will be in-kind.But there is a hunk of all of this that comes basically to us. Another half more or less, don't hold me to the percentages, is for usewith the front-line states.Mr. Mulford and I, we want to get out of here in one piece today,are, in fact, meeting this afternoon to try to put together kind of amanagement system, is a good way to describe it, I guess, or atleast a tracking system on how that piece for the front-line stateswill be managed and who is doing what to whom.I can't answer how much is going to Egypt at this state. Afterall, in many cases the countries that contributed are going to wantto do it bilaterally. They are going to have their own decisions as towhere it ought to go.Some will have close relationships with Turkey and will want totry to help Turkey. Some will be going to Egypt. That is not yetfixed. We will have to be in consultation with the specific donors totry to help them think through where it ought to go.I can't tell you yet how much will go to Egypt, but certainlsome of it will. I think it is going to take some time to sort out allof those mechanisms. We will try to keep you informed as that de

velops.I will try to give you a better breakdown on the countries than Ijust gave you. That is essentially what we now-and we may getmore. 
[The information follows:]

Question. Let me give you a general answer to that question now and then submit
for the record more detail. This is the best I can do 
 or you at the moment about
what we have raised or what has been offered or contributed.
Answer. Fifty-four nations have contributed or offered to contribute military oreconomic sssistance to the Gulf effort. This exercise in responsibility sharing hasproduced commitments of $20 billion in resources, equally divided between supportor the frontline states of Egypt, Turkey, and Jordan, and v"sistance to the multinational military effort. This includes support for a substantial portion of our incremental defense costs which are now running at about $1 billon per month.The three Gulf states of Saudi Arabia, Kuwait, and the United Arab Emirateshave agreed to contribute more than $12 billion to this effort in 1990. All of thestates in the Gulf Cooperation Council have contributed troops to the multinationalforce in Saudi Arabia and are providing access and services in support of UnitedStates forces. Host nation support for our deployed forces includes the free ue ofports, logistics facilities, bases, and fuel.The United Kingdom is deploying over 6,000 combat troops, over 50 aircraft, and12 warships. France has deployed over 4,000 combat troops, 30 aircraft, and 12 warships. Japan has pledged $4 billion; $2 billion in support of the military effort plus 
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$2 billion in economic aid. Germany has pledged $2 billion; $1 billion in support of 
the military effort plus $1 billion in economic aid. The European Community has 
pledged $670 million in economic aid along with member state commitments of an 
additional $1.3 billion. Italy has pledged 4 warships and 8 aircraft. Korea has 
pledged $220 million; $120 million in support of the military effort and $100 million 
in economic aid. 

Mr. EAGLEBURGER. If I could end on one other point which comes 
back to something I was trying to say to Mr. Yates. What we are 
talking about right now is a kind of a new invention in the practice 
of diplomacy. We are saying to the rest of the world, "We are doing 
what we are doing because it is in our own interest to do it." 

It is also, let's face it, in your interest, Japan or Germany, or 
whoever depends upon Iraqi oil or Kuwaiti oil or Saudi oil and this 
ought to be shared responsibility, as shared cost. That is kind of a 
new invention. 

I expect you will see this Administration approaching foreign 
policy questions more and more in that directto.. I know it creates 
some constitutional problems which we are going to have to sort 
through. 

But on the other hand, I don't think you would knock us for 
going around the world and trying to tell the other beneficiaries of 
what it is we are doing that we ought not to have to pay for all of 
this ourselves. 

So I am simply saying you are seeing here something that I 
think is a new device we are going to try to be using more often in 
the future. 

How we manage it, how we put it all together and the lessons we 
learn from this process are all pretty hard for me to describe to 
you at this point. But I think you are seeing a new device which I 
think you will see us using more often. 

Mr. OBEY. If you would yield? 
Mr. McHUGH. Yes. 

APPROPRIATIONS ISSUES 

Mr. OBEY. Let me say that I prefer you not mix two things. I 
don't know of anybody around this table who objects to you going 
from party to party asking they pay their fair share. 

We have been pressing to see to it you do just that if you need 
any. But when you look at the language of the provision, which 
say, notwithstanding any other provision of law, the Secretary of 
Defense shall issue-no, this isn't the language I want. I want the 
language on defense. 

When you look at that le nguage and you see that you are given 
virtually carte blanche authority, "Any gift of money and the pro
ceeds of any property received under this section shall be deposited 
in the Treasury. The Secretary of Defense, with the approval o 
OMB, shall from time to time transfer accounts credited to such a 
trust fund to appropriated accounts to be merged with and to be 
available for the same purpose. This fund shall not be subject to 
the appropriations process. It can be used for virtually any purpose 
for any length of time thut you desire." 

That is an incredible routing around the appropriations process. 
It is an incredible routing around the Constitution, which says the 
Congress is supposed to control foreign purchases. 
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It is the kind of thing over which we had a very hot discussion over the last two or three years because we thought Mr. North hadtried to arrange for quite different purposes similar broad ability toreach and hunt and peck whoever he wanted to.I don't want to interrupt the gentleman's time any more, but Isimply want to say that that kind of incredible authority is quitedifferent than the question of whether you ought to be asking allies 

to help pay their bills. 
Mr. MULFORD. May I just make another point to Mr. McHugh's

question?
In addition to the money which has been sought from other countries and which will have to be brought together, accounted for, directed, measured and coordinated, there are also the resources

from the international institutions.
In creating whatever arrangements we create, we plan to collectand direct this money, and also take advantage of the resourcesthat are available for the front-line states from the IMF, and fromthe World Bank as part of this exercise. That would add another 

few billion dollars to the figure.
Again, it is rather complex to assemble the donors and relate allthe different kinds of possible flows to the flows that could bebrought from the international institutions under various condi

tions and programs.
Mr. McHUGH. Well, my time has, I am sure, expired. Let me justconclude by saying, Mr. Secretary, you have broad bipartisan support for the policy thus far. That is, of course, very important.There is a suspicion on the part of some Members, I suspect, thatthe Administration will attempt to use this crisis and the bipartisan support for our policy to get done certain things that it wouldlike to have gotten done for a long time.Egyptian debt relief, big sales to the Saudis of military equipment, this kind of authority which Mr. Obey has referred to.You can mitigate and diminish that kind of suspicion to theextent that you can put into context these specific requests, notjust in terms of the impending crisis but in terms of our long-rangepolicy. So I would hope that the kinds of questions we have raisedwill impress upon you the importance of you trying to answerthese things in a broader context. I think to the extent you can do

that, re will be supportive.
To the extent you can't do it, it makes us more suspicious thatthese are ad hoc decisions of the kind that have been on the burner

for a while and this is your chance to get them done.I don't think it is in your interest or ours to proceed in that fash
ion.

Mr. MULFORD. Would you mind if I made a comment on the question that keeps coming up here that relates to debt? The Administration has had, I think, not an ad hoc approach to the debt problem, but a rational and rather comprehensive approach, althoughbased on a case-by-case assessment of different countries, and dif
ferent situations of indebtedness.

It is a global problem. It is a multilateral problem. It is an enormously complex problem. But the Administration has recognized,first, in the Brady plan for commercial banking debt some of therealities that I know the Chairman feels strongly about, namely, 
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the incremental building of the stock of debt which provides over a 
period of time an unrealistic prospect of payment. That issue is ad
dressed in the Brady plan. 

We have also, as I mentioned in my testimony today, looked at 
different kinds of indebtedness with regard to official bilateral 
debt. In Latin America in the President's Enterprise Initiative, in 
Africa in the Section 572 program and in the Toronto terms for re
scheduling very poor countries' debts, where there was an element 
of forgiveness and also interest reduction involved. 

So there is, I think, a recognition of many of the issues that are 
of concern to you. 

With regard to the military debt and the question of how are we 
going to say no to other countries, I think we ought to spend some 
time on that or perhaps provide for you in writing some of the 
facts that will support the differentiation of Egypt from other FMS 
debtors. 

If you take a look very briefly at the top eight FMS debtors to 
the United States, they include countries, such as Israel, Egypt, 
Turkey, Greece and Pakistan, for example. Those are the largest. 
Of those, the only country that faces a dire foreign exchange short
age and imminent default is Egypt. 

The others do not meet that test or come remotely close. If 
Egypt, which has already been to the Paris Club, were to be given 
a liberal Paris Club rescheduling, for example, it will still face over 
the next few years, and irrespective of this particular debt decision, 
a very, very substantial financing gap that runs into the billions of 
dollars. That has to be dealt with in one way or another in its rela
tions with the IMF, the World Bank, its creditor, in general and so 
on. 

The other countries are not in that position. Therefore, they 
don't have the pressure on them to come to us to make the request. 
And if they do, it is very easy to explain from a set nf rational facts 
why they are different, why we view them differentiy, why we are 
going to treat them differently, which in context means saying no 
to them. 

Unlike Egypt, Israel, Turkey and Pakistan, for example, again 
the three largest, are not seeking any Paris Club relief. Many of 
these countries have already taken advantage of other arrange
ments to securitize and privatize some of their military debt, byr re
structuring it and selling it to private creditors, admittedly with a 
guarantee from the United States. A substantial part of their for
eign military debt portfolio is thus no longer in our hands to for
give. 

They have had the relief already of being able to refinance on 
more favorable terms with the private market. We would point 
that out. We would say: You don't have all that much military debt 
actually left with us. You have already had some relief. You are 
not going to the Paris Club. You are current on your payments. 
There is no case. 

So I don't think we need to be quite so concerned about the 
precedent of Egypt within the foreign military debt category. 

I think it is a controllable phenomenon. I think we can deal ef
fectively with it. Perhaps it would give you comfort if we wrote a 
letter to the Chairman providing some tables and data that would 
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indicate why we think that these countries don't have that kind of a case.

For example, the World Bank gives a series of ratios by which itmeasures whether or not a country is heavily indebted. Again, ifyou look at the list of the eight largest FMS countries, only twohave them meet all the ratio tests as being heavily indebted.Those are Morocco and the Philippines. So out of that list ofeight, there are only two that are heavily indebted. And there areother programs, the Brady plan and various other programs thatare presently directed at those countries. 

SETTING PRECEDENT 
Mr. PORTER. Mr. Secretary, time is running on me, but not onyou because there is a vote up. I wonder if I could get my questionsanswered before I go to voteFirst, let me say that I think the Administration has done a magnificent job handling the Iraqi crisis. These questions certainlyaren't intended in any way to denigrate that job. But I share someof the concerns that have already been expressed here.I don't think we can say that the price of forgiveness of this loanis zero. I would suggest that Congress in the future would look verydifferently on loan programs if we go through with this forgive

ness.Freuikly, I would look to use loans far less than we do now, andperhaps go to grant programs at a much smaller figure if we weregoing to asume that many of these loans might be forgiven in thefuture.
More than that, it seems to me that the American people oughtto know exactly how our policy works. A good case can be madethat it looks very, very much as if we are buying policies fromEgypt that we want them to engage in.What is it going to mean in terms of other countries that wewant to stand with us in the future? Are they going to say, "Okay,
we will stand with you, but what are you going to give us?'
Perhaps we ought to start by asking in the original negotiations
with Egypt what they might do in the Gulf crisis. Was this whole
subject brought up? It does seem, I think, a little strange that wefind ourselves in this context. When Egypt acted, we wanted to forgive immediately.
It has a strange, I think, precedent-setting feature 
 that mayleave us bargaining with all of our allies when we need their helpin the future in terms of other dollars and forgiveness.Mr. OBEY. Could I interrupt before you answer that.
I would simply like to explain the situation.
We have two votes on the Floor. I am going to leave at this pointto cast both of those votes. I will be back. I still have quite anumber of detailed questions I would like to get at when everybody

is finished.
I will be back as soon as those two votes are over.I know Mr. Mrazek has a point and Mr. Porter will continue hisquestions.
Mr. Muz =. I have one minute.

Mr. PORTER. I have to go vote, obviously, too.
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I would like to hear the answers to my questions. 

PAYOFF FOR EGYPT 

Mr. MRAZEK. I think what Congressman Porter has alluded to is 
very important.I think to the American people this will look like a 
$7billion payoff. I also think that it will serve to undercut public 
support for this extraordinary effort that President Bush has han
dled so masterfully so far. 

No one is forgiving equipment loans for American farmers, no 
one is forgiving mortgage payments for American homeowners. If 
there is a good reason for all of us to be there, then all of the civil
ized nations in the world should be sharing that burden equally. 

I don't tnink there should be the slightest suggestion that some 
nations have to receive a payoff in order to help. I know that Presi
dent Mubarak, who we met with a couple of weeks ago, didn't ask 
for this. He said he didn't ask for it. I believe you should withdraw 
the proposal simply because it is going to be counterproductive to 
our immediate interests in the region. 

Thank you. 
Mr. PORTER. I am not sharing the Gentleman's comments at all, 

but I am very interested in the answer he would receive. 
Mr. OBEY. Why don't we all go vote. 
We will be back soon. 
[Brief recess.] 

U.S. BUDGETARY COST OF DEBT FORGIVENESS 

Mr. OBEY. Since no one else is here for the moment, let me pro
ceed to some of the questions I need to get the answers to. 

I was earlier dealing with the question of what the. actual budg
etary cost is for Egypt. Specifically what I am trying to figure out 
is, what is the true budgetary cost for Egypt for this year, for the 
next four years of the Administration's proposals? Whet would be 
the budgetary cost in 1990 based on the very same numbers-or 
the very same assumptions-that you are using to arrive at the 
Egyptian cost estimates; namely, the amount that we estimated 
that they would pal this year, next year, etcetera, etcetera, etce
tera. 

What would that cost be with respect to Poland if we forgave all 
of Poland's standing debt or if we forgave 58 percent of it as is the 
same percentage that we are looking at now for Egypt? 

I want to know how you arrive at those figures, and then I would 
like to know what the cost would be for Turkey, Pakistan, Philip
pines, and Greece if we were to do that for FMS. Let me stop at 
this point, because Mr. Porter is back and let me ask him to take 
you through his questioning and then I will try to wrap up as 
quickly as I can. 

Mr. PORTER. You remember?
 
Mr. EAGLEBURGER. I think I do.
 
Mr. PORTER. If you do, go ahead.
 

DEALS WITH MUBARAK 

Mr. EAGLEBURGER. Essentially as I understand it, your question, 
then, amended and made sharper, shall we say, by Congressman 
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Mrazek was, was there a deal cut? Did we promise something toMubarak in order to get him-I may be repeating it wrong.Mr. PORTER. No, that is correct, but beyond that, what kind ofprecedent does that set for us dealing with other people in thefuture when they say to us, "is that what you want done? Well,what is in it for me?'Mr. EAGLEBURGER. Congressman, first of all, if you look at therecord of events following on Saddam Hussein's attempt to digestKuwait, you will see that President Mubarak moved out-let mestart it over again.There were no deals cut. We made no promises in advance of Mr.Mubarak doing what he did. He did a whole host of things, and hedid them fast. He called for an Arab summit meeting. In the process of that and meetings thereafter he brought the Arab summitaround to condemnation of the invasion.through his own leadership, and in a 

He did it very much 
process which started outwith a great many of the Arabs very uncertain about how to proceed.

He put 5,000 troops into Saudi Arabia on his own and he did itfast. He took a whole series of steps, in fact we, in a way, had tocatch up and he did those things on his own. To the best of myknowledge, and I only say to the best of my knowledge becausethere may be something I don't know, but I don't think so, to thebest of my knowledge there were no promises made to Mubarakbefore any of those steps were taken. He did them on his own.There were no promises made by anybody in this administrationthat we would do X, Y or Z. I have tried to explain to CongressmanEdwards the circumstances which led to the proposal with regardto the debt. They came out of the State Department.I can tell you, and you can believe me or not, as you wish, somelight bulb didn't go on over my head and say, aha, we have beenwanting to do this for the last three years. Now is our chance.We looked at the situation. We looked at the fact that the Egyptians had had to make a Brooke payment that had been very difficult to make. It brought home to us that this was an increasinglydifficult issue over a period of time when the Egyptians were going
to be putting a lot of money into something on their own that we
felt was critical to all of us.
It was our initiative to propose this debt relief, not based at least
in my estimation, on all of a sudden realizing we could accomplish
something we had been waiting to do for years. As I said in my
statement, up until this particular crisis, we had been telling the
Egyptians, and I think would still be telling the Egyptians no debtrelief. You have got to pay. We didn't do this to pay them off.I don't, however, feel that there is anything wrong with havingrecognized on our part the criticality of Egypt's role in trying tohold the Arabs together in opposition to Saddam Hussein and hisactions, recognizing this was going to cost Egyptians a lot, recognizing that even if we did something to try to help him, we would onlybe helping to bring the Egyptian economy back to the point it wasbefore this all started, which we all know wasn't in good shape.There wasn't an attempt to buy him off or to pay him off. Thereis an attempt to keep him in business. I almost said to prop himup, and that is wrong. But there is an attempt, a desire to keep 
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him the'-e, keep him in business, keep the Egyptian people support
ing what he is doing in an Arab world in which we all know there 
are a lot of Arabs around that part of the world who don't particu
larly support what we are doing. 

In Egypt there is no question about that. Without Egypt, we 
can't make this work. We have got to keep Egypt, and we felt this 
was one earnest sign of our support for him. That is all. 

ISSUES BEYOND THE GULF CRISIS 

Mr. PORTER. Mr. Secretary, you said earlier, and perhaps in an 
off-handed way, that Turkey doesn't want debt relief. Maybe you 
meant Turkey wasn't asking for debt relief. I can't imagine any 
country that wasn't run by insane people that wouldn't want debt 
relief if they could get it. 

I suggest that Turkey's role in many ways has been just as im
portant a role as Egypt s. They have a debt problem that isn't quite 
as severe. I wouIU Euggest that if they came to Congress and 
asked-if you came to Congress and asked for the same kind of 
relief for Turkey, you would realize that Congress would put some 
conditions on that debt relief; namely, we would say "let's get the 
troops out of Cyprus and get that situation solved, and then we will 
grant the debt relief." 

Why .3hould the Congress not take this opportunity if we are to 
grant debt relief of this magnitude, to ask of the Egyptian govern
ment that they follow some of the sound economic principles that 
we know will help their economy and that perhaps they can't 
follow easily because of their own internal political calculation? 

In other words, isn't this an opportunity to say, fine, let's get rid 
of this debt. But let's get rid of some of the heavy hand of the state 
and encourage private enterprise a greut deal more than you have 
done already and maybe look at some of the other conditions that 
might be important, particularly the rapid growth of population 
that overwhelms their institutions and their resources. 

Why not look on this a little more broadly than you're looking -A 
it and simply say let's forgive the debt because of the situation in 
Kuwait? 

TURKEY
 

Mr. EAGLEBURGER. Congressman Porter, I am going to ask Secre
tary Mulford to answer that question. 

I want to come back to Turkey for just one minute before I do. I 
do a lot of things in an off-handed way and it also gets me in trou
ble. It wasn't really off-handed on the Turkey situation. Let me try 
to explain what I mean. 

I don't want to get into details on people and who said what to 
whom. Let me simply say to you that we have had, on what I con
sider to be good authority, reports of very senior Turkish officials 
sa ng. 

e are not in the same circumstances as Egypt. We are more 
mature. Our economy is more mature. We can handle our debt. We 
pay_it. We will continue to pay it. 

"What we want is better access to U.S. and western markets." 
These are the kind of things they have said they want. It has been 
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said to us, and maybe it will change, that in fact debt relief is notsomething they are interested in.Now, let me also say that what this exercise has shown to me,and I needed to be reminded, I will admit it, is the criticality ofTurkey to the whole effort we are now going through and, indeed,the importance and criticality of Turkey if you lool- into the futureof the gulf and where we want things to be and how we want tostart to stabilize that situation. So I don't in any way want to indicate that we don't have a real investment in making Turkey standwith us, too, but let me also say they stepped right up to the plateon the issue of shutting down the pipeline, which was expensive forthem, immediately.

But my remark was not off-handed on the question of theirdesire for debt relief. Now that may change, but as of now that isnot what they want, but let me get Mr. Mulford to deal with your
important question.


Mr. MULFORD. 
 I would just make several short points. First, weshould remember that forgiving debt for a country, you said anybody would be out of their mind not to want it. I think that issimply not true because it is a financial set back for a country.Turkey has worked its way out of an extremely difficult debtproblem in the 19 70's. It has reestablished its international credit.Approximately half of its debt is.with commercial banks. If it weregranted some sort of a debt relief or sought it, it would cast a badshadow on its whole creditworthiness as a nation.Mr. PORTER. Not if we initiated it and if it was FMS, I don'tthink it would huit their credit rating.Mr. MULFORD. Wall, even if you take that view, we would then betaking an action which, with half of their debt in the hands of commercial banks, we would be substantially improving the relativestatus of the commercial banks.Again, I don't see why we would do that. As I said before, I don'tthink there is a case for Turkey or for the other countries, and thatis where I think we should focus our attention. You raised thequestion, I think, of policy changes in Egypt. 
ECONOMIC POLICY CHANGES IN EYGPT 

Egypt has been negotiating an IMF program. It has made quite alot of progress on a variety of different pulicies which I would behappy to go through with you if you wanted me to. It has notreached agreement oun some of the major issues such as the fiscaldeficit, the exchange rate, and so on, but it has made a lot ofprogress in other areas.It continues to negotiate. They have told the IMF even now withthis present situation that they want to continue the negotiation totry to establish an IMF Program. They have World Bank loansunder negotiation which, again, have conditionality. I think that ifwe want to treat this situation as unique for geopolitical and military reasons, we should do so for those reasons and not simply takethe view that because they are willing to change some conomicpolicies, we then forgive their debt. 
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We have to remember that debt forgiveness is a one-time action. 
There is no way to enforce afterwards continued compliance with 
policies once the act of debt forgiveness is completed, so there is no 
continuing discipline. There is a real problem there in discipline. 

Mr. PORTER. Well, except that often countries, and I am not sure 
this applies to Egypt, need an outside influence in order to make 
decisions that are very tough to be made at home and sometimes a 
little added impetus toward that direction is possible. 

COST OF DEBT FORGIVENESS 

Finally, let me ask your technical expert, the value of this debt, 
the amount owed is $6.7 billion. If all of that debt was paid out ac
cording to its terms in full, what would be the amount of money 
that the United States would have received over the entire life of 
all the loans? 

In other words, what is the future value. 
Mr. DIEFENDERFER. The present value? 
Mr. PORTER. The present value of the entire debt, yes. 
Mr. DIEFENDERFER. It is a calculation we can do. We haven't 

done it. 
Mr. PORTER. It might be two or three times as large as this 

amount if the service is six or seven hundred million a year? 
Mr. DIEFENDERFER. No, present value would be much less. 
Mr. PORTER. I am talking about the-
Mr. DIEFENDERFER. Actual value over the life of the loan? 
In other words, add up all the interest and all the principle? 
Mr. PORTER. And all the principal that was expected as a result 

of loan terms. I suppose it would be a very, very large sum of 
money. How will this score for Gramm-Rudman purposes with the 
disagreement between yourself and CBO? 

Mr. DIEFENDERFER. Well, you are, if you choose to be bound by 
CBO's estimates, so for our purpose it will score over the next five 
years as a zero impact. For your purpose, being bound by CBO's es
timates, it is whatever they say. Now, I have been advised that 
they say perhaps $200 billion the first year and anywhere between 
a billion and two point some billion over five years. 

This was a matter of discussion at the budget summit during the 
last week at which I was present, and the appropriators represent
ed by Mr. Whitten and Mr. Byrd, as well as the Ranking Members 
said, well, look, we have to go by CBO scoring. The Administration 
is saying, fime, we understood you have to, we would be willing to 
make adjustments in the base line to accommodate that. You have 
to live by a different measuring stick. 

Mr. PORTER. Mr. Secretary, could I ask one final question? Did 
you consult with anyone in the Congress prior to the leak of this 
information? Did anybody in Congress have any inkling about this 
loan forgiveness plan?

Mr. EAGLEBURGER. Not as far as I am aware, no, sir.
 
Mr. PORTER. Nobody?

Mr. EAGLEBURGER. I don't think so.
 
Mr. PORTER. Thank you all very much.
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Mr. OBEY. Well, gentleman, let me get back to the question ofcost estimates. You have indicated that you estimate that it isgoing to be zero budget cost. CBO has as their preliminary estimate, as I understand it, about $2.4 billion over five years.I understand that one of the reasons those numbers look different is because CBO still expects that a moratorium interest wouldhave to be made. Is that your understanding?Mr. DIEFENDERFER. That is what I have been told, but I have notbeen told that directly by CBO.
Mr. OBEY. If that is the basis for their determination of the cost,tell me why you would disagree with the CBO budget estimate andwhat is your attitude with respect to that question of moratorium

interest?
Mr. DIEFENDERFER. The reason our estimate was made and whywe would disagree is our International Affairs Division, when itlooked at the specific case of Egypt, felt that Egypt would not be ina position to pay us one dime and if we were to say $200 million,agree with CBO, we would have inflated receipts over the advice ofour best people who work on this part of the budget. So it is as

simple as that.
We didn't think they would be in a position to pay us anything.Mr. OBEY. Okay, the problem is when you get into this stuff, youare damned if you do and damned if you don't sometimes.
Mr. DIEFENDERFER. That is correct.Mr. OBEY. Let me ask a question. Are you saying that you areestimating that since the U.S. will not be receiving debt repayments from Egypt, then forgiving that country's debt under FMSwould have no real budgetary cost?Mr. DIEFENDERFER. In the five-year period, yes, sir.
Mr. OBEY. 
 Right. I guess the question, then, is what relationshipis there between your budget scoring pattern and the real value of


these debts?

Mr. DIEFENDERFER. Well, we can provide you with-i don't haveit with me-a history on our predictions year-by-year what would
be repaid and what was actually repaid.
Mr. OBEY. Here is what I am getting at. As I understand it, thecommercial debt of foreign countries sells in secondary markets at
a discount value. What does Egypt's debt sell for in the secondary


market right now?
Mr. DIEFENDERFER. I don't know the answer to that, but I don'tthink they could sell it.
Mr. MULFORD. You mean their commercial bank debt?
Mr. OBEY. Yes.Mr. MULFORD. Their commercial bank debt is-it is a very thinmarket. It is fire sale market, but-and don't forget that some of ithas the support of government guarantees, which gives it someconsiderable additional value. I am told that the price of commercial bank debt of Egypt is, give or take a bit, around 40 cents.Mr. OBEY. My understanding was 35 or 40 cents on the dollar.Mr. MULFORD. But much of that is government guaranteed.
Mr. OBEY. I understand. 



292
 

Mr. MULFORD. And that probably explains why, for example, it is 
traded at a higher level than a lot of the Latin American debt. 

Mr. OBEY. I understand. What does Poland's commercial debt sell 
for on the secondary market? 

Mr. MULFORD. Well, I think the last I heard, I am a little bit out 
of date, but I think about 17 cents, something like that. 

Mr. OBEY. Okay. So theoretically, were we forgiving commercial 
debt, which we are not talking about. If we were, we would theo
retically be giving up more money by forgiving Egyptian debt than 
Polish debt. Wouldn't that be correct, if we were talking about 
their commercial debt? 

Mr. MULFORD. Well, yes, but that is because we would have been 
behind that debt a guarantor. We could be looked to as a source of 
payment. 

Mr. OBEY. I understand. Let me simply ask this question. Why 
should not the U.S. budget reflect in some way the value that is 
ascribed to pieces of the debtor nation's debt? Don't we need a 
better way to actually estimate what it is that it is going to cost us 
in terms of budget if we are going to talk about forgiveness? 

I mean, it seems to me that if we don't have it, any administra
tion can simply at the beginning of the year peg a number, have a 
game plan in mind, come at us later and say, well, boys, because 
we already figured this in, it is not going to cost us anything. And 
so, Katie, bar the door. Shouldn't there be a different way to deter
mine the value of this debt? 

Mr. DIEFENDERFER. Absolutely, in the budget summit and for the 
last several years we have been advancing-that is before I was at 
OMB, something called credit reform where the subsidy factor of 
all loans and loan guarantees are figured in, and monies appropri
ated to account for those guarantees when they are made. 

It is now something I believe that both the Budget Commit
tees-

Mr. OBEY. But my understanding is that the summit credit 
reform has not addressed the question of debt forgiveness. They 
have only addressed the question of future debt incurred. 

Mr. DIEFENDERFER. Well, the summit is addressing loan guaran
tees that you make from this point on, and that would include a 
calculation for if you made a loan to-

Mr. OBEY. But that means my statement is correct, doesn't it?
 
Mr. DIEFENDERFER. Yes.
 
Mr. OBEY. Okay. Go ahead.
 
Mr. DIEFENDERFER. That is okay. If you just wanted an answer to
 

that question, then the answer is, yes. 

EGYPT'S DEBT: THR NEED FOR MULTILATERAL ACTION 

Mr. OBEY. Let me ask you with respect to Egypt, Egypt's owes 
debts to a lot of other countries. It is in arrears to many of them. 
As I understand the cost of this situation to them, it is expected 
that Egypt's balance of payments will worsen by about $1.8 billion 
because of the crisis, because of oil prices, remittance, all the prob
lems that were just mentioned. 
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As I understand it the net effect of forgiving the FMS debt payments is only about $600 million in decreased liabilities per yearfor Egypt because Egypt, at least according to some estimates,would still be required to pay moratoiium intcrest.Now, we have got a difference on that. If " is true, it means thateven if this were to be passed, Egypt would still have a very largeproblem of about $1.2 billion that this did not address.Assuming that that problem can be worked out, let me ask youthis. How will this really result in benefit to the Egyptian populaceas a whole? Isn't this simply going to relieve their requirement topay Uncle Sam so that they are simply in a better position to pay

other government debtors?
I mean, aren't they in arrears to other governments to the tune

of about $10 billion? 
Mr. MULFORD. Yes, they are in arrears to other governments,and they have substantial official bilateral debt with other governments. During the course of our visits around the world on thequestion of contributions to front-line states, we did in fact raise ineach case with major creditors of Egypt the fact that we were contexaplating the question of debt forgiveness, and if we did that, wewould hope that they would follow suit. 
The second largest-

Mr. OBEY. Do we have any commitments that they will?
Mr. MULFORD. We have talked to the French who have about $5billion, West Germany has about $2.5 billion, and Japan, $2.5 billion. I can't give you what portion of that debt is military in thecase of France, but they all, of course, said this would be extremely

difficult and gave reasons-

Mr. OBEY. France, I understand is $1.6 billion in military?
 
Mr. MULFORD. 
 I think it is just shy of $2 billion. It might be alittle higher, than $1.6 billion. 1.9 billion seems to he the number Iremember, but their total bilateral debt is $5 billion. My guess isabout 1.9 billion or 2 billion.
The poiit the French made was that unlike the United States,they do not distinguish in their program between military debt andall other export debt, so they say if they were to forgive militarydebt, the contagion to other kinds of debt wvould be very severe andthey would face problems in Morocco and elsewhere. That is the 

answer we got.
Mr. OBEY. But therein lies the problem, it seems to me. If Egyptian debt relief does not take place within the context of a multilateral agreement, then it seems to me all the U.S. taxpayer is goingto be doiig is acquiescing in the forgiving of Egyptian debt to us, sothat Egypt is in a better position to write a check to somebody else.Mr. MULFORD. There is that risk and that is why we asked theothers to please follow suit. We are waiting for their answers. We

haven't had their answer.
Mr. OBEY. Well, when you have got their agreement, would youplease let us know. 
Mr. MULFORD. Yes.Mr. OBEY. Because it would seem to me that that would be theappropriate time for us to move with this package if we were goingto move at all. Otherwise, I see no benefit going to Egypt. I see ben

42-M 0-91-1O 



294
 

efit going to France. I see benefit going to other European creditor 
countries, but I don't see much benefit going to Egypt. 

Mr. MuLFoRD. I think, Mr. Chairman, in a case where we are the 
major player in terms of debt, and ther-. are others that have expo
sure and it is substantial, but compared to us, rather minimal-I 
am not trying to play down the importance of it-when you are in 
a position of leadership sometimes you just have to act, and make 
the decision without waiting for the other guy to follow. 

Mr. OBEPY. Well, it is interesting to me becawrte when I was in 
Poland, just before I went to Saudi Arabia last month, I talked to 
Polish officials about their debt problem. What they said to us is 
they wanted us to lead by example, because they said that they felt 
that if we did and our action led to expectations on the part of 
other countries, we might get a multilateral result rather than a 
bilateral or a unilateral result. 

So it seems to me that that is a correct view with respect to 
Poland, and it seems to me that if we are going to do it with re
spect to Egypt, we ought to know that there is a tie in. 

What would be wrong if we were going to do this? What would 
be wrong in saying that the effective date for any action we were 
taking here would be the date on which other creditors do likewise 
so that we are in fact helping the fellow we are supposed to be 
helping, rather than helping European treasuries? 

Mr. MuLFOR. Well, I suppose that in the military debt field, I 
would have to look at the numbers, the only other large provider of 
debt for military purposes is probably France. The other debt is 
probably not military debt. 

BROOKE-ALEYANDER AMEIDMENT 

Mr. OBEY. But then that gets us into the other problems, because 
as I understand, Mr. Mitterrand has been suggesting there are a 
list of 40 some countries for whom we should be considering debt 
reduction or debt relief, because, as he indicated, of the increased 
oil prices around the Third World. That gets me back to the othar 
question I was asking Mr. Eagleburger, which is, if we are going to 

o this, what is the cost going to be by the time the last shoe gets 
dropped. 

You can see the reaction coming from this committee. When I 
talked to the President this morning, I told him I was going to try 
to help, and I am going to try to help, but my question is, how do I 
do it in the midst of all of these unanswered questions, in the midst 
of the legitimate questions raised by every member of this commit
tee?
 

I mean, you can see what chance you have got fit this point to 
get this baby through this committee. 

Mr. EAGLEBURGER. Mr. Chairman, let me try to help you help the 
President. There is a factor with regard to the FMS debt that you 
can't ignore, and it is Brooke/Alexander, and the situation we 
face-

Mr. OBE. So why can't we simply waive Brooke? 
Mr. EAGLEBURGER. Because then all we are doing, as I indicated 

earlier, is piling the debt up, plus interest, to the point that it con
tinues to be unmanageable. The fact of the matter is if we don't get 
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this debt out of the way, Brooke/Alexander means we are prohibited from any further military assistance to Egypt.

Mr. OBEY. But, Mr. Secretary, everybody anderstands, if they arepaying attention, that we are going to have to waive Brooke. If youwant a shot at getting something done, and I want to help you, itseems to me that rather than being up here asking to squeeze itinto the supplemental before anybody gets to ask any questions or,much less, get them answered, it seems to me the best thing to dois to deal with this in the conference on the regular bill, which isgoing to occur within the next 30 days anyway.
That gives you more time to try to structure an approach that can gain more support than this has this morning. It gives us moretime to explain the differentiation that has to occur between different countries, and it gives us more time to see whether, in fact, ourallies are going to help in the process or simply take advantage of

the situation.
 
Mr. EAGLEBURGER. 
 With all respect, Mr. Chairman, as I tried toexplain earlier, this is, in our view, critical, it is in our view goingto be a very serious problem for us in Egypt if it does not proceed.If you can't manage it, then we will have to face those consequences, but I don't see-in fact I think I can tell you now we donot believe it should be separated from the supplemental. We feelit is urgent. We feel it makes good sense both politically and eco

nomically to proceed with this.
Simply waiving Brooke-you as the man who rightly time andtime again tells us we have got to stop piling up the problem forlater, all waiving Brooke does is exactly that.

Mr. OBEY. Not if you provide a moratorium on interest.

Mr. EAGLEBURGER. It doesn't-it still piles up the problem.Mr. OBEY. It would not build up a dime if you did that. It also

gives you more time.
Mr. EAGLEBURGER. It also sends a very bad signal. I can't say

anymore than that.
Mr OBEY. I would suggest having this thing go down in flames
on the Floor sends a worse signal from your standpoint. I will be
very frank about it. Everybody knows Mr. Broomfield is opposed to
this package. I was just talking to Mr. Broomfield in the hall on
the way back from the vote, and I won't tell you what his statement was of the votes this would get on the Floor, but it wasn't 

very high.
Mr. EAGLEBURGER. What he is going to get or what we are going


to get?
 

DIFFERENTIATION: EGYPT VS. POLAND
Mr. OBEY. What you are going to get. I am telling you, this proposal has to be reworked and it has to be dealt with in the context 

of some of these other problems, and you have to find a good clearway to distinguish between what happens here and what happens
elsewhere.

Mr. MuL'O w. Mr. Chairman, if I could just make a suggestionthere, I think we have differentiated the military debt of Egypt.First, I "ried to show that among the various major military debtorcountries to the United States, Egypt is unique and different, and 
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it is possible to fence that off and to say, no, to others who might 
come forward and ask for similar treatment. 

It is clearly different from our other bilateral debt in other parts 
of the world. The only problem, it seems to me, that you have 

one why haven't the French followed suit. I 
raised is a difficult 
think the answer to that is we are the leader here. We have the 

lion's share of the debt. We have made a decision. We are going to 
follow, and 

go forward. We will continue to push the French to 

indeed they may. 
Mr. OBEY. Does that mean we are going to wait on Poland's debt 

because Germany is the largest holder with 
until Germany moves 

respect to Poland?
 

Mr. MULFORD. I think, to answer a point you made a few minutes
 

ago, the United States has been leading on Poland. We raised the
 
this was shortly
summit in Houston, andissue at the economic about Latin America, where 

after the President's announcement 
we did outline a program for reducing official debt under certain
 

agreed conditions.
 
We discussed Poland, and the result of that discussion was that 

an enormously complex
everybody agreed, first of all, that it is 

would look into it. It will be discussed again
problem and that we an attempt will be 
at the ministerial meeting this weekend, and 

time to seek ways multilaterally to try to 
made, I am sure, over 
come up with options for Poland. 

Now, if we decided that we were going to do for Poland what we 

to-roposingdo in Latin America, I think you would agree that 
are 
the result for Poland would be very, very small, given the sort of 

debt they have. If we were willing to go a step further and say let's 
would only be talking 

just forgive all of Poland's debt to us, we 
billion. While it might make an exam

about $3 billion out of $30 
ple, it would also create tremendous resentment and resistance. 

it is better for the time being to work within a 
It seems to me 

multilateral format to try to find ways to structure debt reduction 
can 

options and interest reduction options for Poland that others 
a favorable result for 

and that will actually producebuy off on 
Poland. we 

That may take a little time, but I think it is clear where 


stand on that.
 
DEBT SERVICE RATIO 

Mr. OBEY. I don't necessarily disagree with that, but let me just 

ask you a few specific questions. What debt service ratio do you 

think begins to be indicative of a country's being in severe econom

ic trouble? 
give you the debt service to exportMr. MULFORD. Well, I can 

ratin level that according to the World Bank indicate you are sen

ously indebted, and that is 30 percent. 
might take the view that that figure

I think in Treasury we 
should be closer to 27, maybe something like that, but we wouldn't 

argue with 30. 
Mr. OBEY. As I understand, Egypt's debt service to export ratio is 

63 percent. 
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Mr. MULFORD. No, their debt service to export ratio is 27 percent

in 1988. 
Mr. OBEY. Twenty-seven percent?
Mr. MULFORD. They have a large amount of concessional debt.That is one of the problems. Egypt, if you take the three main criteria, which are debt to GNP, debt to exports and debt service toexports, Egypt qualifies on two, but doesn't qualify on number 

three. 
Mr. OBEY. Well, why does the World Bank publication indicatethe total debt service ratio as being 63.34 percent?
Mr. MULFORD I can't answer that. I would have to check with 

my staff to see-
Mr. OBEY. Are you referring to after the Paris club rescheduling?Mr. MULFORD. I am using World Bank figures here, and selected

FMS debtors data that we have here in the Treasury.
Mr. OBEY. Well, the World Bank book that I am looking at, page134, says 63 percent. Let me ask you, what is the same debt service

ratio for sub-Saharan African countries?
Mr. MULFORD. I don't have that figure, but it is-again, it variesdepending upon how much concessional debt a country has. Bangladesh, which was mentioned earlier, has quite a lot of debt,doesn't have much commercial bank debt. It has much concessionaldebt, and therefore its ratio is relatively low, even though it isheavily indebted. It is a very hard figure to sort out-that is why 

we don't just look at one figure.
Mr. OBEY. What is Poland's?
Mr. MULFORD. Poland, I don't have that handy here, not without

looking for a moment. 
Mr. OBEY. My understanding, using the same numbers that theWorld Bank uses, is Poland is at 88 percent.
Mr. MULFORD. I don't have that figure handy.
Mr. OBEY. Well-
Mr. MULFORD. I don't know if that is right, but I would imagine


that Poland's is very high.
 

CONTRIBUTIONS FROM OTHER COUNTRIES 

Mr. OBEY. Let me ask you one other question before I try to end
this. When I was discussing this with Mr. Broomfield and several
others, the question they raised is, well, since we are going aroundasking other countries to help pay the cost of this operation, whyshouldn't Saudi Arabia, the principal beneficiary of our action inthe Middle East at this moment-except perhaps for Kuwait-pick 
up a piece of this tab?

What would your response be to Mr. Broomfield's question?
Mr. EAGLEBURGER. I already answered that, Mr. Chairman, Ithought. We looked at this. We thought about it with regard toSaudi Arabia. We thought about it with regard to Kuwait. Ourview was we want money from both of them, yes, we want it for aid 

to the front line states. 
We want it for assistance in picking up the costs incidental toour deployment to the Middle East; that tiat money really-
Mr. OBEY. But Mr. Broom
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Mr. EAGuLuRGER. Can I finish? That money ought to go to those 
particular costs. If it is drawn out and used to pay off the Egyptian
FMS debt, it comes to us, yes, but it doesn't meet those needs, and 
because the President was interested in demonstrating U.S. sup
port for Egypt, given what it was doing for us. 

Mr. OBEY. Well, great, but Mr. Broomfield's response to that 
would be, well, look, that is fine and good, but why don't you
simply recognize that the administration says this is being done to 
help Egypt because of what is happening in Saudi Arabia, why
shouldn't Saudi Arabia participate, and so simply say that well, be
cause we want to get aid to the front line states isn t going to be a 
satisfactory answer to Mr. Broomfield, I don't think. And it is an 
example of the kind of problem we are going to run into if we try
to bring this baby to the Floor at this time. 

Mr. EAGLEBURGER. Mr. Chairman, when I was going through fig
ures earlier, I said that the Gulf states were contributing $12 bil
lion of which a large part, I don't know how much at this stage, is 
Saudi Arabian. It is not as if Saudi Arabia and Kuwait are not con
tributing substantially to this joint venture. They are. 

The only issue-not the only issue, obviously, but the only issue 
from our point of view, maybe not Mr. Broomfield's, is where does 
that money go, and what is it the U.S. can do as an earnest show of 
our support for Mr. Mubarak. I have to tell ycu in listening to the 
last few minutes of this discussion, I understand the points that are 
being made, but they do ignore, with all respect, and Mr. Broom
field apparently ignores, the fact that there is a crisis; that we are 
trying to demonstrate solidarity with the President of Egypt and 
support him at home. Therefore, to some degree at least, this whole 
issue needs to be looked at, and not simply as a question of book
keeping, and I don't mean that in the wrong way.

But it also needs to be looked at in the psychological, political
situation in which we find ourselves in the Middle East, and I am 
concerned to hear that it is so much not appreciated. 

REFUGEES 

Mr. OBEY. Well, I will respond to that in a moment, but before I 
do, let me simply ask one totally different question. With respect to 
refugees, the Administration has no request up here for refugees.
Is there not need at this point, given the incredible movement of 
refugees across borders, because of these events-will there not be 
demands made upon the United States to increase our refugee as
sistance funding, and can we be assured that if we do not move in
dependently to put some additional money in for refugees, that the 
amount previously appropriated will be sufficient to cover use for 
the refugees that it was intended for? 

Mr. EAGLEBURGER. As far as I know now, Mr. Chairman, there is 
still a balance of $14 million in the ERMA. We have spent $10 mil
lion. In total, I think we have committed $28 million to the refugee
exercise in the area. To the degree I can answer your question, our 
objective, and thus far with some success, has been to tell a 
number of the other states contributing that we think they ought 
to be picking up the refugee costs and, indeed, over $200 million 
has been spent on that. 
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Most of it has been contributed by others. We are hopeful we canget others to continue to contribute and hang on to the $14 millionin the ERMA for any other emergency. I do not think at this stagethat we believe it is necessary to come in with a request for moremoney, but I can't promise you that if the world turns really nasty,we won't have to. But as of now, we won't have to. 

BASE RIGHTS 
Mr. OBEY. One other quick question. With respect to section9121, the defense authority you are asking the other subcommitteefor, which allows Defense to enter into an agreement with any foreign government for the reciprocal provision of logistic support,supplies and services, etcetera, could that authority be used to paybase rights countries from the DOD budget for various services pro

vided?
Mr. EAGLEBURGER. I have no idea. We will have to get you an 

answer. 
[The information follows:] 
The question appears directed to what is now Section 1451 of the National Defense Authorization Act for Fiscal Year 1991 (P.L. 101-510). That section providesfor aqreement under which the United States agrees to provide logistic support,supphes, and services to the military forces of certain other countries in return forreciprocal provision of logistic support, supplies, and services by that country to theU.S. Armed Forces. This section does not provide for agreements under which theUnited States makes payments for the provision of logistic support, supplies, andservices to countries where the United States operates bases. 

CHAIRMAN'S SUMMARY STATEMENT 
Mr. OBEY. Gentlemen, I appreciate your staying here so long. Iknow you need to get away. As I told the President this morning, Iwant to work with him. I understand the need to respond to

Eg pt's situation. 
ut with all due respect to the argument you just made, let mesimply say that I don t think it is accurate, were you to assumethat because we might have a disagreement or a series of doubtsabout the specific instrument, that you choose to deliver yourpolicy decisions; that just because we deliver with that, that someow we don't appreciate either the conduct of Egypt or the needfor you to respond.


You can agree that your son needs an allowance, but it doesn't
necessarily have to be $50 an hour. We are not-I am not unhappywith the fact that you have raised this question with respect toEgypt, because the committee has been trying to get people to understand around here for a long time that this is a massive problem and that it has been hidden under the rug.I mean, the administration is not asking us to approve somethingwhich is going to cost us billions of dollars, in my judgment, because we weren't going to get the money anyway. Anybody whohonestly believes that Egypt in 1993 is going to be able to pay us abillion and a half dollars when we are providing them military aid
of $815 million, is mistaken.

It just is not going to happen. But the fact is that having saidthat, I just have to say that this has to be presented in a differentcontext if we are going to have an opportunity to be of help. With 
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respect to the debt question, we do have to have an understanding 
of what the other costs are. 

We need to know at least privately, if not publicly, what you 
expect this whole package to eventually look like because three 
years from now our committee does not want to wind up facing a 
responsibility to appropriate X billions of dollars for FMS or any 
other program and to be told by the Administration, "well, sorry, 
but because of commitments that we made back in 1990 in October, 
you have got no choice." So we need to know up front at least the 
range of what the whole bundle could contain. 

We also, in my view, need to have a clear understanding of how 
the Polish issue is going to be dealt with, and the reason I come 
back to that is very simple. Secretaries of State and Treasury are 
in for a period of time and then they leave and are replaced by 
new ones. Members of Congress tend to be around for a bit longer, 
and so we don't just have to worry about what happens on your 
watch. 

We have to worry about what happens on the next guy's watch 
and the next guy's watch, because we are sitting in these chairs 
and we have to answer for the long-range implications of what was 
done every time we were in a crisis management situation along 
tho, way. 'T'hat means we have got to take a broader view. 

We have 'o take a longer view than the Administration. We have 
Dihave so) understanding of how it is you are going to deal with 
:he probli that everybody knows is sitting there, which is the 
"JJi I '11-lit situation. As I have said before, in 1953, we forgave 

over 40 percent of the debts of Germany; the country that caused 
World War II, the country whose actions resulted in millions of 
people being slaughtered, and the country that led to Poland be
coming a victim. 

For the last 45 years Poland has been operating under a govern
ment imposed by the Soviets with the acquiescence of the West. We 
now have a democratic government. Whether that Polish govern
ment succeeds with the momentous economic reforms it has under
taken is going to have, I think, a fair amount to do with the kind of 
faith that the Soviets had in moving toward dramatic economic 
reform. 

But in my view, we don't have a lot of time to deal with the re
ality of the Polish situation. When you have a country which has 
moved to democracy, and when so far the results of moving to de
mocracy has been a one-third drop in the standard of living, you 
have got a problem in terms of persuading people that democracy 
is a long-term good deal. We need to face the fact that Germany 
has an obligation to do for Poland what the world did for Germany 
at the end of World War II, and we need to face the fact that we 
can play a key role in that by perhaps simply saying publicly, 
okay, we are going to take action in recognizing the uncollectabi
lity of Polish debt on the same date that the Germans face up to 
their responsibility to do so. 

It seems to me that that gives us the opportunity to deal with it 
in a multilateral context, but it still seems to me that we have got 
to push the thing along. I think we have got a right to know what 
is going to happen on that, what is the Administration specifically 
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planning to do and when. What is their estimate of when some
thing is going to happen on this?

If we assume that our foreign policy is going to be Persian Gulfcentered and Middle East driven to the exclusion of all other relationships, to the solution of all other geopolitical realities aroundthe world, and that is the problem we have got, I simply want tosay that I think we are going to have a difficult time dealing with 
this within the supplemental. I am convinced that if, given what ishappening in the budget summit at this point, we were to put thisin the supplemental, it would go down in a heap. And I don't want 
to do that to you, to Egypt, to the President.

The President is correct to raise this issue. The President is correct to try to do something about it. I want to help him, but Ireally do think it has to be reshaped, and I think we need to talkwith Mr. Edwards and others around here about how we are to dothat because what you are trying to do is importanit. A good measure of it, in my view, is justified, but we need to take into accountthe context in which it is being handled, and we need to have abetter measurement of what the other implications are of everything we are doing, including the Saudi arms sales situation, whichI consider to be important. I recognize we need to do something
with respect to Saudi Arabia.

But, I think the package that is being contemplated is grosslyoversized and will drive a new arms race in the Middle East like none we have seen before. So I simply want to say, I do want tohelp you. I will try to help you, but we have got to have more flexibility. We have got to have a reshaping of this package, taking into
consideration some of the other realities. 

Mr. EAGLEBURGER. Thank you, Mr. Chairman.
 
Mr. OBEY. Thank you.

[CLERK'S NOTE.-The following material 
 has been inserted forhistorical purposes: 1. Copy of the Administration Request forEgyptian Military Debt Forgiveness, 2. P.L. 101-513 Legislative Authority Granted for Egyptian Military Debt Forgiveness, 3. Administration Egyptian Debt Valuation Report and other required certi

fications or determinations.] 
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FUNDS APPROPRIATED TO THE PRESIDZNT 
TITLE V - GENERAL PROVISIONS 

C,&WLLUTZON OF CERTAIN Ven 

8EC. 601, Notvithptandina any othernroyision of-- (a) the Sec,-tary of Defens. shall (1) isue tosUthe 
Secretary of the reasury sufficient notes or otbeobligation. to nurchase all note, made by E
evidencing amount. OWed by Eayt to the United Stats(or any agency of the United States). other thanamounts already owed to the Sscret&ry of efse.
result of loans made 1 

au a 
before October 1. 1990. byUnited States ( or any agency 2of the United State.) to. 

RavEt under thd Arms Exnort Control Act tall such loanbeina hereinafter collectively referred to as theLoansI), and (2) purchase all such notes made by EuvDt.Such Purchase beina considered in discharge of theresponsibilities of the Secretary of Defense as 
auarantor of such notest (bi 
th President shall
hereupon cancel all amounts owed by EUVDt to theSecretary of Defense as a result of all AECALoans and

(c) the President shall also cancel all amounts om"d 
by Zho Seretary of Defense under all notes or otherobliaations issued by 
the Secretary of Defense to theSecretary of the Trearury that arn 
relatdo an
miarantees of any AECA Loans. includin1 all notes or 
othfr11bligationa Issued under subsection (a). 

This proposed language would permit the cancellation of certaindebts owed by the Government of Egypt to the United States.proposal would not affect fiscal year 1990 outlays. 
This 



Senate Amendment Providing for
 
Egytpian Military Debt Forgiveness,
 

(176)SVPPORT FOR EOYPTIAN MIiTARY DEPLOYMENTS . 

iN THE GULP-

Sic. 599E. (a) SENSE OF TIlE SENATE.-It is ie 

sese of he Senat that

(1) United States deployments in the 'Pertian 

Gulf are dependent upon the support of United States 

friends andallies in the region; 

(2) deployments of E9yptian armed forces in 
Saudi Arabia*,and Egptian logistical support for 

United States air operations in the region, are an es
sential element to the success of Operation Desert -

Shield 

(3) Egyptian troop. in Saudi Arabia have de. 

ployed 	 with United States-made and supplied equip. 

men4 which are supplied under United States military 

loan andgrant aidprograms; 

(4) in addition to their role in support of EgWt' 

security, these deployments serve direct United State. 

nationalsecurity interests; and 

(5) the forgiveness of debts on United States mili 

tary aidloans to Egypt will enhance Egypt's ability to 

maintain deployments in Saudi Arabia and is in the 

'direct nationalsecurity interests of the United Stae. 
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(b)iD18r.-!litidatagpgiany other provision of 
law

(, t4e Secretary of Defense.shall (A),issue to the 
Secretary of the Treasury sufficient notes or other obli. 

gIa ion .purchaseall notes made by Egypt evide. 
ing amounts owed by Egypt to the United.States (or 
any,agency of the United States), other than amounts 
already owed to the Secretary of Defense, as a:result of. 
loans. made before October 1, 1990, by the United 
State; (or any agency of the United States) to Egypt 
under the Arms Export Control Act (all such loans 
being hereinafter collectively referred to as the "AECA 
Loans') and (B) purchase all such notes made. by 
Egypt, such.purchase being consdered in discharge of 
the responsibilitiesof the Secretary of Defense asguar. 

antor of such notes; 

(2) the President shall thereupon cancel all 
amounts owed by Egypt to the Secretary of Defense as 
a result of all AECA Loans; and 

(3) the President shall also cancel all amounts 
owed by the Secretary of Defense under all notes or 
other obligations issued by the Secretary of Defense to 
the Secretary of the Treasury that are. related, to any 
guarantees of any AECA Loans, including all notes or 
other obligations issued under paragraph (1). 
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(c)-'i cofority with ae'reqisirements'of aiusection 

(d), the Presidentshall convene an internationalconference 
on Egypt's debt crasi and the ned for multilateralrelief of 

Egypt ' debt to all donor nations, for the vurpose of ecurm9 

multilateralagreement by all donors for a' comprehensive 'so

lution to Egypt's internationaldebt problem. Such a confer

ence shall be convened'at the earliest possible time after en

actment of this Act, and shallfocus not only Egypt's military 

assistancedebts, but, for those countries which have not made 

military assistance loans to Egypt, shall also focus on eco

nomic assistance debt owed by Egypt. The President shall 

submit a ieport to Congress, not later than January1, 1991, 

containing such information as the Presidentdeems appro

priateregardingthe results of such efforts, and recommend

ing any additionalsteps needed to work effectively to resolve 

successfully the issue of Egyptian debt on a multilateral 

basis. 

(d) The authoritiesproidedin subsection (b) shall not 

become effective until December 81, 1990. As soon as possi

ble after enactment of this Act the President shall issue invi

tations to Egypt's principalcreditors and allies for an inter. 

nationalconference. Such conference sh~uld be convened and 

concludedpriortd December81, 1990. 
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PUBLIC LAW 101-518-NOV. 5,1990 

sJlTOW ROPIIANrMI&ITAay DlpWyND 4s I TUD GULP 
SMc 50. MUTjUuASM~ D=iv Na mA~w7 %aI.-that Egp a Congress findsofficial debt obligations that far exceed the amountsOwed to t=eUnited States. The Congress further finds that Esyptsdebt situation can be addressed effectively only in a multilateralcontext lnvol-v- its n: rboth miitary a ecino 

creditor govern ntsadades
btebt.

Therefore, beforeexe the authority contained in subeection (b) issed, the President shall seek to convene a multilateral conferencet of the major official creditors of the Governmeat of Eayptfor the purpose of adjusting Frjpts official debt in a manner whiebreflectB the real cOllectabljty oftha't debt.The President in such negotiations shall explicitly and stronglyencourage other governments holding major amountsmilitary debt to gve that debt the same 
Of Eyti.

treatment that It isbinaccorded by the Unted States.(a) Da OMEroa,'UM.-() There shall be a moratoriumh, 0 bgnngon Otbr1 onthe payment obligation byl p dinlgo 90
and en g oMarc , cobr1 909, with respect to the notesdescribed in =argh (2).

(2) The notes wit respect to which this moratoriumshlapply are all notes made by Egypt evidencing amounts owed byAgpt to the United States (or any agency of the United States)n a result of loans mae before cto9ber 1, 1990, by the United
States (or avny of Its age~ncies) to Enynt under the Arm ExportControl Act ( ullin e herinaftersucctivl,
referred to as the "ABCA Loans"). h t l(S)Section 518 of this Act, seion 62D0( of the ForegAssistance Act of 1961, andcrs rh aY o0er pri n tat similarlo astance to countries in default onpayment to the United States of princlpn or interest shall notapply during the moratorium decribe in pragraph (1) withits t to amounts Owdb . gypt under "thenAEALoans.(.).Not.in this su .on shall interfere with, or other.wIN mm sh. the obligation of the Secretary of Defense asguarantor with respect to the AECA Loan(b) Dr CONSOLMATION IN THE DIPARTUM- OF DZ aX.-Assoon as feasible after the enactment of this Act, the Secretary ofDefense shall(1) issue to the Secretary of the Treasury sufficient notesor other obligations to purchase all notes made by Egyptevidencing amounts owed by Egypt to the United States (orany agency of the United States), other than amountsalready owed to the Secretary of Defense, as a result ofAECA Loans; and(2) purchase all such notes made by F.gypt, such purchasebeing considered to discharge the responsibilities of theSecretary of Defense as guarantor of such notoLWc)PIUE IDTIAL REPORT ON TMEREAL VAL"U 0? oCyPrLAN naT0W0 TD TH UNTrD STATE AND PRWMzllj SOALiMTARYDElNY
aMUnMON AMTRMTr.-AJe.r the Department of Defense hastaken the actions described in subsection (b)(1) the President she.ll submit a report to Congress inwhich he determines the value of the AA Loans and allother loans owed by Egyprealistic yment exp to the united States based ontions as of October 1, 1990 rnd aneplanation of the factors considered by the President Indetermilninthe value; and(2 feaPresident has submitted the report to Congress p ad for in paragraph (1), the Present may• reduce the amount owed by to theeretary of Defense to an amount thit equals the value o 

the AECA Loans as determined by the President In the
report described in parsgraph Ilk 
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(B)hethe ecetryof Defens to amend2 .odfy 
or thewh heiz~esdescribed in subsec"oaler 

W M s that the amended, modife or altered notes 
(the "amended notee") evidence a principal amount 
owedby.Eypt to the Secretary of Defense equal to the 
value f"the-AECA Loans as determined under pa
mph (1),
and cnfain such terms and conditions as the 

Uidentmay determine consistent with the pu 
of this section, provided that such terms and condtions 
shall not

(i) reflect any interest accrued In respect of the 
81,11; and 1, 1990, and March 

od between October 
01) require Egypt to make any payment before 

r 
Ma .ch 81, 1991; and 

(C) reduce tho amount owed by the Secretary of 
Defense under all notes or other ligations issued by 
the Secretary of Defense to the Secretary of the Tres. 
ury that are related to any guarantees of any AEA 
Loans (including all notes or other obligations Issued 
under subeection (b)) by multiplying it by a fraction, 
the numerator of which shall equal the value of the 
A CA Loans as determined under paragraph (1), and 
the denominator of which shall equal the-sum of (i) the 
amount owed by the Secretary of Defense under notes 
issued to the Socretary, of the Treasury pursuant to 
subsection (Xl), plus 6) the amount owed by Eypt as 
a result of the ABCA Loans to the Secretary of Defense 
as of October 1, 1990, plus (ii)the amount that Egypt
would have owed as a result of the AECA Loan to-the 
Secretary of Defense in respect of the period beginning
October 1, 1990, and ending immediately before the 
President makes the reduction described in subsection 
(cX2KA).

The military debt reduction authority provided by
this subsection shall be limited such that no reduction 
shall result in a decrease in the principal value of the 
AECA Loans below the discounted net present value 
which would result from a restructuring of the AECA 
Loans according to the terms and conditions which 
apply to the loans of the International Development
Association (principal shall be repayable over 40 years
and shall bear no interest, and there shall be 1=I0er 
Frace period after which period 2 per centum of the 
lonM be repaid annually for a period of 10 yeM
and 4 per entum of the loan shall be repaid annually 
during the remaining years).

(d) DZW CANCIIATION AUTmomrry.-(1) The President, not
withstanding any other provision of law in the context of the 
multilateral debt negotiations provided for in this section may
reduce to zero the amended notes (in the manner specified In 
subsection (e2) (A) and (B)) only if other major holders of 
Egyptian military debt agree to equal or comparable reductions. 
IfRuech other creditors do not agree to comparable reductions in 
their EgYptian military debt the President shall so report to 

VY Ifthe President reporta to Congress under paragraph (1)
then he may further determine that it is essential to the 
national security interests of the United Stated to unilaterally
cancel the requirement of Egypt to repay the United States for 
such Egyptian military debt. 

(e) CDoNs" ATIONIL-(1) In makidn this determination under 
subsection (dX2), the President may consider

(A) the unique nature of Mgyp's contribution to Desert 
Shield, and it leadership role in supporting international 
efforts in the face of Iraqi agreson in the Arabian 
Peninsula, 

(B) the impact on the Egyptian economy of the events 
surrounding the Iraqi aggrzmon;

(C) the long-term p for economic growth and 
stability 	In Ypt, and the- .,fect on those prospects ofsuch 

adtrition.,
(D)the role that Egypt's assumption of FMS debt played

In furtherance of the common security intereets of Fypt 
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and th6 United State., and the role it any that such daMwn.. pe cto have relative to other f o ocial debtin generating income and promoting growth in the F43m. 
eK)Congew of other countries to participate in 

efforts to address the issue of official E4Dtlan military debt 
on a multilateral basis;Mt any other nationaland

security interests of the United 
(2)stated.If the President determines in the re rt provided for insubsection (d) that doirg so is emential to tsucces of DesertShield, or to enhance peace and stability in the Middle East,then he i hereby authorized to reduce to zero(A) the amount owed by Egypt to the Secretary ofDefense

under the amended notes; and
(B) the amount owed by the Secretary of Defense underall notes or other obligations issued by the Secretary ofDefense to the Secretary of the Treasury that are related toany guarantees of any AECA Loans, including all notes orothero _tions issued under subsection (bXl)

0 The Prsdent carry out the purpes of this sectionm
notwithstanding any othr provision oflaw. 

http:stated.If
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Resort on the Real Value of
Lavotian Debt
eyed to the United State. Government 

Legislative Reguirement
 

Section 592 
(c) of the Foreign Operations, Export Financing,
and Related Programs Appropriations Act, 1991 (Public Law 101513) requires the President to submit a report to Congress inwhich he determines the value based cn realistic paymentsexpectations as of October 1, 1990 of (a) the loans made by the
United States Government (or any of its agencies) to Egypt
under the Arms Export Control Act (AECA loans) and (b) all
other loans owed by Egypt to the United States. The report
would include an explanation of the factors considered by the
President in determining the value.
 

The legislation further authorizes the President to reduce
the AECA loans to an amount that equals the "real value" under
terms and conditions that he might specify. 
 However, the
military debt reduction authority is limited such that no
reduction shall result in a decrease in the principal value of
AECA loans below the discounted net present value which would
result from a restructuring of the AECA loans according to the
terms and conditions which apply to the loans of the
International Development Association (IDA).
 

This legislation was stimulated by Egypt's vital leadershir
in resisting Iraqi aggression in the Gulf. 
It was based
fundamentally on geopolitical and military grounds in
recognition of Egypt's unique, unpavalleled strategic
contributions to the pursuit of peace and security in the
Middle East. 
Congress also recognized Egypt's precarious
financial and economic situation and urged adjusting Egypt's
official debt in a manner which reflects the real collectability
of that debt. Reduction of Egypt's military debt to the United
States is an integral part of on-going efforts to restore the
rule of international law in the Gulf.
 

The purpose of this report is to value the AECA loans to
Egypt, value all other loans owed by Egypt tn the United States
Government, explain the factors considered in determining the
value, and determine the value of the AECA loans if they were
restructured on IDA terms.
 

Debt Owed to the UnitedStates Government by"a= 

Total U.S. Government direct loan exposure to Egypt
(including arrears) amounts to $12.5 billion, as of September
30, 1990. These loans were provided under (a) the Arms Export
Control Act, (b) the Foreign Assistance and Related Acts, (c)
Agricultural Trade and Development Assistance, (d) the Commodity
Credit Corporation Charter Act, and (a) the Export-Import Bank

Act.
 

Table I summarizes U.S.G. exposure to Egypt by program,including arrears, as of September 30, 1990.
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TALE 1 

EGYPT'S DEBT TO THE U.S. GOVERNMENT 
on $ W) 

PRINCiPAL TOTAL DEBT 
OUTSTANDING ARREARS OUTSTANDING 

FMS 0,871.16 65.34 $8.72.51 

ESFDA $2,563.73 $7.77 62,631.51 

PL-4o 62,817.3 $649 $2,622.62 

cC $230.65 $0.00 $230.65 

Exk.nl* $79.81 $7.65 687.46 

Total $11,662.48 6936.26 612408.74 

http:612408.74
http:11,662.48
http:2,622.62
http:62,631.51
http:2,563.73
http:0,871.16
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2 

The Eavntlan gconomy 

Egypt's economy is stagnant and its debt burden is 
severe.
This year, real GDP growth is expected to be negligible, withinflation breaching 20 percent. 
The 1990/91 budget (for the
fiscal year beginning July 1, 1990) is expected to produce a
large deficit of 7.5 percent of GDP based on a yet-to-be fully
implemented adjustment program. 
Egypt's per capita GDPestimated to have fallen below $700, the threshold for 
is 

eligibility for concessional loans from the International

Development Association.
 

Prior to Iraq's August 2 invasion of Kuwait, the IMF had
estimated that, even with a strong adjustment policy effort,
exceptional financing totaling about $1.7 billion would have
been required in 1990/91 if real output were not to decline.
This assistance would have been in addition to a Paris Club

rescheduling.
 

An Egyptian economy that was strained before August now
faces even more serious difficulties. 
Worker remittances from
the Gulf, tourism, Suez Canal revenues, and a number of capital
inflows are projected to decrease substantially during thecoming year. Additionally, the Government of Egypt is faced
with absorbing several hundred thousand returning migrants and
financing at least part of Egypt's contribution to regional
defense. 
This disruption to the Egyptian economy in expected
to continue, although to a lesser degree, for a number of yearsto come.
 

At the time the President decided to recommend cancellation
of the Egyptian military debt owed to the United States, Egypt
faced extraordinary balance of payments gaps that could not be
addressed solely through a traditional Paris Club rescheduling
and faced imminent default on its external payments. It had
accumulated some $10 billion in arrears since its may 1987
Paris Club rescheduling. 
Recent IMF projections Indicate that
Egypt's exceptional financing requirements have jumped to about$3.4 billion in 1990/91, despite higher oil receipts. Cumulative
total financing requirementsthrough June 1996 would amount to
$27 billion, equivalent to about half of Egypt's outstanding
debt. 
Commitments of extraordinary assistance through the Gulf
Crisis Financial Coordination Group total $3.8 billion for
1990/91.
 

In addition, projections of Egypt's medium-term balance ofpayments indicate continuing difficulties, with a deteriorating
trade balance and significant medium-term financing gaps.
Even assuming strong adjustment, successive Paris Club
rescheduling. through 1996 on the same terms as the 1987rescheduling, and forgiveness of $6.3 billion in debt bycertain Arab countries and the Gulf Orgtnization for theDevelopment of Egypt (GODE), exceptional medium-term financing 
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gaps remain: $2.1 billion in 1993/94, $3.2 billion in 1994/95,
 
and $3.3 billion in 1995/96. Egypt's external debt would
 
increase significantly, exacerbating its medium-term external
 
financing difficulties. In summary, given its current economic
 
and financial situation, it is highly unlikely that Egypt would
 
be able to meet its debt service obligations in the foreseeable
 
future, unless more fundamental measures are taken.
 

EcrvDtian External Debt Situation
 

Egypt's total external long-term debt at end-June 1990
 
amounted to about $46 billion (not including arrears). Table 2
 
summarizes the Egyptian debt profile. Official bilateral debt
 
of about $36 billion accounts for the bulk of Egypt's long-term
 
debt. About two-thirds of Egypt's non-military bilateral debt
 
is on concessional terms, and about half of its multilateral
 
official debt is also concessional.
 

Egypt's debt burden is heavy, expressed in terms of standard
 
ratios such ns total debt to GDP, total debt to exports, and
 
debt service to exports of goods and services for 1990/91. The
 
United States Department of the Treasury roughly estimates that
 
Egypt's 1990/91 debt/GDP ratio is about 110%, debt/exports
 
ratio 460%, scheduled debt service/exports ratio 53%, and
 
scheduled interest service/exports ratio 27%. Each of these
 
ratios is considerably above World Bank thresholds for defining
 
heavily-indebted countries. 
In the World Debt Tables 1989
I=9, the World Bank noted that Egypt's situation has
 
deteriorated since 1988 and, based on recent data, would
 
classify Egypt as severely indebted.
 

Valuation of Ecvmtian Debt
 

The assessment of the real value of Egyptian debt must
 
recognize Egypt's particular circumstances and reflect realistic
 
payments expectations. Key factors to be taken into account in
 
making this assessment include, inte "u, (a) actual historical
 
payments modified to reflect future expected payments, (b)
 
Egypt's current and prospective economic and financial situation,
 
(c)where appropriate, the secondary market price on commercial 
debt, and (d) as suggested by Congress, the value of the 
outstanding debt as if restructured on IDA terms. Basic 
methodologies for valuing Egyptian debt imply either (1) 
applying a "price" to the stock of debt which reflects realistic
 
payments expectations or (2)determining the net present value
 
of realistic future expected payments, discounted by the cost
 
of funds to government.
 

One possible starting point for determining realistic
 
payments expectations for Egyptian military and economic debt
 
to the United States is to review recent historical payments,
 
in particular Egypt's payments record since it required a Paris
 
Club rescheduling. The time period used to measure historical 
payments should be a function of particular country
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TABLE 2 

STOCK OF EGYPTIAN DEBT: ALL CREDITORS 
($ MILLIONS, END-JUNE 1990) 

MEDIUM AND LONG-TERM DEBT: 

BILATERAL NON-MILITARY DEBT 426149 

BILATERAL MILITARY DEBT .7;2 

MULTILATERAL DEBT $5785 

TOTAL $41,658 

SHORT-TERM DEBT .,$344 

TOTAL EXTERNAL DEBT $46,000 
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circumstances. For many debtor countries, recent payments
 

performance subsequent to a rescheduling may act as a barometer
 

for a debtor country's ability to pay its external debt,
 

assuming all other important economic and financial factors
 
If the economic and financial environment
remain unchanged. 


deteriorates or improves significantly, however, recent
 

payments performance by itself would not be sufficient to value
 

the debt properly. 
To arrive at a value which represents
 

realistic payments expectations, the historical payments
 
performance would have to be adjusted to reflect the changed
 

circumstances and expected developments in the future.
 

Due to continual balance of payments difficulties, Egypt's
 
payments record on U.S. government debt in recent years has
 

Egyptian debt (both military and economic) was
been very poor. 

Given Egypt's specific
rescheduled for the first time in 1987. 


country circumstances, the period FY 1988-90 is considered
 
representative of Egypt's particular payments record. The
 

payments were very low during FY 1988 as a result of the
 
1989 reflecting the
rescheduling, continued low during FM 


rescheduling and an accumulation of arrears, and increased
 

significantly during FY 1990.
 

The Egyptian payments record on the military debt after the
 

1987 rescheduling was much poorer than its payments record on
 

other USG debt, with a substantial accumulation in arrears on
 

the AECA debt during FY 1989. Payments resumed at higher
 

levels in FY 1990 primarily in order to avert application of
 

the Brooke-Alexander amendment, which would have cut off U.S.
 

economic assistance to Egypt.
 

Table 3 summarizes average annual payments for the period
 

FY 1988-90 for each of the USO agencies with outstanding loans
 

to Egypt. As of September 30, 1990, Egyptian arrears to U.S.
 

Government agencies totalled $936.3 million, of which $855.3
 

million were on military debt.
 

A number of different scenarios are possible for estimating
 

realistic payments expectations:
 

(1) One possible method for valuing the debt would be to
 

assume that the average of actual annual payments in recent
 

years represent reasonable estimates of realistic average
 
Under this method, itpayments expectations on such debt. 


is assumed that this level of payments would be maintained
 

indefinitely, and the resulting payments stream would be
 

discounted by the cost of money to the U.S. Government.
 

The cost of money to the U.S. Government would be 8.2%,
 

the projected long-term Treasury rate assumed in the
 

President's economic assumptions for the 1992 budget.
 

(2) However, as indicated earlier in this report, the financial 

and economic situation in Egypt has deteriorated
 

significantly in the past six months and Egypt's prospects
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TABLE 3 

EGYPT'8 DEBT TO THE U.S. GOVERNMENT 
R6pyment Flows ($ millions) 

Actual One-ha 
Average FY 1988-g0 

FMS $21.50 $0.19 $583.00 8201.56 $100.78 

ESFDA 412.76 84.33 $101.00 $56.04 828.02 

PL-4o 85.08 875.76 8111.43 864.09 832.04 

CCC 86.45 $22.3i 835.69 821.49 $10.74 

ExdmbW* 83.45: 834.70 823.02 83.39 $iS.20 

Tota 879.26 8187.30 6854.13 837.56 8186.78 
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of Egypt would be the value of the outstandingdifficulties the termsdebt as if restructured on IDA terms. Under 
loans would bear noin the law, the restructuredspecified

interest, and principal would be paid over 40 years, with
 
a 1O-year grace period, 2% amortization for years 11-20,
 

and 4% amortization for years 21-40.
 

We have determined that a reasonable method for estimating
 

the value of Egyptian debt i to use actual historical payments
 

modified to reflect realistic future expected payments. 

In our
 

view, maintaining payments at historical levels would be
 

unrealistic, in particular because of persistent projected
 
financing gaps in the medium-term and likely perpetual
 

in the Paris Club in the future. Nonetheless,
reschedulilng 

assuming no capability to make payments to any USG agency over
 we
 

also determined that, in the particular case of Egypt, the
 

secondary market was too thin to provide 
an accurate method for
 

the next five years may be an overly pessimistic scenario. 


determining the value of Egyptian debt.
 

valuation of AECA Loans: Actual historical payments on
 

AECA loans during FY 1988-90 averaged $201.5 million 
per year.
 

We could have assumed (as in option 3 above) that Eygpt would
 

make no payments through FY 1995, with payments therafter 
at
 

about one-half the FY 1988-90 average, or about $100.75 
million
 

The net present value of this payments stream,
per year. 

discounted by 8.2 percent, would be $776 million.
 

However, our determination assumes that Egypt would 
be
 

expected to seek a Paris Club rescheduling and would 
make
 
This


virtually no payments on AECA loans in FY 1991-92. 


reflects Egyptian payments performance on AECA loans during 
the
 

two-year period after the 1987 rescheduling in which 
virtually
 

Under this scenario, Ey'gpt
no payments were made to the USG. 

would resume payments in FY 1993 at about one-half 

the historical
 
It should be noted
 average, or about $100.75 million per year. 


that this payments strzam roughly corresponds to moratorium
 

interest payments after a reochoduling, assuming subsequent
 
The net present value of this payments
generous reschedulings. 


stream, discounted by 8.2%, would be $997 million.
 

It also should be noted that restructuring outstanding 
AECA
 

principal and arrears on IDA terms, as suggested 
in the
 

a payments stream, discounted by 8.2
 legislation, would result in This value
 
percent, with a net present value of $945 million. 


is slightly lower than the real value of the AECA 
loans as
 

We have therefore
determined in the second scenario above. 

determined the valuation of AECA loans to be $997 

million.
 

Loans to Eamvt: The same
Valuation f Other USGAency 

basic methodology could be applied to outstanding 
loans of
 

other USG agencies. However, given Egypt's somewhat better
 

payments performance with respect to these agencies 
after the
 

1987 rescheduling, it is assumed virtually no payments 
would be
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received for only one year (MY1991) rather than two years, as
was the came with the AECA loans. Paywnnts at one-half of the
historical levels would commence in FY 1992. 
Table 4 summarizes
the estimated value of the debt for each USG agency based on

this methodology.
 

It should be noted, however, that even with reduction in
Egypt's military debt, Egypt still faces a heavy debt burden in
the foreseeable future.
 



TABLE 4 

VALUE OF U.S.G. AGENCY LOANS TO EGYPT 
(AS OF OCTOBER 1. 1990: MILWONS) 

FY FY FY FY FY FY 

FMS 

ESFIDA 

PL.-40 

CCC 

•-uc 

"win 

$801.18 

$344. 

$115.48 

$8.00 

$0.00 

$0.00 

$0.00 

$0.00 

$0.00 

$0.00 

$28.02 

$2.04 

$1$10.7 

$b.20 

$100.78 

$28.02 

$32.04 

410.74 

*15r20* 

$100.78 

$28.02 

$32.04 

$10.74 

$15.20 

$100.78 

S28.02 

$3=04 

$10.74 

$15.20 

000.78 

$28.02 

$32.04 

$10.74 

$15.20, 

Undv ts inelhdoo. Ezdlbuik deb Mfilly repaid by the yeu.2000. 



821 

THE WWITE HOUSE 
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Presidential Determination
 
No. 91-1 

MENORANDUM FOR THE SECRETARy OF THE TREASURY
 
THE SECRETARY OF DEFENSE
 

SUBJECT: 
 Presidential Determination on Zgyptian

Foreign Military Sales (FMS) Debt
 

Section 592(d)(1) of the Foreign Operations, Export Financing,
and Related Programs Appropriations Act, 1991 (Public Law
101-513) (the "Acte) authorizes me, notwithstanding any other
provision of law, in the context of certain multilateral debt
negotiations, to reduce to zero certain notes related to Egypt'sFMS debt if other major holders of Egyptian military debt agree
to equal or comparable reductions. 
I have concluded that such
other creditors do not agree to comparable reductions in their
military debt.
 

By virtue of the authority vested in me by section 592 of the
Act, I hereby determine that it is essential to the national
security interests of the United States to unilaterally cancel
the requirement of Egypt to repay the United States for such
Egyptian military debt; and that it is essential to the success
of Desert Shield and to enhance peace and stability in the Middle
East to reduce to zero the amounts described in section 592(e)(2)
of the Act.
 

By virtue of the authority vested in me by the Constitution
and laws of the United States of America, including section 592
of the Act, and section 301 of title 3 of the United States Code,
I hereby delegate to the Secretary of Defense the functions
under section 592(e)(2) of the Act, provided that the functions
conferred by subparagraph (B) thereof shall be exercised by the
Secretary of Defense in consultation with the Secretary of the
Treasury. 

The Secretary of the Treasury is authorized and directed to
publish this determination in the Federal Rerister.
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Dear Mr. Speaker:
 

Pursuant to the authority vested in me by section 592 (d) 
of the Foreign Operations, Export Financing, and Related 

Programs Appropriations Act, 1991 (Public Law 101-513) 
(the "Act"), I hereby report under paragraph (1) thereof. 
The basis for this report is described more fully in the 
attachment to this letter entitled Status of U.S. Efforts 
on Egyptian Debt.
 

I am simultaneously providing copies of a memorandum,
 
signed by me today, in which I make certain determinations
 
under section 592(d) (2)and 592(e) (2)of the Act. These 
determinations form an integral part of my report under 
paragraph (1) of section 592(d) of the Act. The attached 
Memorandum of Justification Regarding Presidential
 
Determinations under Section 592 sets forth more fully
 
the basis for these determinations.
 

Accordingly, I have authorized the Secretary of Defense
 
and the Secretary of the Treasury to take the appropriate 
steps to reduce to zero amounts owed in connection with 
Egypt's remaining Foreign Military Sales debt. 

Sincerely,
 

4 j33f 
The Honorable Thomas S. Foley
 
Speaker of the
 

House of Representatives
 
Washington, D.C. 20515
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THE WHITE HOUSE 

WASHING.ON 

Decmber. 27, 1990
 

Dear Mr. President:
 

Pursuant to the authority vested in by section 592(d)me 

of the Foreign Operations, Export Financing, and Related
Programs Appropriations Act, 1991 (Public Law 101-513)
(the "Act"'), I hereby report under paragraph (1) thereof.The basis for this report is described more fully in theattachment to this letter entitled Status of U.S. Efforts
 
on Egyptian Debt.
 

I am simultaneously providing copies of a 
memorandum,
signed by me today, in which I make certain determinations
under section 592(d)(2) and 592(e)(2) of the Act. Thesedeterminations form an integral part of my report underparagraph (1) of section 592(d) of the Act. The attachedMemorandum of Justification Regarding PresidentialDeterminations under Section 592 seta forth more fullythe basis for these determinations. 

Accordingly, I have authorized the Secretary of Defense
and the Secretary of the Treasury to take the appropriate
steps to reduce to zero amounts owed in connection withEgypt's remaining Foreign Military Sales debt. 

Sincerely, 

The Honorable Dan Quayle
President of the Senate 
Washington, D.C. 20510 

http:WASHING.ON
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KESORANDUN OF JUSTIFICATION REGARDING
 
PRESIDENTIAL DETERMINATIONS UNDER SECTION 592
 

The determination to reduce Egypt's outstanding Foreign
 
Military Sales debt to zero pursuant to the authority in
 
Section 592 of the Foreign Operations, Export Financing, and
 
Related Programs Appropriations Act, 1991, is essential to the
 
national security interests of the United States and to enhance
 
the chances for peace and stability in the Middle East.
 
Without FMS debt relief Egypt's participation in Operation
 
Desert Shield would be at risk, jeopardizing our ability to
 
help restore stability to this volatile region. Thus FMS debt
 
relief is essential to the success of Desert Shield.
 

Among our partners in the international effort to resolve
 
the Gulf crisis, Egypt has of its own accord accepted a major
 
share of the risks and a major share of the responsibilities.
 
It is in our own national interest to continue to encourage
 
Egypt to play this key role by eliminating the financial burden
 
placed on Egypt by FMS debt. The FMS loans have fulfilled
 
their purpose. Egyptian soldiers are standing shoulder to
 
shoulder with American troops and those of other nations
 
countering Saddam Hussein's aggression and ensuring our mutual
 
security.
 

Egypt's leadership in the Gulf crisis, its contribution of
 
troops to Desert Shield and the unique role it is playing in
 
supporting the international effort against Iraqi aggression
 
make it imperative that the United States, in turn, continue to
 
offer strong support to Egypt. Given Egypt's heavy debt
 
burden, its unique contributions to our collective security,
 
and willingness to commit major resources to Desert Shield for
 
an extended period of time, it is imperative that we remove the
 
remaining burden of FMS debt from Egypt in order that we not
 
diminish Egypt's ability to continue to pursue these worthy
 
objectives that are vital to the success of the international
 
community's efforts to convince Iraq to withdraw from Kuwait.
 

Egypt's military contributions have been extensive. On
 
President Mubarak's orders, Egyptian troops were among the
 
first to arrive to defend Saudi Arabia. Egypt now has a troop
 
presence in the Gulf second only to that of the United States.
 
With the deployment of the second of two heavy divisions well
 
underway, Egypt will soon have a troop force of ovcr 40,000
 
soldiers in place to defend Saudi Arabia and counter Iraqi
 
aggression in Kuwait.
 

Egypt's political leadership at this'time of crisis is
 
invaluable. Immediately after Iraq invaded Kuwait President
 
Mubarak called a meeting of the Arab League Foreign Ministers
 
in Cairo which resulted in Arab condemnation of Saddam
 
Hussein's attack and demanded Iraqi withdrawal. A week later
 
Egypt convened an Arab League Summit in Cairo that supported UN
 
Security Council resolutions on the Gulf crisis and called for
 
Arab countries to send troops to the defense of Saudi Arabia.
 



325
 

-2-
President Mubarak has since pursued an unwavering course
opposing Iraq and working for peace in the region. 
Egypt's
strong leadership in the Arab world and close relationship With
the United States must continue if 
we are to restore the
legitimate government of Kuwait and return stability to the

Gulf.
 

Egypt's actions carry with them tremendous polit'ical risks
and grave economic costs. 
Already strained, Egypt's economy is
suffering the consequences of its actions in the Gulf. 
Loss of
exports due to sanctions, loss of remittances from workers
evacuated from the Gulf, lost Suez canal revenues and income
erom tourism are seriously hurting Egypt's main sources of
revenue. Estimates 
are that these losses will approach a
billion dollars in 1990. 
 Egypt's remaining FMS debt and FMS
debt payments add significantly to Egypt's load at this
 
critical time.
 

Our military relationship with Egypt began shortly after
the Camp David Accords were signed. 
At that time FNS loans
were the only way to help Egypt modernize its military and turn
it away from reliance on the Soviet Union. 
These loans have
served their purpose well of creating a military Partnership
between Egypt and the United States. 
But these loans have no
capacity to generate income to help in their repayment.. The
heavy burden of FMS debt service further limits Egypt's
possibilities for economic growth.
 

The positive results of our multilateral conference on
Egyptian debt and our consultations with Egypt's other major
creditors are described separately. Following the U.S.
initiative to cancel U.S.-held military debt, Egypt's major
Arab creditors have forgiven their official Egyptian debt,
Canada has 
announced forgiveness of significant arrears and
payments due on development assistance debt, and other
countries have indicated a willingness to consider debt relief,
both unilaterally and multilaterally. Our efforts to garner
multilateral support for Egypt have borne fruit, and will not
 
cease.
 

The determination to cancel the remaining Egyptian IrS debtwill demonstrate that the United States and Egypt will stand inpartnership for our mutual security. It will enable Egypt to
continue to contribute to the multilateral efforts for a
lasting peace in the Middle East, and allow Egypt to give
undiminished support to Operation Desert Shield. 
Therefore,
pursuant to Section 592 of the Foreign Operations
Appropriations Act, authority has been granted to reduce to
zero the amount owed by Egypt to the Secretary of Defense andthe amount owed by the Secretary of Defensedto the Secretary ofthe Treasury related to guarantees of AECA Loans. 

42-2 0-91-11 
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STATUS OF U.S. EFFORTS ON EGYPTIAN DEBT 

emen
rislative 


Section 592 of the Forei7n Operations, Export Financing,
 
and Related Programs Appropriat-ons Act, 1991 (Public Law
 
101-313) authorizes the President to undertake steps to reduce 
the value of Egypt's FMS loans after seeking to convene a
 
multilateral conference of the major official creditors of the
 
Government of Egypt for the purpose of adjusting Egypt's
 
official debt in a manner which reflects the real
 
collectability of that debt.
 

An Administration report on the real value of Egyptian debt
 
owed to the United States was submitted to Congress on November
 
21 in accordance with Section 592 (c) of the Foreign
 
Operations, Export Financing and Related Programs
 
Appropriations Act, 1991. Following submission of this report,
 
the Defense Department reduced the value of Agypt's FMS debt to
 
the U.S. Government from $6.7 billion in outstanding principal
 
to $997.28 million.
 

Prior to reducing Egypt's AECA debt to zero, Section 592
 
(d) requires the President to report to Congress if other
 
creditors do not agree to comparable reductions in their
 
Egyptia military debt.
 

This memorandum sunmarizes the results of the multilateral
 
conference on Egyptian debt held in Paris on November 16 and
 
the on-going efforts of the Administration to encourage other
 
bilateral official creditors of Egypt to adjust their claims to
 
reflect their real collectability.
 

ovig~'m Offi ial Bilateral Dht! 

Egypt's total external debt at the end of 1989 was around
 
$46 billion, according to official statistics of the Egyptian
 
Government; of this, bilateral official debt, including
 
military debt, amounted to about $36 billion, or around 78
 
percent of the total debt. The remainder was owed to
 
multilateral creditors, such as the World Bank and the 1NF, and
 
commercial banks. Besides the United States, France and Spain
 
are the other substantial holders of military credits to
 
Egypt. US-held debt totalled over $12 billion. FIS debt, at
 
$6.7 billion, was the largest portion of this.
 

Administration Efforts in Supnort of Ea-yi0!an Debt Relief 

The Administration has launched an international effort
 
designed to ease Egypt's debt burden. Our ongoing strategyils
 
both bilateral and multilateral.
 

Our bilateral effort has centered on relieving Egypt of the
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burden of servicing the $6.7 billion in FMS debt Egypt owes to
lthe United States in the interest of removing a severe

bilateral irritant and taking pressure off Egypt's financing
difficulties. On September 14. 
the Administration submitted
legislation to authorize the forgiveness of this debt.
 

Our multilateral efforts have centered on the Paris Club.
In numerous Paris Club deliberations, the United States ha7
indicated that we intended to forgive Egypt's FMS debt to the
United States and that 
we looked to other Paris Club creditors
to provide comparable relief, 
We noted our continued support
for the most forthcoming and generous treatment possible for
Egypt in the 
this forum, including extension to Egypt of the
Paris Club's most generous terms.
 

Key to the success of our multilateral strategy is the
successful conclusion of talks between the Egyptian government
and the International Monetary Fund. 
Once the Government of
Egypt has agreed to a Fund-supported program which addresses
the Egyptian economy's fundamental imbalances, the Paris Club
is expected to reschedule -- and, we hope, to reduce -- Egypt'sofficial debt.
 

Multilateral Conference on ravotIen Deb
t
 
To help ensure the success of our efforts to gdin genuine
debt relief for Egypt and in accordance with recently-enacted
legislation, on November 10, 
on behalf of the President, Acting
Secretary of State Eagleburger and Treasury Secretary Brady
invited twenty of Egypt's other official bilateral creditors to
a multilateral conference in Paris. 
 The conference was
designed to secure for Egypt debt relief from the full range of
official creditors, both within and outside the Paris Club.*
 
We urged attendance at the conference to demonstrate strong
support for President Mubarak's leadership role in opposing
Saddam Hussein's aggression. 
We noted that action comparable
to 
our own debt forgiveness by all of Egypt's official
creditors would not only promote our common security but would
stabilize and strengthen the Egyptian economy as well.
 

The conference convened in Paris on November 16.
 
The invitees were: Australia; Austria; Belgium; Canada;
Denmark; Finland; France; Germany; Italy; Japan; Kuwait; the
Netherlands; Norway; Qatar; Saudi Arabia; Sweden; Switzerland;
the United Arab Emirates; 
the United Kingdom; and the USSR.
All but Qatar and the Soviet Union attended the conference.
 
The nineteen countries that attended the conference hold
more than 90 percent of all official loans to 
the Government of
Egypt. Representatives of the Paris Club, the International
Monetary Fund and the World Bank were also present at the
 

conference.
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In the opening statement, the U.S. chair stated that the
 
United States Congress recently enacted legislation that would.
 
enable the President to reduce and ultimately to forgive $6.7
 
billion in military debt owed to the U.S. by the Government of
 
Egypt. The purpose of convening the conference was to urge
 
other bilateral creditors of Egypt to take comparable action to
 
adjust Egypt's official debt in a manner that reflected its.
 
real collectability. The United States noted that it believed
 
that such action would not only promote our common security,
 
but would demonstrate strong support for the substantial
 
Egyptian contrib,, ion to the international effort to oppose
 
Iraq's invasion if Kuwait.
 

The U.S. chair urged all holders of Egyptian debt, military
 
and economic, to take steps necessary to reduce that debt so
 
that Egypt could stabilize its economy and continue to play the
 
vital role that it had taken in the effort to oppose Saddam
 
Hussein's aggression and in the effort to find lasting peace
 
and stability in the Middle East.
 

Delegates from the Gulf states said they were in the
 
process of cancelling all their official bilateral loans to
 
Egypt. Some delegates indicated that they were considering
 
unilateral measures to provide special relief on ODA
 
obligations. Most delegates expressed willingness to consider
 
generous approaches within the Paris Club forum to deal with
 
Egypt'a official debt once Egypt has reached agreement on a
 
stand-by arrangement with the IMF.
 

The Paris Club vice-chair reported that during the meeting
 
with the Egyptian delegation the previous day, the Paris Club
 
creditors (who account for over 70 percent of Egypt's official
 
bilateral debt) indicated they were willing to consider new
 
approaches to help ensure that Egypt's balance of payments
 
position remained stable over the medium term.
 

The conference closed with the U.S. chair encouraging that
 
debt reduction for 1gypt be undertaken both multilaterally and
 
bilaterally and that the attendees, who have so much at stake
 
in the Middle East crisis, support Egypt in meeting the
 
economic challenges of the current crisis and demonstrate
 
international support for Egypt's courageous stand.
 

Outcome of U.S. Efforts to Gain Debt Re1if for Eav!t 
b 

Since we launched our debt relief campaign, a number of
 
governments have indicated their intention or have moved to
 
forgive roughly $16 billion in Egyptian debt. At the
 
conclusion of its debt forgiveness exercise, the U.S. will have
 
forgiven $6.7 billion of Egypt's FNS debt. In response to
 
U.S. appeals, Kuwait forgave $3.2 billion in Egyptian debt.
 
Saudi Arabia announced plans to forgive $4 to $4.5 billion in 
government-to-government loans, Saudi Fund for Development 



TUESDAY, MARCH 5, .1991. 
THE SECRETARY OF THE TREASURY 

WITNESS
 
SECRETARY NICHOLAS F. BRADY
 

CHAIRMAN'S OPENING REMARKS 
Mr. OBEY. This morning we have before us Secretary of theTreasury, Nicholas Brady.
We are discussing the Administration's 
 request for appropriations for the coming fiscal year.Mr. Secretary, we have a whole lot on the plate this year and nota whole lot of time to deal with it. We have, as you know, the Administration's request with respect to the International MonetaryFund. We have some five authorizations which have to be dealtwith before this Committee can provide money for the attendant 

programs.
We have the Third World debt and the Administration's Enterprise for America's program to respond to. We have the question ofinternational financial institutions and their approach to the problem of dealing with soft economic issues.So there is a whole lot on your plate, and a lot of that is on ourplate. We welcome you here. Why don't you simply make whateverremarks you think are appropriate, and we will get right to the

questions. 

SECRETARY BRADY'S OPENING STATEMENT 

Secretary BRADY. Thank you, Mr. Chairman.I have a shortened statement. With your permission, I would liketo have my full remarks incorporated in the record.

Mr. OBEY. Surely.
Secretary BRADY. It is a pleasure to testify before you today onthe crucial role of the IFIs as instruments to achieve U.S. economicpolicy objectives in the world economy. We greatly appreciate thiscommittee's strong support for these important institutions. 

NEW WORLD ORDER 
This morning I would like to present a brief oral statement.Today the world fids itself at the dawn of a new order of multilateral cooperation. This order, emerging from the fundamental economic and political changes underway throughout the world, holdsforth the prospect for durable global peace and prosperity. Leadersof East European and Latin American countries are rejecting statist approaches to economic world organization. People throughoutthe world are beginning to recognize that market economies are 
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the best means to secure prosperity and freedom. Interdependence 
amongst our economies is growing, and no longer can any one 
country-not even the United States-achieve its economic policy 
objectives in isolation. 

Multilateral efforts utilizing the international financial institu
tions are critical to support our policy objectives. Through their 
support for a sound world economy, the international financial in
stitutions have strengthened U.S. growth. In 1990 alone, exports ac
counted for more than 40 percent of the U.S. growth. Estimates 
suggest that roughly one out of every four jobs in the United States 
is related to merchandise exports. In addition, U.S. business bene
fits substantially from our participation in the MDBs. Cumulative
ly, U.S. firms have received almost $17 billion in business from the 
World Bank, which is more than 10 times our paid-in capital of 
$1.6 billion. 

The international financial institutions have been at the fore
front of efforts to address the serious economic consequences of the 
Gulf crisis and stand ready to assist the region in the aftermath of 
the war. These institutions are playing a leading role in Eastern 
Europe's bold and dramatic effort to restructure economic and po
litical life. In Latin America and the Caribbean, the IMF, the 
World Bank and the Inter-American Development Bank will be 
critical to our efforts. In Africa, the IFIs are at the center of a con
certed international strategy designed to provide concessional re
sources to help the poorest countries achieve sustained growth. 

If the IFIs are to meet the global challenges of the 1990s in a 
manner that serves our foreign economic policy interests, we must 
stand squarely behind them and ensure that they have adequate 
resources to do the job. 

IMF QUOTA INCREASE 

The resource needs of the IMF are reviewed periodically to 
ensure that the Fund has sufficient financing to meet its global re
sponsibilities. Last year, the IMF concluded negotiations on a 50 
percent increase in its resources from $130 to $195 billion. The U.S. 
share of the increase is some $12 billion at current exchange rates 
for which we would be seeking congressional appropriations and 
authorizations as part of the 1992 budget. 

Passage of this legislation is essential. The increase in IMF re
sources is vital if the Fund is to provide financial assistance 
throughout the world and to secure U.S. objectives. Overall, Fund 
lending is expected to more than double in 1991 to $16 billion in 
disbursements and remain high in subsequent years. In addition to 
bolstering Fund liquidity to meet these near-term financing needs, 
the quota increase must provide for adequate Fund resources over 
the medium term as well. 

The United States, as the leading and largest member of the 
IMF, has responsibility to do its part in and for the organization. 
Failure of the United States to support the quota legislation would 
seriously erode the effectiveness and credibility of the IMF. In this 
context, the United States, with some 19 percent of the IMF voting 
power, has an effective veto over key IMF decisions such as quota 
increases and amendments to the IMF articles. 
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The IMF is also extremely cost-effective in supporting U.S. interests. First, the transfer of dollars to the IMF is equivalent to putting money in a checking account, which is interest bearing and 

can be drawn automatically. In recognition of this unique monetary character of the IMF, Congress has agreed in the past that the use of the U.S. quota involves no net budgetary outlays. Under therecent budget agreement, a specific provision was made to accountfor the unique budgetary treatment of this quota increase. While use by the IMF of the U.S. quota will increase Treasury's borrowing requirements, the interest earned on our position in the Fund
provides an offset to this cost. 

The IMF also leverages our scarce resources, which is particularly important at this time of budget restraint. For every dollar we 
put in, others put in four.

As an integral part of the quota negotiations, the U.S. gained
agreement on a strengthened strategy to tackle the large and growing problems of arrears to ensure that additional contributions arewisely spent. This strategy combines incentives for countries toclear their overdue obligations with disincentives to deter new ar
rears. 

MDB APPROPRIATIONS 

Mr. Chairman, as you know, supporting the MDBs requires appropriating U.S. financial resources on an annual basis. This yearthe Administration is requesting $1,685 million for U.S. paid-incontributions to the MDBs. Through financing specific projects andsectoral economic reform activities, the MDBs complement the 
broader role of the IMF.

I want to thank you and your committee for your leadership last year in reducing significantly the U.S. shortfall in scheduled payments to the MDBs. I believe it is important that we clear up our
remaining funding shortfall this year.

The $12.5 million arrears funding request for the Inter-AmericanInvestment Corporation (11C) represents the fourth and final payment for the institution's initial capitalization. The IIC is helpingmeet the capital needs of the region by mobilizing from privatesources up to an average of four times the amount of IIC commitments. IIC operations also help fulfill the U.S. economic policy objective of expanding the size of the private sector as the engine of
sustained growth.


The Asian Development Fund, which 
serves important U.S. interests in that region, has now reached the point where it must receive the $175 million U.S. arrears funding in full near the beginning of fiscal year 1992, or cease its concessional lending operations
early in the calendar year 1992 for very poor countries such as 
Bangladesh.

Mr. Chairman, since my complete statement goes into somedetail on our MDB request, I will simply summarize the request.We are seeking $25.5 million for the paid-in portion of the first oftwo installments to participate in the Special Capital Increase forthe Asian Development Bank, $135 million for the first of threepayments to participate in the African Development Fund; and we 
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are reviewing a capital increase proposed by the International Fi
nance Corporation. 

INTERNATIONAL DEBT STRATEGY 

The international debt strategy, which has been shaped in large 
part through U.S. leadership, has called on the IMF and World 
Bank to assume pivotal roles, and they have proven effective. The 
economic reform programs that countries undertake with these in
stitutions enable countries to gain credibility with their creditors 
and to proceed with negotiations of commercial bank agreements. 

The IMF has committed $2.8 billion, and the World Bank $2.7 
billion to support specific debt and debt service reduction instru
ments in countries that have reached agreements with their com
mercial banks under the strengthened debt strategy. Seven coun
tries have reached agreements which are producing results by help
ing restore investor confidence and stimulate new investment 
flows. 

The United States is also leading the effort to reach a consensus 
with other major creditors to reduce Poland's official debt. Reduc
tion of Poland's large debt overhang is essential to support the dra
matic economic reforms Poland is undertaking. The United States 
has favored a substantial reduction of Poland's debt, and we have 
been encouraged by our recent progress with other key creditor 
governments, although the final components of a package and the 
extent of debt relief have not yet reached a satisfactory level. 

ENTERPRISE FOR THE AMERICAS INITIATIVE 

Latin America and the Caribbean, of vital interest to the 
United States, have been plagued by ten years of slow growth and 
debt overhang, thwarting opportunities for our hemisphere. The 
President's Enterprise for the Americas Initiative (EAI) addresses 
these problems by joining in a single endeavor the three economic 
issues of greatest importance to the region: trade, investment, and 
debt. 

To move toward the goal of a hemispheric free trade system, we 
are pursuing a Free Trade Agreement (FTA) with Mexico and 
Canada. The President has just sent a formal request to Congress 
seeking an extension of the fast track authority, which will hope
fully enable us to negotiate effectively such an FTA. 

To help countries attract private investment both from abroad 
and at home, the Inter-American Development Bank (IDB) is devel
oping an investment sector lending program which will help coun
tries evaluate, open, and liberalize their investment regimes. We 
expect the first such loans to move forward over the next three to 
four months. 

During the last session of Congress, we gained authority to un
dertake reduction of concessional PL-480 debt for countries pursu
ing strong economic reform programs, including investment regime 
liberalization. This authority will be an important incentive for 
countries to sustain reforms, and we will be discussing such debt 
reduction with them as they become eligible. 

The Initiative will also provide significant benefits for the envi
ronment. Interest payments made in local currency on the reduced 
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PL-480 and, eventually, AID debts will remain in the country tosupport a broad range of environmental projects. We expect localnongovernmental organizations to play a strong role in determining the use of these environmental funds.We are requesting funding in fiscal year 1992 for debt reductionand the creation of a multilateral investment fund in the IDB tosupport policy reform. The bulk of our request, $310 million, wouldcover the cost of reducing PL-480 and AID debt and the cost of selling Ex-In Bank loans and CCC assets for fiscal year 1992.The remaining $100 million of our request is the first installmentof the U.S. contribution to the Multilateral Investment Fund (MIF)which the President proposed be established in the IDB. We havebeen discussing this propoal in detail with the IDB and other creditor governments. The MIF would make technical assistance grantsto identify and implement investment reforms, facilitate privatization, and mitigate dislocations caused by restructuring through thedevelopment of human capital. It could also provide micro- andsmall-size enterprises with credit and equity financing at marketrates, thereby addressing their lack of access to capital.The President sent to Congress last week legislation seeking authority to implement fully the investment and debt elements of theInitiative. 

PROTECTING THE ENVIRONMENT 
Mr. Chairman, the Treasury has championed the important U.S.policy of improving the environmental performance of the IFIs andmaking them more effective agents of environmental reform.Our focus is on, number one, establishment of environmentalimpact assessment procedures; two, piotection of tropical forests;and three, promotion of energy conservation and fisheries, including integrated least-cost planning and renewables.We have pressed hard to mobilize more support for these issuesover the past year: at the meetings of the MDBs, in the JointWorld Bank/IMF Development Committee, at the EconomicSummit in Houston last July, and in the African and Asian Fundreplenishment negotiations. I believe we are at the point of institutionalizing fundamental changes in the way the MDBs address environmental issues.
What we are able to accomplish over the next year and 
a half
will be critical in this respect. We will look for new opportunities
to influence policies and procedures and promote specific projects,particularly in energy efficiency and conservation and in forestprograms. We have also offered to provide up to $150 million in
parallel financing to the World Bank's Global Environmental Facility over its three-year life. 

REDUCING POVERTY 
The alleviation of poverty has long been a driving force in thework of the IFIs. The U.S. has worked to ensure that IFI programsboth protect and are designed to help the poorest segments of thepopulation. In the IMF, with our urging, there is now a heightenedemphasis on incorporating measures to establish social safety netsto mitigate the effects of poverty on the poorest and to help coun



334
 

tries meet basic human needs. The World Bank, consistent with 
the objectives of U.S, legislation, is embarking on an effort to 
design assistanee strategies that will contribute more effectively to 
the reduction of poverty. 

In conclusion, Mr. Chairman, the relationship between U.S. na
tional interests and the activities of the international financial in
stitutions is vital and closely linked. Your strong leadership, Mr. 
Chairman, and that of your committee has been critically impor
tant to the success of these programs and the achievement of U.S. 
foreign economic policy goals. 

Thank you. 
[The information follows:] 



885 

FOR COMMITTEE USE ONLY
 
Embargoed Until Delivery

Expected at 10:00 a.m.
 

STATEENT BY
 
THE HONORABLE N.ZCHOLAS F. BRADY
 

SECRETARY OF THE TREASURY
 
BEFORE THE
 

SUBCOMMITTEE ON FOREIGN OPERATIONS
 
COMMITTEE ON APPROPRIATIONS
 

U.S. HOUSE OF REPRESENTATIVES 
MARCH 5, 1991
 

Mr. Chairman and Members of the Committee: 

It is a pleasure to testify befvre you today on the critical role
of the international financial iastitutions (IFIs) as instruments
to achieve U.S. economic policy oojectives in the world economy,

and international and bilateral etforts underway to support

economic reform.
 

Today, the world community finds itself at the dawn of a new
order of multilateral cooperation. 
This order, emerging from the
fundamental economic and political changes underway throughout
the world, holds forth the prospect for durable global peace and

prosperity.
 

Many East European and Latin American leaders are rejecting
statist approaches to organizing economic development. A
revolution of thought is sweeping these countries, as well as
those in Africa and Asia. People throughout the world are
beginning to recognize that market economies are the best means
 to secure prosperity and freedom.
 

Interdependence amongst our economies is growing, and no longer
can any one country 
-- not even the United States -- achieve its
economic policy objectives in isolation. Economic issues

increasingly dominate the international agenda.
 

These developments confront us with both unique opportunities and
challenges. 
We will all need to work together as we approach the
future to secure the gains of the new order. In 
so doing, we
will also need to call increasingly upon the IFIs to play a
continuing central leadership role in helping to manage the world
 economy and implement U.S. policy objectives.
 

Multilateral efforts are critical to supporting strong
economic policies and sustained growth throughout the world.
Our close relationship with Latin America and the Caribbean,
however, also warrants a distinct bilateral approach on the part
of the United States to advance hemispheric prosperity. We are
pushing ahead on the President's Enterprise for the Americas
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Initiative announced in June 1990. This Initiative will respond
 
to difficulties faced by Latin America and the Caribbean over the
 
past decade and support the commitments of many of the regionls
 
new leaders to undertake economic reforms.
 

The political and economic evolution now underway throughout the
 
world is still young. Our support -- both multilateral and
 
bilateral -- for the process of economic reform will be an
 
important determinant in the success and longevity of the new
 
world order.
 

Global Role of the International Financial Institutions (IFIs)
 

We are fortunate to be able to rely on the international
 
financial institutions as vehicles for pooling multilateral
 
efforts. Over the years, these institutions have served U.S.
 
policy well. They have helped us to reconstruct the world from
 
the ashes of World War II, reform the international monetary
 
system, address the problems of external indebtedness in the
 
developing countries, and tackle poverty. They have done so in
 
every corner of the world by promoting sound market-oriented
 
economic policies, consistent with U.S. foreign economic policy
 
interests.
 

Through their essential support for a sound world economy, these
 
institutions have strengthened U.S. growth, which supports our
 
economic well being. In 1990 alone, the external sector
 
accounted for more than 40 percent of the U.S. growth. Estimates
 
suggest that roughly one out of every four new jobs in the United
 
States is related to merchandise exports.
 

More recently, the international financial institutions have
 
demonstrated anew the vital contribution they are making to
 
promote a sound world economy and to support U.S. foreign
 
economic and national security objectives.
 

These institutions have been at the front of international
 
efforts to address the serious economic consequences of the Gulf
 
crisis, and stand ready to assist the region in the aftermath of
 
the war. In response to U.S. proposals, the International
 
Monetary Fund (IHF) adapted its procedures to provide fast
disbursing assistance, and has already committed $2.8 billion of
 
increased financing to help countries offset higher oil costs.
 
The World Bank has intensified its lending plans for the front
 
line states such as Turkey and Egypt, as well as other countries
 
seriously affected by the crisis such as the Philippines and
 
Bangladesh.
 

The IFIs are playing a leading role in Eastern Europe's bold and
 
dramatic effort to restructure economic and political life. The
 
IMF is currently backing sweeping reforms in Poland, Hungary, and
 
Czechoslovakia; and support for Bulgaria and Romania should soon
 
be in place. Most recently, the IMF has completed negotiations
 
on a new $2 billion three year program for Poland to support
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reforms. 
Final approval by the IMF Executive Board is
expected soon. 
In Eastern Europe overall, the IMF may commit
$8 billion in 1991. Moreover, the World Bank is planning to lend
$9 billion to Eastern Europe over three years, and the IFC will
play a key privatization role. 
In addition, the European Bank
for Reconstruction and Development (EBRD) will be ready to assist
the region later this year.
 
These institutions are also providing essential support for
economic policy reforms and development in Latin America and the
Caribbean --
particularly in the context of the international
debt strategy and the President's Initiative. 
The IMF serves as
the primary catalyst for establishing the broad basis for sound
economic policies designed to mobilize savings and investment and
to reverse capital flight. 
 The IMF has committed $12.5 billion
to support economic policy reform in the region. 
 The World Bank
and the Inter-American Development Bank (IDB) are important
agents in mobilizing private sector and government resources to
finance the basic infrastructure and service projects that
improve productivity and living standards. 
Last year the World
Bank Group provided $6.0 billion and the IDB $3.8 billion to
support policy reforms and projects for the region. 
The IMF,
World Bank, and Inter-American Development Bank will be critical
to our efforts to encourage further reforms, creating a
productive environment for the success of the President's
Enterprise for the Americas Initiative (EAI).
 
In Africa, the IFIs are at the center of a concerted
international strategy designed to provide concessional resources
to help the poorest countries of the world achieve sustainable
growth, meet basic human needs, and alleviate widespread
suffering. Total IMF cowmitments to these countries under the
concessional Enhanced Structural Adjustment Facility (ESAF),
its predecessor facility, exceed $3.5 billion. 

and
 
Last year, the
World Bank Group and African Development Bank Group made total
commitments of $7.2 billion to the region.
 

If the institutions are to meet the global challenges of the
1990s in 
a manner that serves our foreign economic policy
interests, we must stand squarely behind them and ensure that
they have adequate resources to do their job.
 
The International Monetary Fund (IMF)
 
The resource needs of the IMF are reviewed periodically to ensure
that the Fund has sufficient financing to fulfill its global
responsibilities. 
Last year, the IMF concluded negotiations on a
50 percent increase in its resources from $130 to $195 billion.
The U.S. share of the increase is 
some $12 billion at current
exchange rates, for which we will be seeking Congressional
appropriations and authorization as part of the FY 1992 budget.
 
Passage of this legislation is essential. 
The increase in IMF
resources is vital if the Fund is to provide financial assistance
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throughout the world and to secure U.S. objectives in the new
 
order of multilateral cooperation. As I have already observed,
 
the IMF is providing vast amounts of resources in Eastern Europe,
 
Latin America, Africa, and Asia, to promote comprehensive market
oriented reforms and to address the costs of the Gulf crisis.
 
Overall Fund lending is expected to more than double in 1991 to
 
$16 billion in disbursements and remain high in subsequent years.
 
In addition to bolstering Fund liquidity to meet these near-term
 
financing demands, the quota increase will provide for adequate
 
Fund resources over the medium term.
 

The quota increase will also help the Fund to keep pace with the
 
growth in the world economy. Over time, the size of the Fund's
 
quotas has fallen significantly to roughly 4 percent of world
 
imports. If the Fund is to be an effective lender of last
 
resort, it must be perceived as being of a meaningful size
 
relative to the problems at hand in the world economy in order
 
for countries to adopt appropriate adjustment measures and to
 
catalyze resources from other lenders.
 

Furthermore, the United States, as the leading and largest member
 
of the IMF, has a specicl responsibility to do its part in the
 
organization. Failure of the United States to support the quota
 
legislation would seriously erode the effectiveness and
 
credibility of the IMF.
 

In this context, the United States, with some 19 percent of the
 
IMF's voting power, has offective veto over key IMF decisions,
 
such as quota increases and amondments to the IMF's Articles,
 
requiring an 85 percent majority. This veto power has often
 
proven essential to ensure that the Fund operated in a manner
 
consistent with overall U.S. interests.
 

The IMF is also extremely cost-effective in supporting U.S.
 
interests. First, the transfer of dollars to the IMF is like
 
putting money into a checking account which is interest-bearing
 
and can be drawn automatically. In recognition of this unique
 
monetary character of the IMF, Congress has agreed repeatedly
 
over the years that use of the U.S. quota involves no net
 
budgetary outlays. Under the recent budget summit agreement, a
 
specific provision was made to account for the unique budgetary
 
treatment of the quota increase. While use by the IMF of the
 
U.S. quota will increase Treasury's borrowing requiraments, the
 
interest earned on our position in the Fund offsets this cost.
 
Furthermore, the IMF leverages our scarce resources, which Is
 
particularly important at this time of budget restraint. I'ar
 
every dollar we put in, others put in four.
 

During the quota negotiations, a number of steps were taken to
 
ensure that U.S. resources would be used far more effectively by
 
the IMF. Thus, at U.S. insistence, as an integral part of the
 
quota negotiations, the United States gained agreement on a
 
strengthened strategy to tackle the large and growing problems of
 
arrears in payments to the Fund. In recent years, arrears to the
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Fund have grown to some $5 billion, roughly twice the level of

IMF reserves.
 

The strengthened arrears strategy is designed to protect the
Fund's financial position and to ensure that additional
contributions are wisely spent. 
This 	stiategy is well balanced,
combining incentives for countries to clear their overdue
obligations with disincentives to dater net, arrears cases.
 

Mr. Chairman and Members of the Committee, ti., IMF is serving
vital U.S. interests throughout the world. It is
an extremely
cost-effective organization. 
To ensure continued strong U.S.
leadership in this critical global organization, I Qrge you to
support the proposed'increase in the U.S. quota share 5n the IMF.
 
The Multilateral Development Banks 1MDBs)
 

Mr. Chairman, as you know supporting the MDBs requires
appropriating U.S. financial resources annually. This year the
Administration is requesting $1,685 million for U.S. paid-in
contributions to the MDBs:
 

* 
 $1,286.8 million to meet previously agreed scheduled
 
payments to the MDBs;
 

$70.1 million World Bank
$1,060.0 million International Development Association
$57.3 million Inter-American Development Bank (IDB)
$20.5 million 
 IDB Fund for Special Operations
$8.9 	million African Development Bank
$70.0 million 
 European Bank for Reconstruction and
 
Development
 

* 
 $25.5 million for the first installment to a Special Capital
Increase (SCI) for the Asian Development Bank (ADD);
 
# 	 $187.5 million to cover U.S. funding shortfalls in the
agreed payments schedules to the Asian Development Fund
($175 million) and the Inter-American Investment Corporation


($12.5 million); and
 

* 	 $185 million for "other" MDBs.
 

Of special note among previously authorized MDB programs, the
$70 million funding request for the European Bank for
Reconstruction and Development (EBRD) represents the second
installment of the U.S. contribution to this new institution.
 
The Bank will hold its inaugural meeting next month
-- April 15 --
 and is expected to begin operations by early
summer. 
We expect the Bank to make a significant contribution to
the unprecedented transformation of the countries of the region
to a market economy. The U.S. contribution to the Bank will not
only promote economic and political stabilization in a region of
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the world that is very important to us, it will also help promote
 
U.S. business interests in the region.
 

The Special Capital Increase for the ADB, in which Japan, Sweden,
 
and the United States participated, was approved by the ADB Board
 
of Governors in 1988. Japan sought the increase to make up for
 
the decrease in its percentage ownership that resulted from the
 
entry of China in the Bank and a previous SCI for several
 
European countries. The United States joined in the increase to
 
maintain parity with Japan.
 

When the ADB was established in 1966, the United States and
 
Japan, as the two pre-eminent economic powers in the region, each
 
subscribed to the same number of shares in the Bank's capital
 
stock. The presumption was that equal ownership would be
 
reflected in equal influence in the policies and operations of
 
the Bank.
 

Although the situation has changed since then -- most notably
 
with Japan's rapid growth and the expansion of its influence in
 
Asia -- the United States' involvement and stake in the economic
 
and political development of the region remains strong. Keeping
 
our relative share in the ownership of the Bank's capital will
 
enable us to maintain our influence in the ADB. We will thus
 
avoid ceding a measure of our influence in Asia in general, the
 
world's most rapidly growing region.
 

Mr. Chairman, I want to thank you and your Committee for your
 
leadership last year in reducing significantly the U.S. shortfall
 
in providing scheduled payments to the MDBs. I believe it is
 
important that we clear up our remaining funding shortfall this
 
year.
 

It is true that because of exchange rate changes and lower-than
expected lending levels in the past the Asian Development Fund
 
(ADF) has managed to mount a credible lending program despite
 
U.S. funding shortfalls. The ADF has now reached the point,
 
however, where it must receive the U.S. funding shortfall in full
 
near the beginning of FY 1992, or cease its lending operations
 
early in calendar year 1992. This must not happen because the
 
ADF provides financing on concessional terms to its developing
 
member countries, which are among the poorest in the world. We
 
have a strong stake in encouraging their economic growth and
 
development, and the ADF makes a major contribution to achieving
 
this objective.
 

The $12.5 million funding request for the Inter-American
 
Investment Corporation (IIC) represents the fourth and final
 
installment for the institution's initial capitalization. The
 
U.S. payment can be invested in equity operations, and, as part
 
of the capital base, can be borrowed against to fund additional
 
IIC activities. The iIC is helping to meet the capital needs of
 
the region by mobilizing from private sources up to an average of
 
four times the amount of IIC commitments. IIC operations also
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help fulfill the U.S. economic policy objective of expanding the
size of the private sector as the engine of sustained growth.
 

In late February, the U.S. met all of its major policy objectives
for the sixth replenishment of the African Development Fund
(AfDF), and as a result, agreed to support a 3.5 percent real
increase in the resources of this institution. In the near

future, the Administration will submit a budget amendment
requesting that $135 million be transferred from the MDB "other"
category to the AfDF to provide for U.S. participation in AFDF-6.
Full implementation of the agreement will result in a 
fundamental

improvement in the quality of this institution's operations and
signals a 
new commitment by the donor community and management to
make the AfDF a more effective and productive development

institution.
 

The bulk of the Fund's resources will now be allocated to
countries that are providing the economic environment conducive
to development and growth. Countries not pursuing sound economic
policies will be restricted to core operations that can be
implemented successfully even in the face of adverse economic
circumstances and policies. 
To improve loan quality, donors
agreed on new Board procedures allowing executive directors with
economic or technical concerns on a loan to return it to the Loan
Committee so that these concerns may be addressed. We also
reached agreement to strengthen the Fund's environmental staff,
and increase emphasis on protection of forests and promotion of
 energy efficiency and conservation.
 

Up to $50 million remaining in the MDB other category could be
allocated to the International Finance Corporation (IFC) for a
capital increase. No decision has bAen made at this time about
U.S. participation, however.
 

The IFC serves our policy goals in promoting the private sector.
Nevertheless, the IFC could be more efifective in both promoting
needed developing country policy changes, and in encouraging the
rest of the World Bank group to give higher priority to the
private sector. 
The United States is, therefore, reviewing the
IFC capital increase proposal in the broader context of the need
for the entire World Bank group to give significantly greater
priority to private sector developments in the 1990s. 
The World
Bank's private sector activities should be strengthened and
enhanced, and there should be better coordination between the
World Bank and the IFC on key policy issues regarding private
sector de-,elopment. 
We also want the IFC to be more selective in
the countries and sectors in which it operates.
 

The nternational Debt Strategy
 

The international community has called on the IMF and World Bank
to assume pivotal roles in its efforts to address external debt
problems of developing countries.
 



4 

342
 

8
 

The international debt strategy, which has been shaped in large
 
part through U.S. leadership, has proven effective. Under the
 
debt strategy, we have seen real progress in reducing the debt
 
burdens of countries with strong economic reform programs.
 
Seven countries have reached agreements with their commercial
 
banks on packages that include debt and/or debt service
 
reduction. These countries account for almost half of the total
 
commercial bank debt of the major debtor countries. The benefits
 
are substantial. For example:
 

The Mexican agreement reduced annual interest payments by 33
 
percent ($1.5 billion); commercial bank debt was reduced by
 
38 percent; and the burs a of $42 billion in principal
 
payments was removed.
 

# The Costa Rican agreement reduced that country's commercial
 
bank debt by 62 percent and cut annual debt service payments
 
by 74 percent.
 

Chile, Venezuela, Morocco, the Philippines, and Uruguay have also
 
reached agreements involving significant reductions in debt
 
burdens, and several other countries are continuing discussions
 
with their banks.
 

These debt reduction agreements enable debtor countries and
 
commercial banks to address their disparate needs. Furthermore,
 
these agreements are producing results for debtor economies by
 
helping restore investor confidence and stimulate new investment
 
flows.
 

The support of the IMF and World Bank is vital to achieving these
 
agreements. The economic reform programs countries undertake
 
with these institutions enable countries to gain credibility with
 
their creditors and to proceed with negotiations. The IMF has
 
committed $2.8 billion and the World Bank $2.7 billion to support
 
specific debt and debt service reduction instruments in countries
 
that have reached agreements with their commercial banks under
 
the strengthened debt strategy. Under the President's new
 
Enterprise for the Americas Initiative, the Inter-American
 
Development Bank is joining the IMF and World Bank in providing
 
support for these commercial bank packages.
 

The ongoing support of these institutions will help debtor
 
countries achieve real gains through economic reform and
 
commercial bank debt reduction.
 

The United States is also leading the effort to reach a consensus
 
with other major creditors to reduce Poland's official debt.
 
Reduction of Poland's large debt overhang is essential to support
 
the dramatic economic reforms Poland is undertaking. The United
 
States has favored a substantial reduction of Poland's debt, and
 
we have been encouraged by recent progress with other key
 
creditor governments, although the final components of a package
 
and the extent of debt relief have not yet been determined.
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Entermris. for the Americas Initiative
 

In a further effort to strengthen the economies of our neighbors
in Latin America and the Caribbean and to improve trade
opportunities in the hemisphere, President Bush announced last
June the new Enterprise for the Americas Initiative (EAI).
 
This region is of vital interest to the United States. 
Ten years
of slow growth and debt overhang have plagued the economies of
Latin America and the Caribbean and thwarted opportunities for

the hemisphere as a whole.
 
The Enterprise for the Americas Initiative aims to address these
problems through action in three areas 
-- trade, investment, and
debt. It thereby joins in 
a single endeavor the three economic
issues of greatest importance to the region. 
It also seizes, in
terms of timing and concept, on important developments already
underway in the region -- including the spread of democracy and a
clear commitment on the part of many leaders in the region to
pursue reforms that will improve their economic prospects and
make them more competitive in attracting capital.
 
We are making real progress in implementing the vision laid out
in the Initiative. To increase trade and move toward the goal of
a hemispheric free trade system, we are pursuing a Free Trade
Agreement (FTA) with Mexico and Canada. 
 The goal of this
agreement is to foster sustained economic growth for all three
countries, which together compose a market of over 360 million
people and $6 trillion in output. 
This PTA should expand and
lock in recent trade and investment liberalizations achieved by
the Salinas Administration. 
As you know, the President has just
sent a formal request to Congress seeking an extension of fast
track authority, which will enable us to negotiate effectively

such an FTA agreement.
 

In announcing the Initiative, the President also indicated our
willingness to enter into an FTA with countries or groups of
countries throughout the region. 
We are negotiating framework
agreements on trade and investment to establish the basis for
progress with a range of countries. These agreements establish
the context for addressing technical issues and beginning to
remove barriers to trade and investment. We are using the
framework agreement with Chile to explore their interest in
an

PTA.
 

Rapid progress can also be made on the investment front. Latin
American and Caribbean countries are competing for scarce capital
with other dynamic economies. They need to attract private
investment both from abroad and at home, and to reverse capital
flight, which in many cases is believed to be as large as their
total external debt. The Inter-American Development Bank is
developing an investment sector lending program to help countries
to open and liberalize their investment regimes. 
The IDB has
begun evaluating the necessary changes to achieve meaningful
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reform in individual countries, and we expect that the first
 
investment sector loans will be moving forward over the next 
several months. 

The debt reduction proposed under the Initiative will be an
 
important incentive for countries to carry out investment
 
reforms. We gained authority from Congress during the last
 
session to undertake reduction of concessional PL-480 debt for
 
countries pursuing strong economic reform programs, including
 
liberalization of their investment regimes. We will be
 
discussing such debt reduction with individual countries as they
 
become eligible.
 

The Initiative will also provide significant benefits for the
 
environment within the hemisphere pursuant to EAI Environmental
 
Framework Agreements negotiated with each eligible country.
 
Interest payments made in local currency on the reduced PL-480
 
and, eventually, AID debts will remain in the country to support
 
a broad range of environmental projects. We expect local non
governmental organizations with expertise in the environment and
 
conservation to play a strong role in determining the use of
 
these environmental funds.
 

The Prexident transmitted to the Congress last week legislation
 
seeking authority from Congress to implement fully the investment
 
and debt clements of the Initiative. The Administration is also
 
requesting funding for implementation of debt reductions and the
 
creation of a multilateral investment fund to support policy
 
reform.
 

The bulk of these resources -- $309.7 million -- would cover the
 
cost under the new credit reform budget procedures of reducing
 
PL 480 and AID debt, and selling Eximbank loans and CCC assets in
 
FY 1992.
 

The remaining $100 million is the first installment of the U.S.
 
contribution to the multilateral investment fund which the
 
President proposed be established in the Inter-America
 
Development Bank (IDB). We have been discussing in detail this
 
proposal with the IDB and other creditor governments. The Fund
 
would make technical assistance grants to implement investment
 
reforms, build privatization expertise, and develop human
 
capital. It could also provide micro and small-sized enterprises
 
with credit and equity financing, addressing their lack of access
 
to capital in the region. We envision the Fund placing special
 
emphasis on smaller countries in the region, such as those in
 
Central America and the Caribbean. We will be seeking $500
 
million in total over a five year period.
 

Protecting the Environment
 

In recent years the issues of protecting the environment has 
taken on added importance. Treasury has taken an active role In 
championing this important U.S. policy goal in the IFIs, 
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our objective has been to improve the environmental performanceof these institutions and make them more effective agents of
environmental reform. 
Our focus is on: establishment ofenvironmental impact assessment (EIA) procedures, protection of
tropical forests, and promotion of energy conservation and
efficiency, including integrated least-cost planning and
renewables. 
We have pressed hard to mobilize more support for
these issues over the past year: 
 at the annual
meetings of the MDBs, in the Joint World Bank/IM' Development
Committee, and at the Economic Summit in Houston last July.
 
The EIA process is particularly important. 
We have a legislative
mandate to bring about a fundamental reform in this area by the
end of this year. Significant progress has been made in
implementing the EIA process in both the World Bank and the
Inter-American Development Bank. 
Our overall assessment is that
effectively functioning EIA systems should be in place by the end
of this year.
 

The Asian Development Bank has upgraded its environmental unit
and made budgetary provision for increases in environmental
staff. 
It has said it will seek to strengthen its procedures for
appraising environmental issues. 
At this point, however, we are
not yet certain that the Bank will have in place by the end of
the year an EIA system that meets our criteria.
 
EIA was highlighted as a key element of the African Development
Fund Replenishment Agreement concluded in Rome last month. Our
judgment, however, is that it will be extremely difficult for the
AFDB to meet our criteria by the end of this year. 
We intend to
work more closely with both the African and Asian banks over the
next year to help them improve their capability in this area.
 
Energy efficiency and conservation is another area in which we
have an important legislative mandate. In response to our
efforts over the past year, the World Bank has restructured its
Energy Sector Management Assistance Program (ESMAP) and created a
special unit for energy efficiency and conservation for its
operations in Eastern Europe. 
It is reassessing the approach it
has taken to energy issues in the past.
 
We have also continued our efforts to encourage greater
protection for tropical forests. 
This has included our effort to
reform forest policies in both the World Bank and the Inter-
American Development Bank and an initiative to reform and
strengthen the Tropical Forestry Action Plan (TFAP). 
A meeting
designed to broaden public participation in TFAP is scheduled for
later this month in Geneva. 
We hope this meeting will produce a
more open process and provide the international impetus that is
needed to help preserve large areas of primary tropical moist

forests.
 

Significant progress is being made on these issues, although more
progress is needed. 
We still have problems with specific loans,
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and the DBs need to place more. emphasis on energy efficiency and
conservation. I believe, however, that we are at the pointof 
institutionalizing fundamental changes in the way the MDBs, 
address environmentalissues. What we are able to accomplish 
over the next year and a half will be critical in that respect.
 
We will look for new opportunities to influence policies and
 
procedures and promote specific projects, particularly in energy
 
efficiency and conservation and in forest programs.
 

We have also offered to provide up to $150 million in parallel
 
financing to the World Bank's Global Environmental Facility over
 
the three year life of the facility. This is meant to foster
 
greater interest in pilot projects that can become part of the
 
regular lending program in future years.
 

The United States is also at the forefront in encouraging the IMF
 
to enhance its environmental focus. Widespread recognition has
 
emerged that IMF macroeconomic policy advice and prescriptions
 
can have at times an important, though indirect, impact on
 
environmental protection. In particular, the IMF has decided to
 
establish a group of economists that will serve as a liaison with
 
other organizations on environmental research and advise the Fund
 
on addressing environmental concerns. Also, most IMF country
 
documents now discuss environmental concerns. The IMF has also
 
strengthened its collaboration with the World Bank with respect
 
to taking into account structural measures for environmental 
protection into its work.
 

Reducing Poverty 

The alleviation of poverty has long been a driving force in the
 
work of the IFIs. Many developing countries face macroeconomic
 
and structural imbalances r3quiring the adoption of comprehensive
 
adjustment measures. In this context, the U.S. is working to
 
ensure that IFI programs both protect and designed to help the
 
poorest segments of the population. In the IMF, with our urging,
 
there is now a heightened emphasis of incorporating measures to
 
establish social safety nets to mitigate the affects of poverty
 
on the poorest and to help countries meet basic human needs.
 

The World Bank, consistent with the objectives of U.S.
 
legislation, is embarking on an effort to design assistance
 
strategies that will contribute more effectively to the reduction
 
of poverty. In negotiating the ninth replenishment of resources
 
for the International Development Association (IDA-9), the United
 
States and other donors agreed that a borrower country's economic
 
performance, including efforts to alleviate poverty, will receive
 
greater weight as criteria for allocation of resources.
 

The World Bank's 1990 "World Development Report" (WDR) focussed
 
on identifying the key factors associated with reducing poverty.
 
Bank management -- in response to a request from the U.S. and
 
other executive directors -- prepared a paper elaborating the
 
operational implications of the 1990 WDR. We generally endorse
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the recommendations enunciated in the Bank paper, Particularly
the recommendation that borrowing countries formulate their own
"National Strategy for Development and Poverty Elimination" with
the uupport and encouragement of the Bank. 
However, we have
expressed concern to the Bank that these measures can only be
implemented if the Bank addresses seriously the issues of
adequate incentives for 
 Bank staff and the implications of the
staff-intensity of the proposed recommendations. This is
an
issue that we will be monitoring closely, Mr. Chairman.
 

01l1uion 

Mr. Chairman, I have briefly reviewed the role of the
international financial institutions (IFIs) in promoting U.S.
national security interests -- from their financial support to
regions of the world such am 
the Persian Gulf, Africa, and Latin
America, to their involvement in functional issues like
protecting the global environment and alleviating poverty. 
I
have also presented an overview of President Bush's Enterprise
for the Americas Initiative. 
I have also discussed their
important role in promoting a stronger economy in which U.S. jobs
and exports can thrive.
 

The relationships between U.S. national interests and the
activities of the IFIs are inextricably linked. Your strong
leadership, Mr. Chairman, and that of your Committee, has been
and will continue to be vital to the success of these programs.
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Mr. OBEY. Thank you, Mr. Secretary. I have a number of ques
tions that I will have to ask you to make sure we cover, so I think 
before I do that this morning, I will simply ask the other Members 
of the committee to ask questions. 

Mr. McHugh. 

MIDDLE EAST DEVELOPMENT BANK 

Mr. McHUGH. Thank you very much, Mr. Chairman, and Mr. 
Secretary, welcome again. It is good to have you back. 

In the aftermath of the war in the Persian Gulf, which we are all 
grateful has concluded and concluded very successfully, one of the 
problems that not only the United States, but others will face, is 
attempting to deal with this gap between the oil wealthy states of 
the Arab World and the poor ones. 

The Secretary of State, I think, in testimony before the Senate, 
indicated the possibility of establishing a Middle East Development 
Bank. 

Is that something which is actively under consideration by the 
Administration; and if so, has there been any discussion with other 
countries about the advisability of such a bank? 

Can you tell us where this idea may be at the moment? 
Secretary BRADY. To answer your last question first, there is no 

active discussion with other countries concerning the establishment 
of such a bank. It has been put forward as one of a number of op
tions which could be used to deal with the problem that you cited 
of differences of wealth in various countries in the Middle East. 
That problem could be addressed through an independent, new, 
multilateral bank. It could be tackled through existing offices in 
the World Bank. However, there is an organization, the Gulf Fi
nancial Crisis Coordinating Committee, that is operating well, in 
my opinion, right now. That 26-nation committee has received com
mitments of some $14 billion and disbursed roughly $7 billion over 
the last six months. It seems to me that that committee, which 
seeks to take funds, none of which come from the United States, 
and to distribute them in the Gulf area now, primarily for the so
called front line states, is a particularly effective form of coopera
tion. 

Mr. MCHUGH. So essentially this idea, which was floated, is not 
really being actively pursued at the moment? 

Secretary BRADY. Not at this moment. 
As you know, there are four regional development banks. I think 

the suggestion was put forward because we have got MDBs in 
other regions, and that the Middle East could be a region where it 
was also a possibility. 

EASTERN EUROPEAN DEVELOPMENT BANK 

Mr. MCHUGH. Could you tell us what the status of the Eastern 
European Development Bank is? How far along is it and how suc
cessful is it going from your point of view? 

Secretary BRADY. It 's in its formative stages. I believe the first 
annual general meeting will be held in April. The organizational 
efforts are underway. People are being hired, positions are being 
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filled, and the organization is being rationalized, but obviously no 
money has passed hands yet. 

ENTERPRISE FOR THE AMERICAS INITIATIVE 

Mr. MCHUGH. Now in this proposal, there is a suggestion for theEnterprise for the Americas Initiative fund. I ivonder if you couldtake just a few minutes and outline in some further detail whatthe purpose of this would be and why it is necessary to establish a
separate fund at all?


Secretary BRADY. 
 I would pause for a moment to tell you that Iaccompanied the President on his trip to Latin America. At everystop in the five countries that we went to, the president of the hostcountry made a cornerstone of his remarks the importance that he
placed on the EAI.

And of course, part of the EAI is the multilateral investmentfund that you referred to. It is part of the overall strategy to improve the effectiveness of market-oriented economies. The invest
ment fund will be in support of that goal.

Your question is why not have this fund administered by AID orby some arm of the United States Government. The answer is twofold: one, we wanted the fund to have a regional character. Inother words, we wanted to emphasize that this was a plan agreedon between countries of the region and not a plan dictated by theUnited States, the neighbor to the north. But perhaps more important from a practical point of view, was the idea that we could attract funds from other countries by creating a multilateral fund,whereas if it was a contribution to AID, it would be just a one-time
contribution on our part.

So it was an attempt by the United States to exercise leadershipand to get an equal amount of money from Japan and the EC coun
tries to try to leverage our contribution. 

Mr. McHUGH. I think the multilateral effort makes sense. It doesleverage more resources for our particular goals, which are certainly consistent with the interests in these countries.
Why does it have to be a separate fund? It is to be administered,I understand, by the Inter-American Development Bank, which isthe multilateral institution for that region. Why do we need a separate fund? Why can't it be done through the existing mechanisms 

of the bank?
Secretary BRADY. Well, The EAI is primarily trying to provideeconomic incentives to nations in Latin America and the Caribbeanto advance towards market-based economies. I can tell you that thecombination of debt forgiveness, the Multilateral Investment Fund,and the possibility of establishing free trade areas has produced anenormous amount of excitement.It is hard to describe unless youhave been in Latin America and talked to the people yourself. Butthe EAI is very meaningful to the countries of that region. To theextent that the presidents of Latin American counties have been up here on the Hill, they have seconded that motion. 

http:excitement.It
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ENTERPRISE FOR THE AMERICAS: DEBT REIEF 

Mr. McHUGH. Parallel to this multilateral effort, I understand 
there will be bilateral debt relief by the United States for certain 
of these countries, including PL-480 debt relief. 

And as you know, there is a controversy here with respect to 
whether or not the Administration can go forward under Title VI 
of the Farm Bill without further action by the Appropriations Com
mittee. 

Is this something with which you are personally familiar? 
some degree, but Charles Dallara, who isSecretary BRADY. To 

Assistant Secretary of the Treasury for International Affairs, is here 
with me, if you have any questions for him. 

Mr. McHUGH. Well, I think from an institutional perspective, 
those of us in Congress who may be sympathetic with the purpose 

the kind of economicof the legislation and want to encourage 
growth that you are talking about would nonetheless be concerned 
that, under the terms of the legislation, additional action be taken 
by the Congress. 

The language from our perspective is fairly clear and states, and 
I quote, "The authorities under this section, may be exercised only 
to the extent provided for in advance in appropriations acts," un
quote. 

It seems to me and to others here that before proceeding with 
this kind of debt relief that it would be necessary under the law to 

up and get advance authorization through an Appropriationscome 
Act; and I would simply indicate that the Administration should 
not proceed unilaterally under this language, not that we are nec
essarily opposed to what you want to do. 

But it seems to me you are inviting, if you go forward unilateral
ly, you will be inviting institutional controversy that might not be. 
necessary. 

I would also say one other thing, and that is that if the Adminis
reatration wants to proceed with debt relief, for good and valid 

sons in this region, I would personally encourage the Administra
tion to proceed in a parallel way under Title IV of the Farm Bill 
with relief for African countries, which certainly in terms of their 
economic situation are much worse off than these Latin countries. 

And so it seems to me from an equity perspective, it would be 
PL-480 for Latininadvisable to proceed with debt relief under 

countries and not proceed with debt relief for African countries. 
As you know, the Administration, under authority provided by 

Congress, has been moving in the past with debt relief for African 
countries under other programs. And I think that has been very 
constructive and has followed through on legislation that we initi
ated for that purpose. 

So paralleled with that, I would think that if we proceed in Latin 
America with PL-480 relief, it would be appropriate at the same 
time to proceed similarly in Africa. 

That is something that you don't need to respond to at this point, 
but I would put that out there for your consideration.
 

Secretary BRADY. Thank you.
 
Mr. OBEY. Could I simply interject on that point if the gentleman 

would yield? 
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I want to make it clear in my view thi committee will not evenconsider the Administration's request to fund this entire approachdown the line unless Treasury recognizes the clear congressionalintent of the Agriculture Bill last year.So if the Treasury is saying that there is something Treasury canget away with for a year, I am telling you it is going to cost themdown the line if they try to play that game. 

IMF QUOTA INCREASE 

Mr. MCHUGH. Mr. Chairman, just one other thing.Mr. Secretary, you have covered this a bit in your statement, theIMF quota increase. Because of the significant amount of dollarsthat are involved, I would anticipate that we would have some resistance from some quarters on the Hill.I would simply like to give you the opportunity to say somethingmore about the importance of this quota increase. Perhaps puttingit in the negative, what happens if Congress does not authorize thisquota increase? What consequences might ensue from that kind ofresistance here?
Secretary BRADY. Well, Congressman McHugh, I don't want to beoverly dramatic, but I would say that would be a step backwardsleading towards the forfeiture of our role as the leading economiccountry in the world. It would be a backward step not only in economic terms, but perhaps in political terms as well. As you know,the IMF is at the center of most activity of an international economic nature. The dramatic changes in Eastern Europe, the encouragement that we are trying to give to Latin America and todevelopments such as they may be in the Soviet Union, all of thesecross the path of the IMF in an enormously significant way.A significant amount of our day at the Treasury is involved indealing with the IMF and trying to put forward as strongly as wecan U.S. foreign policy goals as they affect the international economy. To a very large extent, our ability to promote those goals is
dependent on maintaining our role as the leading country and recognized as such, in the IMF.
In an era when, because of the changes in the budget agreement
in 1990, our funds for bilateral aid are limited and to some extentproscribed, it is absolutely essential that we keep our position notonly in the IMF but in the World Bank at the center of our concerns in terms of funding by this country. It is just absolutely essential. 

It would be a tragic step if we took any other course.Mr. McHUGH. Thank you very much, Mr. Secretary.
Mr. Chairman, thank you.

Mr. OBEY. Mr. Gray.
Mr. GRAY. Thank you, Mr. Chairman. Mr. Secretary, it is certainly always a pleasure to see you. I'd certainly rather see youhere than at Andrews Air Force Base.Secretary BRADY. I am still recovering.
Mr. GRAi. That makes two of us. 
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CARICOM DEBT 

I only have one issue. CARICOM debt, Mr. Secretary, has the
Treasury Department ever undertaken any studies that focus spe
cifically on CARICOM debt and the best way to address these na
tions' debt problems?

Secretary BRADY. We have, but I will ask Charles Dallara if he 
would respond to that particular question. That is his area. 

Mr. DALLARA. Congressman Gray, we certainly have looked at
the CARICOM debt problem, although we don't feel that we have a 
comprehensive answer to it at this stage. It was, in fact, the par
ticular debt problems in Jamaica that, in part, lay behind the 
entire motivation for the Enterprise for the Americas Initiative. 
Jamaica's debt was very heavily oriented toward the official com
munity, whereas the initial efforts to address debt problems, as 
bold and comprehensive as they had been, had been focused on 
commercial bank debt to the developing countries. 

We are also engaged in working through the Inter-American De
velopment Bank in supporting the efforts of CARICOM through
the IDB's onlending program to the Caribbean Development Bank.

But certainly countries such as Jamaica, Trinidad and Tobago
and other countries in that region are receiving our considerable 
attention, and we hope, in fact, that Jamaica will be one of the
early beneficiaries under the President's Enterprise of the Ameri
cas Initiative. 

Mr. GRAY. When I look at the Enterprise of the Americas Initia
tive, I see definite benefits for Jamaica. However, I do not see 
enough focus on the smaller islands. This was a major problem
with CBI and now history seems to be repeating itself with the En
terprise Initiative. I would like to submit for the record, Mr. Secre
tary, is a list of specific questions pertaining to the Initiatives 
impact on CARICOM. 

In conclusion, Mr. Secretary, I want to express my strong con
cern that once again the United States is excluding, ignoring and
overlooking, CARICOM. CARICOM deserves more than we're pro
viding in the area of debt relief. Mr. Secretary, I urge the Treasury
Department to give this region greater attention. 

Secretary BRADY. We would be glad to respond to those ques
tions. 

[The questions and answers for the record appear at the end of 
the transcript.]

Mr. GRAY. Thank you, Mr. Secretary. Always good to see you.
Mr. McHUGH [presiding]. Mr. Coleman? 

DEBT STRATEGY AND MEXICO 

Mr. CoLEMAN. Thank you, Mr. Chairman. 
I might, Mr. Secretary, welcome you again and thank you for 

your answers. 
Last year I noticed that we had an opportunity to explore the po

tential benefits of what we call our strengthened debt strategy. I 
guess that this would be an appropriate time to talk to you about 
that progres and the progress that you have been able to report.

Iwas able to note in your statement that the overall debt strate
gy, certainly with the United States' leadership, has been impor
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tant. I was particularly interested in Mexico's commercial debtburdens and economic reforms that were anticipated last year withthe agreement that we signed. Was that February a year ago, I be
lieve?

I wonder if you might care to comment on how that is working?Secretary BRADY. Well, I think it has worked, Congressman, ontwo levels. First, on the mechanical level where we have seenactual reduction in the stock of Mexico's debt to commercial banks.Second, because of the purchase of zero coupon bonds to provide forthe ultimate repayment of Mexican debt, the burden of some $40billion or $50 billion of that debt has been forever removed fromthe people of Mexico.
But I think really the key element that we should keep our eyeon is the resurgence of energy, enthusiasm, and solid, sound economic activity that is taking place in Mexico now. It is always possible that we caught a wave at its crest, and that these things wereunderway when the debt package was reached. Whether that is actually what happened, or whether the operations of the transactionthat we have made with Mexico were responsible for the changethat is going on there, I don't know. The point is, even if theUnited States' effort is only support for our most important neighbor in the south, that is an enormously important thing.I think you would agree that President Salinas, Finance MinisterAspe, and their colleagues have achieved an enormous amount ofeconomic improvement, which I think will affect all of the peoplein Mexico, not just in the urban areas, but in the poorer countryprovinces as well. It is very exciting.

Mr. COLEMAN. I think the World Bank took some leadership inthe concept of privatization, making those efforts on behalf ofMexico, and is something that our country has been encouraging
for all the debtor nations. 

Secretary BRADY. No question about it. 
ENTERPRISE FOR THE AMERICAS INITIATIVE 

Mr. COLEMAN. Let me say to you, I think that the concept of theEnterprise for the Americas Initiative seeking justification for aseparate fund is going to be more and more important as we move 
to the legislative process.
I have to say at the outset, I happen to believe very strongly in
the message the President delivered last year with respect to theinitiative, but I think it has been ignored for too long. I think atlong last we have an Administration that understands the impor
tance of the region.

I would say to you, Mr. Secretary, that the question Mr. McHughasked earlier needs to be developed a bit more about why a separate fund would, in fact, be required.I think one question that a lot of commissions or agencies haveto answer is why do we have to have another fund? And I knowthat is a simplistic attitude, but I have to be honest and tell you wehave to answer those questions.
Secretary BRADY. Why we have to have another-

Mr. COLEMAN. Yes, sir.
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Mr. McHugh asked the question earlier about why we would 
have a separate one when, in fact, we know that Inter-American 
Development Bank would be the one that administered it. 

Secretary BRADY. We thought long and hard about it when we 
put the EAI together. I can only repeat for you, Congressman Cole
man, what I told Congressman McHugh. We have found that these 
programs, initially the Brady Plan, but now the EAI, gain the most 
momentum when they involve a region as a whole. Rather than 
dictate to country X to do such and so and the United States will 
do this and that, we wish to convey that we believe in the region, 
that it is important to us, and that we are going to put our faith in 
the IDB to carry out this initiative. 

Secondly, and this is a practical consideration, but it is impor
tant. There is no way we are going to get contributions from Japan 
and other countries for our own AID program. It is just not going 
to happen. 

That is why this multilateral fund was suggested. The United 
States has proposed to put down its $100 million a year for five 
years, with targets for other countries. We will try to make sure 
that the money comes in, just like you do in any fund-raising 
effort. In every G-7 meeting we raise the issue. We say, we have 
put our money in, where's yours? We have found that that drum
beating exercise is the way to get the most money for a program. 

Mr. COLEMAN. Maybe we can-
Mr. McHUGH. Will the gentleman yield? 
Mr. Secretary, I don't want to beat a dead horse, but the ques

tion is not so much why a multilateral approach. I think we agree 
that that makes sense. It hopefully will bring other resources to 
play on the issue. 

The question is, why do we need a separate fund as opposed to 
simply additional contributions to the Inter-American Development 
Bank, which already exists? Is it simply to give more highlight to 
the initiative in a political sense, which isn't necessarily a bad 
thing. 

But I am having difficulty understanding why we need a sepa
rate fund when we already have the Inter-American Development 
Bank. 

Secretary BRADY. It is, as you have suggested, to highlight the 
effort. But in highlighting the effort, it also points out the fact that 
not every aspect of what the IDB does is right down the line with 
U.S. foreign policy and international economic policy. The EAI is 
the United States s program, and I think it will articulate our for
eign policy for this continent in a way that is going to be enor
mously important over the next several years. In trying to make 
that initiative important, new, and an United States initiative, it 
was thought that it was best to put it in the form of a separate 
fund. Investment policy reform, of course, is part of the EAT. I hate 
to be captious, but it is working. 

Mr. COLEMAN. Well I think that is the question that I wanted to 
get to, and I am glad you illuminated it a little bit. I was wonder
ing if the answer was that the development and investment sector 
lending program is more intense with respect to the privatization 
concept, and I was trying to think of the rationales for the creation 
of this separate entity. 
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Secretary BRADY.I understand. 
Mr. CoLEMAN. I thank the Chairman. 
Secretary BRADY. Mr. Chairman, could I just take one second? I

wonder if you would let me submit to you this piece of paper,
which is for the record? It is a summary of the comments from the
presidents of the various countries that we visited. I will just read 
one sentence talking about the EAI by President Carlos Andres
Peret-it says," I do sincerely believe, Mr. President, addressing
the President of the United States, that your initiative has cleared
the way for burying the historical misencounter that is so much 
disconcerted and distanced us. 

Could submit this to you for attachment to my remarks? I will
send each of the Members here a copy of this, because I found this 
to be enormously helpful in trying to understand the import that 
this initiative has had. 

Mr. OBEY. Surely.
[The information follows:] 
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STATEMENTS ON THE ENTERPRISE INITIATIVE FROM THE
 

PRESIDENT'S TRIP TO LATIN AMERICA
 

"The Bush Plan heralds the United States' will to build a
constructive agenda vis-a-vis Latin America. 
It:is also:a
 
sign that the United States wishes to assign an effective
priority to economic cooperation with our region...I deem
the Bush Plan to be a promising possibility to definitively
reconcile the unity of the Latin American nations with the
strengthening of hemispheric cooperation."
 

President Collor
 
Brasilia, December 3, 1990
 

"Your historic Initiative of the Americas...was scarcely

unveiled when we realized that it implied a qualitative.
change in the hemispheric relations and because of this, Mr.
President, we hastened to support and praise it.. .We look
forward to the effective implementation of your proposal."
 

President Lacalle
 
Montevideo, December 4, 1990
 

"The integration of Latin America is today something more
than a project. It is as irreversible as its democratic
 
systems... It is in this spirit that Argentina sees ..
ith hope
the promising possibilities which may emerge from the
 
proposals contained in the Enterprise for the Americas..."
 

President Menem
 
Buenos Aires, December 5, 1990
 

"The Enterprise for the Americas Initiative proposed by you,
Mr. President, opens interesting perspectives... Your vision
of a free trade area covering the whole continent is a bold
concept, in line with the aspirations and interests of all
Americans.. .This could be an historic opportunity, and we

should not let it slip through our fingers."
 

President Aylwin
 
Santiago, December 6, 1990
 

"I do sincerely believe, Mr. President, that your Initiative
has cleared the way for burying the historical mis-encounter

that has so much disconcerted and distanced us."
 

President Perez
 
Caracas, December 7, 1990
 

"This Initiative is not going to be an empty slogan; I am
 determined to follow up on this... let me gun down, let me
shoot down in flames this concept that some bureaucracy in
 our government will block this Initiative. It will not.
 
This Initiative will be successful."
 

President Bush
 
Santiago, December 6, 1990
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AUTHORIZATIONS 

Mr. OBEY. Mr. Secretary, you have five separate authorizations
which have to be approved before this committee can fund the bulkof your requests. These include the IMF quota increase, the IFC,the Asian Development Bank, the African Development Fund and
the Enterprise for Americas Initiative.

What is your honest estimate of how long it is going to be beforeall of those work their way through the authorization cycle?
Secretary BRADY. Well, Congressman Obey, you lot moreare a

experienced at this business than I am.

Mr. OBEY. Not with the authorizations.

Secretary BRADY. I know you have been in Congress a long timeand I know you are informed on this subject. I would hope that wewill get action on each of these items, but I have had that hope

before and it hasn't always turned out to be the case.
We have put forward what we think are the authorizations that we need. I am hopeful that all of them will be acted on.Mr. OBEY. I know you have got a lot on your plate, but I wouldurge you to work very closely with the Banking Committee, because we have a specific time table. We need to have this bill readyso that we can mark it up in May, or early June at the very latest,and the Treasury stocking is going to look pretty empty if we don't

have some way to get those issues resolved. 
WORLD BANK AND SOVIET UNION 

Let me ask a question with respect to the Soviet Union andWorld Bank. The World Bank, as you know, was making a numberof noises about possible economic relationships with the SovietUnion. President Bush at one point had suggested a special statusfor the Soviet Union in the World Bank and the IMF.Could you tell us at this point what is your understanding ofwhat the World Bank study actually said about the Soviet Unionand what the President had in mind? I recognize this stuff is onhold for now, but can you give us a little idea of what your analysisis of that World Bank study and the President's initial comments?Secretary BRADY. Well, you have answered the second part. Theassociate status proposal is on hold, pending developments that aregoing on in the Soviet Union at this particular point in time.But why don't I just summarize what the bank study produced,and then ask Charles Dallara if he wanti to supplement in any 

wasically, it said that there is an enormous amount to do. References to concepts such as private property, business systems, orsocial programs of one kind or another, by the Soviet Union is along way away from actually achieving what those words represent. The whole concept of private property-one that we understand and agree to and expect in this country-does not exist inthe Soviet Union. So the technical expertise that is needed to establish a system of private ownership is enormously hard to comeby. We have heard just in the last several months, since the studycame out, the arguments that are going on back and forth insidethe country, as some of the particulars of moving toward a privateproperty system are discussed. I think that the main import of the 

42-25 0-91-12 
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study was that there is much technical ground to go over. If you 
are going to establish business and free enterprise, you have to es
tablish cost accounting systems to see whether you are making a 
profit or a loss. Thnse things just don't exist and are very hard to 
institute. I think that the bank plan aimed at this kind of technical 
assistance. 

Mr. OBEY. Well, I have a number of other questions with respect 
to that which I will ask you to respond to for the record, if you 
would. 

[The questions and answers for the record appear at the end of 
the transcript.] 

ENVIRONMENTAL EFFORTS 

Mr. OBEY. Working backwards toward the front, I know that 
your area is not the world environment, but the United States 
funds International Financial Institutions, and they are supposed 
to be taking into account in their actions the world environmental 
problems and especially the well publicized problem of the global 
warming. 

I guess wha I would simply ask you, from your perspective in 
Treasury, is why do you think the United States has retreated 
from the position that it expressed last year that the U.S. ought to 
proceed aggressively on the emissions reduction and international 
frameworks and strategies for global emissions reduction, despite 
the lack of an absolute scientific consensus on the issue? 

The reason I say that is that I understand the United States has 
committed only to keep its overall greenhouse emissions stable at 
1987 levels through the year 2000. I think that has tremendous im
plications for our ability to lead the World Bank or anybody else in 
trying to be more sensitive to environmental problems. 

So, while I recognize this isn't your direct responsibility, you are 
the lead pony in pushing for bank funding, I wanted to ask you 
what your thoughts were on it. 

Secretary BRADY. Well, Congressman Obey, I would defer to Bill 
Reilly, our EPA Administrator on this subject. It is his major con
cern. In posing the question, you have answered part of it. The key 
to progress on emissions standards are the standards themselves. I 
agree with Bill Reilly that until we get those standards more read
ily understood and agreed to that it is hard to push the subject too 
far. But I really would defer to him. 

But if I could just take your question as a question about the 
commitment of the Treasury and the Administration to environ
mental progress, I would say that the Treasury has taken the lead 
role in pushing the World Bank and sister organizations to regard 
environmental concerns as paramount concerns. On a day-to-day 
basis, Charles Dallara has been dogged in his pursuit of these aims 
with the World Bank and other organizations. That showed up first 
and foremost in the establishment of environmental impact state
ments. That is a very hard thing. You would think it would be 
something that would be easily agreed to by the World Bank, but it 
was very hard to push through that organization and bureaucracy. 
I think the Treasury, by most commentators, would be given great 
credit for having done that. 
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With respect to rain forests, I think that we have been enormously diligent in that area as well. We also have done what youhave to do when you are trying to push a particular point of view.We have gone through individual loan applications and decidedthat a project is environmentally insensitive and that we are notgoing to vote for it. And moreover, we are going to go around andget some of our allies not to vote for it. So it is a question of doingthe pick and shovel work on a day to day basis. I think, in following up on some of the concerns that we have discussed these lasttwo years with your committee, we are doing a pretty good job.
Mr. OBEY. Well, Mr. Secretary, I would simply say that with respect to the retreat in the position you have taken with respect toCO2 emissions, I think we have done, frankly, a surprisingly weakjob. And I think that that makes it very difficult for us to convincethe rest of the world that we are very serious with respect to our

so-called demands on World Bank behavior.
I have a number of other questions on that subject, which Iwould also like to ask you to respond to for the record. 
Secretary BRADY. I will be glad to do so.
[The questions and answers for the record appear at the end of

the transcript.] 

PRESIDENTIAL LETTER ON IMF QUOTA 

Mr. OBEY. Let me ask you a question with respect to the IMF.The last time we had an IMF increase, the Reagan Administration
asked the Congress to vote for it. We did, and then afterwards theRepublican Congressional Campaign Committee sent out messagesto all of their candidates, and even helped design advertisements,
attacking Democratic candidates who voted in support of the Ad
ministration position.

My question is, what kind of specific documentation are we goingto have from the Administration this time, before we vote on thisissue, to spell out that, in fact, a vote for the IMF is a vote in sup
port of the President? 

Will we have a specific letter from the President asking Members to vote for that proposal? And how hard is the Administration

going to come down on the political thugs around this town who
try to deceive the public into thinking that something is happen
ing, when it isn't?

I would hope you would agree that for the Republican Congressional Campaign Committee to run advertisements against Democratic candidates after we voted in support of the President's position last time, was certainly not on the up and up, and I, frankly,think we have a right to absolute assurances that that isn't going
to happen again.

Secretary BRADY. I can remember you mentioning this to mewhen I was only in the job about two weeks, Congressman Obey,and I didn't quite understand the import of your statement at thattime, but I do now. You have repeated it any number of times. AndI think you are, frankly, entitled to that support, with the caveatthat the campaign committees on both sides of the aisle don'talways do what the Administration or the leaders in the party
want them to do. I would only focus our attention on the last cam
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paign where one of the committee members suggested that the 
President not come to his state because of his stand on the budget
negotiations. I guess that gentleman isn't there any longer, but at 
least at that particular point in time took that view. 

But this President is strongly behind the IMF. You know, as I 
am sure most people do, he has an enormous interest in interna
tional affairs borne out of his time at the United Nations, the CIA, 
and also as Ambassador to China. So I can tell you that, at least to 
the extent that I have anything to do with it, you won't have that 
problem again. 

Mr. OEY. Good. 

POLISH AND GERMAN DEBT 

Let me ask, Mr. Secretary, a question with respect to the Polish 
debt situation. As you know, Mr. Walesa is scheduled to be here in 
just a short period of time. In my view, there is no government in 
Eastern Europe that has gone nearly as far as has the Polish Gov
ernment in trying to push responsible economic policy.

Market-oriented policy, which reflects economic realities as op
posed to political ideology. And it is very difficult for a government 
in any country to do the right thing on issues like that, because it 
is not very popular. And to the extent that we don't give the Polish 
Government as much help as possible, because they have attacked 
the core of the problem, we risk the shattering of public support
for the Democratic process in that country. And, I would submit, in 
other countries as it develops, as well. 

How close do you think we are to actually getting an agreement
with other countries with respect to Polish debt? And is Mr. 
Walesa going to be able to go home with something that really 
means that his government is now going to be in a position to 
pursue economic modernization? 

Secretary BRADY. Well, Mr. Chairman, when you say how close 
we are, we could probably conclude a deal today at a level that 
you, your committee, and the Administration wouldn't think was 
satisfactory. However, I don't think we are very far away, and we 
have been pushing enormously hard. You have been unbelievably 
helpful in this regard.

David Mulford, Under Secretary of the Treasury, is he leaving 
today?

Mr. DALLARA. Yes, sir. 
Secretary BRADY. He is leaving today to go to Poland to work on 

the problem. As you know, it takes two to tango, and the Polish 
authorities want the maximum amount of debt relief, as do we, and 
we, again with your help, are willing to go a great deal further 
than our allies. 

We could take that step unilaterally, but, as you know, that 
would result in less debt relief than if we have an agreement from 
our allies. It would result in less help and assistance on a cash flow 
basis to Poland than if we can rope the whole creditor group into 
one final agreement, that would provide the greatest amount of 
relief. So that is our effort, to focus on cash flow and specific relief,
rather than some big number that we hang out there ourselves 
which would be less meaningful. 
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Mr. OBEY. Who is dragging their feet at this point?
Secretary BADy. Most of the other countries. But the truth of
the matter is most of them have a lot more debt than we do. Sothat we are being accused to some extent of grandstanding becauseof the smaller amount of debt that we have.No one in the G-7, including Japan, is willing to go as far as we are. 
Mr. OBEY. So, the Germans are not yet fully onboard?Secretary BRADY. Getting closer and closer day by day, but notfully onboard.
Mr. OBEY. Did the Germans describe our action in the early1950s in forgiving a large amount of German debt as being grandstanding at that time, or were they happy with that?Secretary BRADY. No, and they have been reminded of that spe

cific case.
Mr. OBEY. Let me simply say that I would-Secretary BRADY. Could I just say, Mr. Chairman, that we havethe visit of Mr. Walesa firmly in mind, and that is why Under Secretary Mulford is on his way over there right now, hopefully to getsomething that would suit both of us at that particular time.Mr. OBEY. Let me ask, because I really, frankly, have been veryirritated, especially by the Japanese, but also by the German, attitude on this question. And so I will ask you a question whichmaybe laughed at in the sophisticated circles in this town, butwhich a lot of people in my district ask me every year. Whateverhappened to the German requirement to repay World War I debt?Secretary BRADY. I am not laughing at it. I just don't know theexact status of it.Mr. OBEY. Aren't there still $30 billion in World War I relateddebts, plus an additional $2.5 billion in World War I relatedGerman debts still floating around on the U.S. Government'sbooks. Isn't that owed to the United States?Mr. DAuARA. I know there certainly is, Mr. Chairman, officialdebt still technically on the books. I am not sure of the precisemagnitude, but I know that there is debt there, both from WorldWar I and from World War I.

Mr. OnEY. German debt? 
Mr. DALuARA. Yes, sir.Mr. OBEY. What would Germany's response be if Congress insisted that that be repaid?
Secretary BRADY. I don't know.Mr. OBEY. I would suggest you ask them, because I recognize theAdministration is doing everything it can on this issue, and my unhappiness does not lie with you. But it just seems to me that thewise heads in this town, and they were correct to do so, suggestedthat in the interest of promoting future economic growth to staveoff impossible economic problems in Europe, that we recognizedthere was a greater good than collecting old debt.I would suggest that the Germans have an obligation to recognize that same thing. And, I would suggest certainly that the Japanese, given the fact that Japan and Germany were the two countries who caused the mess in World War II, which led to the redrawing of a lot of lines, to the imposition of a lot of governments,which ran up these debts, including the previous communist Polish 
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Government. Both Japan and Germany have an obiigation to shed' 
the last remnants of old thinking and get on with the new realities. 

I think Japan ought to be ashamed of itself for the way it has 
behaved in this instance and I think the Germans have been ex
tremely slow to recognize their responsibilities. 

POLISH DEBT AND ENVIRONMENT 

Let me ask you, if you are in the final stages of a deal in negoti
ating reduction, would it not be wise to marginally deepen the 
effect of that reduction with other allies by allowing for the repay
ment of additional amounts in Polish currency in zlotys to be dedi
cated in a program for use in the massive environmental clean-up 
problepin that Poland has? 

Would the Administration be willing to support that kind of ap
proach, given the fact that they proposed a somewhat similar ap
proach in the Enterprise for Americas Initiative? 

Secretary BRADY. Well, as you can imagine, Mr. Chairman, the 
fact that we have used that method of finally tying the deal togeth
er in Latin America is part of our approach in Poland. 

I am not sure that it will be possible to do that, but certainly 
anybody who has been to Poland and seen the pollution that is 
there, which is a burden not only to the Polish people, but to coun
tries around them, would be sympathetic to that approach. The 
theory behind your question is a good one. 

LEGAL BASIS FOR DEBT ACTIONS 

Mr. OBEY. Could I also suggest, Mr. Secretary, with respect to 
debt-related issues in general, the American Law Division of the 
Congressional Research Service suggested the legal situation may 
in fact be very murky in terms of the Administration's authority to 
deal with debt rescheduling. 

I think it would be most helpful if your department could work 
with this committee to try to see to it that we do, in fact, have 
clear statutory authority for whatever actions the executive branch 
needs and wants to take. 

EASTERN EUROPEAN DEVELOPMENT BANK 

Let me ask you a question with respect to the European Develop
ment Bank, and then I will ask Mr. McHugh if he has any more 
questions-I have been told that the East European Development 
Bank is having difficulty getting started, and that the President of 
the bank-is it Mr.--

Secretary BRADY. Attali. 
Mr. OBEY [continuing]. Is promcting a French agenda over the 

objections of other donors and loan recipients. 
I have also heard that the planned average bank salary would be 

about $175,000 per year, but that there is still a problem recruiting 
staff? Is that, in fact, the case? 

Secretary BRADY. I will ask Assistant Secretary Dallara to com
ment on the last matter, but with regard to the French agenda, I 
would say to some extent that that is true. 

It is important, and we have been very forceful in this regard, tol 
make sure that United States policy interests are reflected strongly 
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in the general direction that the bank is going. I can tell you that we have been doing that on a very direct and frank basis, so that Ithink that when the bank gets rolling, U.S. interests will be faithfully and forcefully put forward. But I will ask Charles Dallara to
talk about the second part of your question.

Mr. DAMARA. Mr. Chairman, just to add a word to what the Secretary has said, certainly there have been operational problems
that we faced in getting this bank up and running, but we feel likeprogress is being made. And, frankly, until there was an operation
al plan developed that reflected the priorities that we felt comfortable with, priorities addressing, for example, the environment andprivatization, we would not have wanted it to be up and running.We do feel that progress is finally being made, although I would beless than frank if I didn't acknowledge that some of the problems
remain to be fully sorted out.

On the salary and compensation part, I think we have actuallymade more progress in bringing about a realistic and sensible approach to the compensation here than we may have made in some
of our other institutions where work is still underway.The numbers that you cited sound higher than the figures that I am familiar with. I will be glad to check those out, Mr. Chairman. 

Mr. OBEY. Well, I hope they are higher, because I think it isgoing to be difficult to sustain credibility for these institutions if 
you wind up with average salaries like that.

Mr. DALLARA. I take your point fully, and I believe that the average salaries will be coming in lower than that, but I will certainlycheck and get back to you. I think they are having difficulties recruiting and that may relate in part to the substantial housingcosts, which are not fully covered by the salary and this is a concern, but we feel that the basic compensation system is not a bad 
one. 

WORLD BANK LENDING TO CHINA 

Mr. McHUGH. We had a provision in the bill last year for World

Bank lending to China.


It is my understanding that some loans which were not basichuman needs loans were, in fact, extended, and that we have with
held our proportional share.


Can you tell us what the current status of that is? Are my facts
correct? Have we, in fact, withheld proportional shares of loans

which were not basic human needs loans?


Secretary BRADY. I believe that is correct. Let me just read you
these statistics, if I may. 

"Only five loans totaling $590 million were approved in World Bank fiscal year1990. This is substantially less than pre-Tiananmen Square levels of World Bankcommitments to China, which were roughly $1.5 billion dollars in 1988, and $1.3 billion in 1989. At the July 1990 economic summit, the G-7 agreed that MDB lendingto China should be limited to basic human needs, economic reform or environmentalloans. In World Bank fiscal year 1991, the World Bank has approved six projects forChina. The U.S. supported the two which met basic human needs and abstained on 
the four nonbasic human needs loans." 

Do you have any further information?
 
Mr. DAMARA. I might just add, Mr. Secretary, that we have
indeed, as Mr. McHugh indicated, withheld $13.89 million from our 
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IDA fiscal year 1991 contribution because it did take place in the 
time frame that was captured by the legislative requirements here 
with respect to our payments. 

We are continuing to monitor the situation very closely. We 
would ideally prefer to limit the lending to strictly basic human 
needs loans. However, the summit, in an effort to reach a broad 
consensus, did indicate a willingness to see some other loans move 
forward in the areas of supporting market-oriented economic 
reform and environmental reform. Our concern is that the World 
Bank may be actually in some cases moving somewhat beyond 
that, and we are in active contact with senior management in an 
effort to discourage going beyond those bounds. 

Mr. MCHUGH. Well, I am a supporter of the World Bank and the 
IDA. I think those institutions are important in terms of our own 
economic and political interests. 

But I can tell you, and we have talked about this before, I can 
only reinforce the point that we made previously, that to the 
extent that the bank makes loans to China which are not basic 
human needs loans, it makes it increasingly difficult on the Hill to 
sustain support for the contributions which we make, which are 
significant contributions. 

And as you know, we have had trouble without this problem in 
the past. So I hope that you will hold the banks accountable on 
this, and we certainly will send the same message. 

Secretary BRADY. Congressman, can I just say that we do try and 
reflect the opinion that you put forward, and it was a monumental 
effort to get all of the EDs together and put forward the policy 
which was very successful in calling attention to the Chinese to our 
strong feeling about the actions in Tiananmen Square. Any 
number of times that coalition broke down; we put it back together 
again; and ultimately, of course, we are where we are now. But it 
was a significant effort, and it did work. 

PANAMA AND NICARAGUA 

Mr. MCHUGH. I would like to ask you about Panama and Nicara
gua. Last year, the Administration requested a supplemental which 
provided funds for both countries, Panama and Nicaragua, and a 
substantial portion of that supplemental assistance was for the 
purpose of clearing up arrearages, which both of those countries 
owed to the multilateral development banks. 

We were told that other countries were prepared to help as well, 
and that this would open up some lending from the multilaterals 
that was otherwise prevented because of arrearages. 

I wonder if you could bring us up to date. Have the arrearages 
been cleared up at the banks on behalf of both countries, and are 
they able once more to gain access to lending that they need for 
economic recovery? 

Mr. DALLARA. Congressman, perhaps I could try to respond to 
your question. 

First, the arrears have not yet been cleared. However, we feel 
that we are, perhaps, not far from that point when they can be 
cleared. 
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Indeed, the funds which Congress appropriated for this purposehave been very instrumental in enabling us to obtain commitmentsfrom other countries, including Japan, to contribute appropriatemagnitudes to this total arrears-clearing effort, which is a substan

tial effort, in excess of $500 million, if I recall correctly.
The Panamanians have agreed to an IMF program which underlies one of the essential efforts. They are in discussions with theWorld Bank, which will also be another important element underpinning this effort to clear the arrears and rebuild the economy.Although we are not yet in position to say that it has beena 

completed, we feel that perhaps we are not very far from that 
state. 

Mr. McHUGH. Will you provide the committee with more detailed information about what other commitments were made? Youmentioned Japan, specifically; but I think the committee would beinterested, and I certainly would, in knowing specifically whatother commitments have been made and whether the funds are 
available. 

We provided this funding at least in part because we had an understanding that these other countries would be forthcoming.Mr. DALLmuR. Well, I will be glad to provide the detailed information, but if my memory is correct, I think the breakdown is onethird will be provided by the United States, one-third by the Panamanian Government itself, and one-third by other countries.
We will be glad to confirm the precise amounts for the record,

sir. 
[The information follows:]

The breakdown is $390 million in grants or soft loans, of which one-third will beprovided by the United States, one-third by the Panamanian Government, and onethird by other countries. The balance of the $540 million in arrears, i.e., $150 million, will be cleared by bridge financing to IFI disbursements. 
Mr. McHUGH. What about Nicaragua?
Mr. DALLARA. I am not as current on them at the moment. Iknow we are working actively with the Inter-American Development Bank and with other organizations and with other leaders inCentral America, such as Mexico, in an effort to pull that arrearsclearing effort together. I know that their economic 
 reform program has been struggling, and we have been trying to supportthem. But I will be glad to get you a more complete picture on that
 

for the record, sir.
 
[The information follows:]
 

NICARAGUA 
The World Bank is chairing a Consultative Group for Nicaragua, which is expected to coordinate the clearance of Nicaragua's arrears to the World Bank and theIDB, and to address other requirements for technical and financial assistance. TheWorld Bank has asked international donors to provide a combination of grant andbridge financing to clear Nicaragua's arrears to the World Bank and the IDB, whichare expected to total $390 million by mid-1991. As you are aware, the US has committed $50 million to clear Nicaragua's IF! arrears. While other donor countrieshave generally expressed very strong support for Nicaragua, commitments to datefall short of the amounts necessary to clear the arrears. The USG funds will be disbursed when a complete arrears-clearing mechanism is in place. 
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GLOBAL ENVIRONMENTAL FUND 

Mr. McHuGH. Thank you very much. I just have one other ques
tion, Mr. Chairman, and that deals with the World Bank Environ
mental Fund. 

The Administration is requesting a total of $150 million within 
the aid budget as our commitment to the World Bank Environmen
tal Fund. As I understand it, our funds would be used to engage in 
parallel financing with the fund. 

Was any consideration given to making a direct contribution to 
the fund as opposed to using this $150 million in parallel with the 
fund; and if you know, perhaps you could explain what the ration
ale was for not contributing directly to the fund but rather ap
proaching it on a bilateral parallel basis? 

Secretary BRADY. I do remember the discussion, Congressman 
McHugh. I cannot remember the exact reason for doing it that 
way. I believe that we thought that putting the program inside the 
Bank and starting the effort there was a way of focusing the World 
Bank's mind on this problem and its importance. 

But what I would really have to do is refresh my recollection. I 
cari remember the discussion. I cannot remember the reason for 
the decision. 

Mr. MCHUGH. It raises in my mind a question that we were 
asking earlier about the Enterprise Fund for our southern neigh
bors. And it seems that in one case we established a separate fund, 
and in another case, we did not. I am not quite sure why the differ
ences. 

Secretary BRADY. As I remember that particular situation, it was 
an attempt to focus the World Bank's attention. The Bank is 
always glad to start anything if you put the money up yourself, 
and what we wanted to do was start inside the organization so that 
they knew of the importance of the effort. 

But further than that, I cannot remember at this time. 
Mr. McHUGH. Thank you, Mr. Chairman. 
Mr. OBEY. Mr. Coleman? 
Mr. COLEMAN. Thank you, Mr. Chairman. 

MEXICO FREE TRADE AGREEMENT 

I guess the other question I had that related again to Mexico was 
in terms of your department, Mr. Secretary, and its perception 
about the Mexican debt problem. And now we have a new element 
added with the Free Trade Agreement being proposed by the Ad
ministration. 

Is it the Department of Treasury's position that the FTA will 
help alleviate the Mexican debt problem and the overhang that we 
discussed a year ago?

Secretary BRADY. Well, I think so, because I think it will help 
not only Mexico but the United States. The purpose of the Free 
Trade Agreement is to have a rising tide lift both boats, if you will, 
and we think that that will take place. Therefore, the Mexican 
debt, by its relationship to a stronger economy, will be better able 
to be borne by the Mexicans. 

Mr. COLEMAN. Mr. Secretary, I would say to you that certainly, 
one of the difficulties that any Free Trade Agreement agreement is 
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going to have is the so-called fast track authority that, as youknow, will prevent amendments to such an agreement.
Certainly it is my view that Congress can have input into such an agreement throughout the process and indeed during the 90-day

period following the agreement. Over the one or two years or how
ever long it takes to ultimately have an agreement, input by mem
bers can be had. 

Yet by preventing amendments that actually will he offered inthe fast track procedure, which as you know has to be reauthorized
this year, and many of us are concerned about whether or not that
will even occur, but given the facts, it certainly seems important.

And I hope you would concur that not necessarily as part of the
Free Trade Agreement, but on a parallel track such as an adden
dum to such an agreement, that United States and Mexico address 
other issues. 

I mean, they should range, in my view, anywhere from law en
forcement to drugs to environment to infrastructure. And it seemsto me, Mr. Secretary, that your department certainly will play an 
important role. 

I noticed that for the 1992 fiscal year the President has recommended in his budget an increase of about 200 Customs personnel 
over the 15,000 or 16,000 that was recommended for 1991.

I would only urge you and ask you to fully participate with the
Secretary of Commerce and with the President's initiative on this
Free Trade Agreement to show that bilaterally with Mexico at
least, in terms of the Free Trade Agreement, both countries are
wiling to deal with the infrastructure needs. 

I call them infrastructure; they are also personnel issues, natu
rally. I happen to represent a district that is on that border. All I can tell you is that it doesn't work. Some would say it just doesn't 
work very well. 

I can honestly tell you that sometimes it just plain doesn't work
with all of the agencies that are involved at just a border crossing.

We really need your help. International Boundary Water Com
mission under :he Department of State is an example. We have so 
many agencies involved on everything that is d., ie that Treasury is a key component, however, particularly as it relates to personnel.

And I think if we don't have a better commitment, a stronger
commitment than we have had in the last decade in terms of helping to facilitate the transfer of Commerce between our two coun
tries, it will be even more difficult to reach an accord on any agree
ment, particularly of approval by this Congress.

Secretary BRADY. Well, certainly the system is not perfect. It is
certainly working a lot better, and I think that is for two reasons.One, we are pushing a number of the issues that you have raised.
But secondly, the Mexicans understand that there is an interrela
tionship here. They are not going to be able to just talk aboutVCRs and apples and oranges and a few things like that and get
what they want and pay no attention to what we want. They understand that this agreement has to be a two-way street. I thinkthere is pretty good coordination inside the Administration, led by
Carla Hills, to get this job done. It won't be perfect, but I am opti
mistic. 
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Mr. COLEMAN. I was just going to say, Mr. Secretary, that I really 
need you to help out the Customs Commissioner. She has brought, 
I think, a new perception, a new concept to the agency. 

A lot of us have very high hopes for her success, but with your 
personal attention along with other Cabinet-level officials. 

We find people are suggesting, for example, that along the U.S.-
Mexico border, on both sides of the border, that the economy will 
be improved. 

And yet I can honestly tell you that many people really don't 
view it that way, and we also see great economic and environmen
tal problems because of the lack of our ability to exchange com
merce. 

it is astounding to a lot of us. If France and Germany can cross 
each other's borders and deal with each other by commerce, wheth
er or not we have this agreement, I think the Secretary of Com
merce and Minister of Commerce for Mexico said it right; whether 
or not we have this agreement, there is one thing.that is not going 
to change. Mexico and the United States are still going to be neigh
bors, and it just seems to me that we are going to have to begin to 
deal with this problem at the highest levels. And I would appreci
ate any efforts you can make in that regard. 

Secretary BRADY. We have begun. 
Mr. COLEMAN. Thank you, Mr. Chairman. 

EGYPT 

Mr. OBEY. Mr. Secretary, a few minutes ago you and I were dis
cussing the question of Polish debt; and in that instance, we were 
discussing a country that has taken incredible steps really to do 
the tough things necessary to correct its own economic problems. 

We have another country where I think that has not been the 
case, and that is Egypt. And I would like to raise an issue if you 
would address it, because I think it needs some attention. 

In the case of Egypt, as you know, the Administration asked last 
year for us to forgive $6.7 billion in Egyptian military debt. 

We did that. We tried to get some strings attached to force other 
creditor nations to participate in the process so that we weren't left 
holding the bag, and we were only minimally successful. 

But, now we have a situation where we have just cleared Egypt's 
debt. They still have a miserable situation with respect to their 
economy, with very serious long-term problems. 

And now the AdministrAtion is telling us that the Congress 
ought to be supporting the provision of 46 F-16s to the Egyptians
right after Iraq has been decimated. 

So, as near as I can see it, there is no immediate need for Egypt 
to obtain 46 F-16s for their own defense. 

We know that they can't pay for them, because they don't have 
the dollars to do that, and so what it means, frankly, is that every 
dollar that we sell today is eventually going to be paid for by us. 

We will give Egypt aid, Egypt, in turn, will then write a check to 
us to cover the planes that we are selling them, and the problem is 
that we run into something called a cash flow financing problem. 

If we agree to sell them something in year one, that means in 
years two, three, four, and five, we wind up having to commit large 
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amounts of resources to pay ourselves back; it means we areunable to reduce aid to a country such as Egypt because if wereduce it, we reduce their ability to pay us back.So, we have this cycle going on. And the problem, as I see it, isthat here is an instance where, with Egypt experiencing debt forgiveness, we had a window opening up where they could have applied six or seven hundred million dollars of their resources todealing with their own economic problems.But instead, they are going to be pumping it into more F-16s. Iknow this is not, again, your direct responsibility but as the fellowwho is in charge of U.S. financial policy, it seems to me that it is inTreasury's interest to take a deep interest in what is happening

here.
Because what we are doing is ensuring that Egypt is not going tobe strong enough economically to attack its own social problems.They are going to continue to have to rely on the United States, weare going to have to continue to shovel money at them so they canrepay us, and it just seems to me that we have an opportunityhere, with the successful conclusion of the war, to try to reducewhat we are throwing into all of these countries, rather than reloading everybody's guns.So, I don't know if you want to comment on it or not, but I amvery concerned that in the case of Poland, the world communitywas very tough in terms of setting conditions under which Poland can get debt relief.In the case of Egypt, we set virtually no conditions with respect

to their own economic performance as a basis for providing military debt relief, and I think we are going to wish we had, given thecontinuing unraveling of that economy.
I would be interested in your response.Secretary BRADY. Well, certainly many of the concerns that youhave, we also have. I would say that Egypt is making progress on

economic reform.
They are moving towards an agreement with the IMF; it is anuphill struggle. The IMF has put forward a program which willmake a difference from an economic point of view, and, of course,
Eg t will have civilian problems if the program is pushed too far.
can t tell you that the problem is solved; it is a long way
from solved. I think the F-16s were sold under the FMS financing
program, which is on a grant basis, but I am not positive about

that.
 
Mr. OBEY. I understand, but it is our money.

Secretary BRADY. 
 Oh, I understand. 
Mr. OBEY. Here is my point.You say Egypt is on its way toward an IMF agreement. They gotone in 1987; within three months they were out of compliance withit.

IThey got rescheduling on the basis of that 1987 agreement, andnow they have been, quote, "moving toward an IMF agreement"for the last two-and-a-half years. I have got dead puppies who
faster than that. 

move 
I really think we are walking into a serious long-term problem. Ifwe don't use this moment to deal with it, and if we are going to reload Egypt with new F-16s, and if we are going to re-load Turkey 
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and if we are going to re-load every other Tom, Dick, and Harry in 
the Middle East, how in God's name are we going to do what every 
single witness that testified before us last week said we ought to 
do, which is to try to greatly reduce the amounts of arms going 
into that region. 

Secretary BRADY. Well, I think that is an admirable objective. I 
will say that Egypt's track record over the last number of years 
has been one that has been helpful to the United States interests, 
and particularly this last encounter in the Gulf. So I suppose that 
has some bearing on the matter. The IMF program that you refer 
to is an uphill struggle. I mean Egypt has a large population and 
only limited resources. We push and scrape and shove and try to do 
the best we can, and an IMF program is put into the place and it 
works for a while-

Mr. OBEY. Mr. Secretary, my point is the public is being conned. 
The American taxpayer is being conned in this instance, in my 
judgment, because so long as Egypt does not make sufficient 
progress economically, every weapon that we sell Egypt is sooner 
or later going to be paid for by the American taxpayers, not the 
Egyptian taxpayers. 

And to the extent that we don't insist that Egypt reform eco
nomically, we are going to have to continually up the ante in terms 
of the military help we provide Egypt and we are going to have to 
up the economic ante, because they won't get their own house in 
order. 

Sooner or later that has got to stop. I find it incredible that every 
Member of Congress had to go home and explain to their constitu
ents why we forgave $6.7 billion in Egyptian debt last year on the 
military side and now we are in the process of selling them more 
things they can't pay for. 

Secretary BRADY. Well, on the economic side, it is not a perfect 
process as we have discussed, and that--

Mr. DALLARA. If I could add a word, Mr. Secretary, and Mr. 
Chairman. 

I have seen the Egyptian economic reform efforts over the years 
and I can actually understand your deep skepticism, but the fact is 
they have moved a long way in their commitment toward economic 
reform since 1987. The past year they have put into place for the 
first time, to my knowledge, an exchange rate system that is 
market-based. They have taken some difficult fiscal, monetary and 
pricing reform measu:es. 

Mr. OBEY. But couldn't they take a lot more steps if we weren't 
in the business of selling them a whole bunch of new military air
craft that right now they simply don't need? 

Mr. DALLARA. There is always additional effort that could be 
made, but I wanted to underscore that I do see clear signs of a 
basic commitment to economic reform in Egypt over the last six to 
twelve months that I had not seen in previous years and we are 
working very hard to encourage them to take the needed steps. I 
see a number of very difficult steps taken by President Mubarak in 
the economic lead over the past months. 

Mr. OBEY. Mr. Porter. 
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AID TO THE SOVIET UNION 
Mr. PORTER. Thank you, Mr. Chairman.Secretary Brady, I apologize for being late. They managed toschedule the secretaries at both of my subcommittees on the sameday, and I apologize for that.

Let me say, Mr. Secretary, that you 
are doing an excellent joband I particularly like your low-keyed professional approach toyour responsibilities. We have a good deal of demand on Americanaid resources across the world, not only perhaps in the Gulf, but inEastern Europe, that has gone off of our front pages. It remains a very, very high priority.
Eastern Europe's success, its movement into free enterprisemodels and democratic pluralism is extremely important, and yetwe have the Soviet Union that seems to want to get into the picture, if not directly, at least through the new European Bank forReconstruction and Development, to which we are a ten percent

partner.
The articles of the EBRD state that the borrowing countriesshould be applying the principles of multi-party democracy, pluralism, and market economies.
The Soviet Union would have the right to borrow from this funda substantial amount of money in the first three years that it is inopei ation, and given their record in the Baltics with repressinghuman freedom and preventing self-determination, what can we door what should we be doing regarding any kind of aid to the Soviet

Union?
Secretary BRADY. Congressman Porter, as you know, there arethe caveats that you have referred to in the charter and bylaws ofthe European Bank for Reconstruction and Development. Obviously the State Department would have a very important contributionto make in determining whether the Soviet Union met those criteria, although at this particular point in time, it is very hard to seehow the actions that they have been taking would permit borrowing under those guidelines. As I said, this is something that theState Department will be heavily involved in, but at this particulartime I would agree with you. It is hard to see how those two things

match up.
Mr. PORTER. Is there any kind of-Secretary BRADY. Let me also say, Congressman-excuse me forinterrupting you-I think that is the view of a number of our G-7


allies as well.
 
DEBT REDUCTION AND ENVIRONMENT 

Mr. PORTER. Mr. Secretary, you and I have talked a year ago andthe year previous to that about debt, particularly debt of lesser developed countries, and particularly how we can achieve for themdebt reduction and at the same time meet some of our prioritiesregarding the environment, particularly debt-for-nature-type arrangements. I wonder if you could give us an update or a new perspective on that, particularly regarding the Latin American countries, and also address the question of whether, if our debt relief isunilateral, doesn't this simply increase the value of other debt that 
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is outstanding, and don't we need a broader based effort to promote 
these kinds of priorities? 

Secretary BRADY. Well, to some large extent, it obviously is uni
lateral, but you face the horns of the dilemma. If you don't go 
ahead and move, nothing happens, and if you do go ahead and 
move, obviously you have increased the worth of other countries' 
obligations. 

It has been our feeling that what Congress wanted and certainly 
what the Administration wanted is that we should go ahead and 
move when we see worthwhile projects, and try to bring other 
people along with us. But if that is not possible, we should go 
ahead and move anyway. We should try to exert leadership to get 
the whole flag of environmental concerns up high with the hope 
that the rest of the world will follow, and I think that is happen
ing. I think, going back from when we first discussed the problem 
two or three years ago, there is a marked change among the other 
countries of the world who now realize that the environment is im
portant, and that they are willing to put their shoulder to the 
wheel. So the burden of moving ahead is the fact that you diminish 
your claims and other countries' claims are stronger. The virtue of 
it is that you get some real bite in the environmental effort. I think 
it is worth it. 

Mr. PORTER. Do you think that the World Bank and other multi
lateral lenders are placing this kind of concern at a high enough 
position in their own policies? 

Secretary BRADY. Well, it isn't as high as we would want it. 
Again, I can say that, since I first came on this job in the fall of 
1988, the progress has been rewarding. Simple things like environ
mental impact statements which were fought off and thought to be 
a hindrance and bother, at that time, are matters that are ordinary 
procedure today. 

Loans, which had environmentally harmful sections to them, 
which would have skipped through the approval process two or 
three years ago without being halted and examined now would not 
be put forward unless they are environmentally sensitive. So I 
think we are getting there. Our concern for forestry around the 
world is well known. I was just amazed to hear at the last summit;, 
either the Germans or the French, I can't remember which, puft
ting it forward as an idea of their own. It wouldn't have happened 
two or three years ago. 

Mr. PORTER. This may be an unfair question, but our Executive 
Director at the World Bank takes a pretty strong position on envi
ronmental questions. Who are his allies? 

What other countries are helpful to our efforts, and is that im
proving or not? 

Secretary BRADY. Let me ask Charles who has more knowledge 
than I do on the subject. 

Mr. DALLARA. Well, Congressman Porter, our allies' reactions, de
pending on the particular environmental issue before the board, 
have been mixed. I would generally say, however, the Canadians, 
on a number of issues; the British, on certain issues, although per
haps not as many as others; with the Germans it really has varied. 
We have had to work to build a coalition, and we are still working 
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to build that coalition and sustain it across the front of environ
mental issues.It seems that there is broad support on the need for environmental impact assessments. When it comes to facing down and votingagainst a loan that is not environmentally sound, of course, perhaps other countries are not as willing to take the stand as we are.We are, I can assure you, working very actively, however, tobuild and maintain that consensus. 

ENTERPRISE FOR THE AMERICAS INITIATIVE 
Mr. PORTER. Mr. Secretary, if the Enterprise for the AmericasInitiative is a good thing for the Americas, and this may be jumping the gun, should we be looking -7L this same kind of initiative inother regions of the world that suffer the same kinds of problems?Secretary BRADY. Well, I think it would be a good idea to look atit. In order to put one of these programs together, you need amatrix of things that work at the same time-such as a level ofdebt that we can affect significantly. Even in the case of the EAI,we have problems getting the Public Law 480 and the AID debtwrite-downs that are necessary with the speed that we need to getthem done.
I would say that in terms of success-before you 
came into theroom I asked that a brief summary of what the leaders of the fivecountries that the President visited this last December had to sayabout the program be incorporated in the record. Their commentswere extraordinary. Nobody prompted them to say what they hadto say, but each one put forward an enormously strong statementof support. And I would say with regard to the EAI, it has reallyarticulated a plank-maybe the main plank-of U.S. foreign policywith regard to this continent and that is going to be terribly important to us.So it is a blueprint that could be followed elsewhere. Each areathat you point at has something that distinguishes it in terms ofgetting the details done, and I must say the details are enormouslyhard to overcome and crush down in order to allow movement.
Mr. PORTER. Mr. Secrctary, thank you for the fine job you 
aredoing. Thanks for answering my questions.


Thank you, Mr. Chairman.
 

CENTRALIZED DEBT MANAGEMENT REPORT 
Mr. OBEY. Thank you, Mr. Secretary.In our fiscal year 1990 Conference Report, Congress requestedthe Treasury and OMB develop a plan for centralized debt management. It was due March 5 of 1990.Last year when we started this hearing, we had a list of requestsof Treasury, some of which we still haven't received. This is one ofthem. We finally in June 1990 got an interim report.When are we going to receive the final report?Secretary BRADY. I am loathe to say very shortly, but that iswhat my information is. My information also says that Representative Obey expressed displeasure that the report had not been submitted. But my answer is very, very shortly. 
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CENTRALIZED CREDIT RATING 

Mr. OBEY. Well, let me make a point. We have a real problem 
with respect to credit reform, because it appears that agencies of 
the U.S. Government, the Ex-Im Bank, the Agricultural Depart
ment, a number of other agencies, all make separate judgments 
about the credit worthiness of an individual country, and so they 
can be repaying their bills through one window and welching on 
them in another window. And yet agencies of government will only 
respond to how that recipient government is dealing with their 
own repayment schedules for that single agency. 

That doesn't add much credibility to the U.S. Government as a 
whole, it seems to me, in dealing with people who owe us money. 

Could I ask why the Administration did not centralize credit 
rating systems for foreign countries when it started to implement 
credit reform legislation? 

Secretary BRADY. I think the answer is it was being done in a 
number of provinces, as you set forth. The delinquency in collect
ing all this information in one place is not an indication of a desire 
not to do so. Some of the stuff is actually handwritten. It is old and 
in forms that you wouldn't prescribe if you were the proverbial 
man from Mars and came down and tried to put a system together. 
It is a question of trying to make an old system work. 

Mr. OBEY. Wouldn't OMB and Treasury have the lead obligations 
in trying to see to it that the government knows what it is doing in 
terms of judging the credit worthiness and repayment performance 
of creditor countries? 

Secretary BRADY. Well, one would think so. But, as I say, these 
programs grew up over the years when the individual departments 
had control of them, and the OMB and Treasury function wasn't as 
strong, and we are trying hard to get this report together. 

Mr. OBEY. But I am interested in more than just a report. It 
seems to me that when this committee tried to assess what Egypt's 
performance had been when we were dealing with forgiveness re
quests last year, we couldn't get information government-wide on 
what performance. And it just seems to me that the government 
simply isn't going to know what the devil is going on unless your 
agency or OMB is able to provide that information. 

I just think that we ought to be able to talk to some person who 
was at that table and get answers to questions on how a country is 
performing. And it seems to me that all agencies ought to cooper
ate in denying access to credit to countries unless the government 
is agreed that that country is performing reasonably decently 
under the circumstances. 

So, I would urge you to put together an approach so that we can 
get answers that mean something and so that the government 
itself has a policy that makes sense. 

Secretary BRADY. That is the object of the exercise. 

ASIAN DEVELOPMENT BANK 

Mr. OBEY. Why is it important for the U.S. to play "keeping up 
with the Jones"' by matching Japanese contributions to the Asian 
Development Bank? 
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Secretary BRAY. Well, again, I think one could ask the samequestion about a number of the different banks at various different 
points in time. 

I simply think in a resource-short world that once we cede leadership to other countries, we are ceding our ability to establishU.S. policies. And I would, as we have in our request, Mr. Chairman, urge that we try and make sure that we are up to date on allof our MDB requirements as a basic tenet of U.S. foreign policy
and international economic policy. 

DEBT RESCHEDULING FOR POOREST COUNTRIES 

Mr. OBEY. Mr. Secretary, let me address an issue with respect tothe view of the indebtedness of the very poorest countries, many of
whom are in Africa. 

Since 1978, the U.S. National Advisory Council on InternationalMonetary and Financial Policies has had a written policy on debtrescheduling, which, in part, states as follows, and I am readingfrom it: "When a reorganization involving creditor or guaranteedcredits takes place, the United States will participate only if thereorganization agreement incorporates the principles of nondiscrimination among creditor countries, including those not party to
the agreement."

Now, as you know, the Paris Club is not one of my favoriteclubs-I think it has been a scheme in the past largely to avoiddealing with realities rather than forcing people to deal with reali
ties. 

But nonetheless, let me simply note that, as you know, theyadopted certain principles for handling debt of the poorest countries, referred to as the Toronto Terms. And under those proposals,there were three options, a, b, and c, for dealing with reschedulingof nonconcessional debt of the poorest countries. Option b provided
for no debt forgiveness, although both options a and c did.In 1989, 12 of the poorest countries rescheduled their debt at theParis Club and of the debt that they brought to the rescheduling,20 percent was rescheduled under option b; 29 percent underoption a (which involved a one-third reduction in principle); and 45percent under option c (which involved an interest rate reduction).Secretary BRADY. Charles, would you comment on that? I am not
 
as familiar with the negotiations.


Mr. DALLARA. I will be glad to try to respond, Mr. Chairman.Those terms were broadly agreed, as I recall, before the UnitedStates was prepared to move into basic debt reduction, the mode we are now fully engaged in. It is my recollection, and I will beglad to double check this, that the options presented there do involve raw comparability in terms of what each creditor is bringingto the table and doing for the debt, and even though the optionsmay have a substantial difference in appearance on the surface, itis my impression that the net present value of these options doesinvolve, broadly speaking, a sense of comparability.
Mr. OBEY. Would you provide that for the record to the coimmittee before we reach mark-up stage and will you provide a full listing of the free-riding creditor countries and the amounts they haverescheduled under option b for each debtor rescheduled, and could 
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you tell us if that option is being predominately selected by specific 
countries? 

Mr. DALLARA. Yes. 
[STAFF NoTE.-The response of the Department of Treasury; to 

this question is contained at the end of the hearing transcript.] 

PARIS CLUB AND TRINIDAD TERMS 

Mr. OBEY. What I am leading up to is this: last September John 
Major, Britain's new Prime Minister, proposed dealing with the 
poorest countries' debts under new terms which are now referred 
to as the Trinidad Terms. 

And what I am struck by is the fact that Mr. Major apparently 
has concluded the entire debt stock of the poorest countries ought 
to be addressed in crafting a solution to each country's debt crisis. 
And it would appear to radically alter the Paris Club from being a 
short-term rescheduling institution into a debt restructuring insti
tution, which, in my view, would make them more believable. 

Let me simply ask how you feel about Mr. Major's position. Do 
you think that it has merit? If so, why? If not, why not? 

Secretary BRADY. When John Major proposed the so-called Trini
dad Terms, he said in essence it was an extension of the Brady 
Plan to the poorest countries. Of course, we have to agree with 
that, although the ability to get policy reforms in those countries, 
because of their adverse circumstances, is much more difficult. But 
right off, two-thirds of the debt, which I believe was the amount 
which he proposed, does present a problem in terms of its applica
bility to other countries. 

We have tried, in the Brady Plan, to observe the principles 
which John Major, obviously, is using here, but in terms of that 
country committing itself to reforms which are possible and proba
ble. It is not as clear that that is as true with the poorest countries. 
So, we are caught between wanting to be sensitive and charitable 
with respect to those countries and not creating a precedent which 
the rest of the world can simply follow and not pay back any of the 
debt. So, believe me, the Treasury Department has been, I believe, 
on the forefront of trying to recognize that if some of these debts 
are never going to get repaid we better just go on about our busi
ness and try to get the best we can out of it. We are studying the 
Trinidad Terms to see how that principle might apply. 

LATIN DEBT PROBLEM 

Mr. OBEY. I have two questions about Latin debt. Let me raise a 
question simply to express my concern about how we evaluate the 
Enterprise for the Americas Initiative. 

As I understand it, total Latin American and Caribbean debt is 
approximately $429 billion. Long-term debt is approximately $339 
billion. Official long-term debt is about $113 billion, or about 34. 
percent of the total. $56 billion of the official debt is held by gov
ernments and $58 billion is held by multilateral organizations. 

Private debt accounts for $223 billion or 64 percent of the long
term debt, and 52 percent of that total long-term debt in the re
gions held by commercial banks, as I understand. 
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Now, we have your proposal for the region, but in the area ofdebt, it would proceed to unilaterally address $12 billion in officialdebt held by the United States. That $12 billion is only about threeand a half percent of the total long-term debt in the region, and ifthere is reduction of that debt, you may be looking at perhaps athird, in which case what you are really talking about is cuttingtotal long-term debt by one and a half percent.Can we really expect to see much progress of the region if that isthe only thing that happens with respect to a long-term debt?Don't we have to have more action on the part of other players,other countries, and the private sector in order to really make asignificant impact?I mean, aren't we going through a tremendous effort here toproduce-

Secretary BRADY. Well, I wouldn't say so in the sense that it is astart. Again, I can't overemphasize the strong feeling that thecountries in Latin America have for the EAI, and also for the establishment of hope that is connected with the debt reductionplans under the so-called Brady Plan. So although it is not all encompassing, I think the fact that it is a start, and that it recogniesthe problem in the area, has impelled and energized the countriesof the area to do things on their own, which aid and abet these programs. It doesn't solve the problem, but it is a start down the road. Ofcourse-you will remember, and you were of great help in terms ofthe debt reduction initiatives that establishedwe in 1989-howdiffcult it was to get both bankers and other countries to come alongwith us. We simply put it through, and we now have some seven oreight countries that have had significant debt reduction under thatplan.
In the case of EAI, we have started on down this path on ourown. I am hopeful that it will be a positive step, again, even thoughone could say that it places the United States in a less advantageous position-because it is willing to reduce its debt on a less favorable basis than other countries. I think that is the price of lead

ership.
Mr. OBEY. Well, Mr. Secretary, I agree with what you are trying
to do.

My question is how much it is actually going to acquire withoutcooperation from other countries, and from the banks, private

banks.I have a number of other questions I would like to ask you withrespect to that, and also with respect to the trade pillar in the proposal.
 

INVESTMENT PILLAR OF THE EAI 
Let me ask you about the investment pillar. Do you have proposals for human capital grants from the IDB for retraining of displaced workers, and for their relocation expenses for temporaryfood and shelter, clearinghouses of information to match retrainingworkers with emerging jobs?It sounds terrific. But how do you suggest Members of Congressgo about selling that to their constituents when we see, for instance, that the Administration this year is recommending a 16 
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in the trade adjustment assistance, which wepercent reduction 
provide our own workers, a program which is supposed to retrain 

workers who have been impacted by changing trading positions? 
if the workers in Latin AmericaI mean, certainly-I mean, 

as we
would be impacted by moving to privatization, in the U.S., 

open trade, they are impacted by trade,
try to move toward more 
for a forum that in both instances results the same, meaning that 

some people are out of work. 
we justify doing what might be a very laudable thingHow can 

when the Administration is squeezing out of the budget efforts to 

help our own people right here at home? 
Well, I would point out that with regard to the

Secretary BRADY. 
MIF resources capital facility, that this is the start of a program. 

not exactly familiarThere is no such program now, so that-I am 
with the 16 percent cut that you referred to in this country. 

But with regards to the human resources facility, it is the start 

of a program which doesn't exist now. So I think that is worthy in 

its Gwn right. 
Mr. OBEY. Well, Mr. Secretary, I recognize you don't have a re

sponsibility for that program, Labor does, but my problem is the 
is asking us to provide an ability to facilitateAdministration 

time they are being verychange internationally, but at the same 
niggling in terms of their willingness to facilitate change right 

here at home. 
I have to tell you not only is that unjust, but it isn't saleable and 

it shouldn't be saleable. 
as you know, noThe American public doesn't like foreign aid, 

They have been willing to tolerate it,matter how it is couched. 
even though they haven't liked it, in the past because it has been a 

grace note in the budget, which they have been willing to accept, 

so long as economic opportunity is going up for people at home. 

But, really, since the mid-1970s, we have had real income for 
workers, declining in this country.workers, noncollege-educated 

at the exact mid point of income in this country hasThe worker over the
actually seen the real value of his wages decline by $2000 

that grace notes in the internationalpast 15 years. That means 
tolerate during periods of ex

spirit, which they were willing to 
panding income for themselves, appear to be sour notes to them in 

times when their own situation isn t improving. 
If the government isn't willing to support the same kind of 

at home that we are promoting abroad, I don't mercy initiatives 

see how we can carry the bag.
 

So, I would simply ask that while it is not in your jurisdiction, 
a very strongwhat happens to DOL programs here at home has 

the way Congress is going to receive proposals like thisimpact on 
in your area. And I would suggest that you have an interest in get

ting together with DOL and seeing to it that we are doing the same 

thing at home that we are doing abroad. Because if we are not, we 

can't sell something like this. 
Secretary BRADY. Well, I understand your concern.
 
I would just say on the international area, you are absolutely
 

right, that foreign aid has no national sponsor. It is very difficult to 

do. 
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This committee takes on a heavy burden when it does it. I dothink in a general answer, it isn't a specific answer, that we have seen the results of the work that this committee has done in thelast year or so, and those results in terms of the international 
arena have been spectacular.

Mr. OBEY. Well, I would just suggest that unless something is
done to correct what the Administration is doing domestically, notonly is foreign aid not going to have some national supporters, it isgoing to have some national enemies on the part of an awful lot of
workers who feel that they are being ignored while we engage inexpressing our concerns 4000 miles away, that we don't express
here at home. 

MULTILATERAL HUMAN CAPITAL GRANTS 

Let me ask you, did any other multilateral institution spend re-. 
sources on human capital grants?

Mr. DALLARA. I don't know the answer off the top of my head,
Mr. Chairman. I 

Mr. OBEY. If you can tell us which ones and how much, I would 
like to know. 

[STAFF NOTE.-The response of the Department of Treasury tothis question is contained at the end of the hearing transcript.] 
IDB EXPERTISE IN PRIVATIZATION AND PRIVATE SECTOR 

Mr. OBEY. Can you tell us why the IDB and its bureaucracy
should be used to provide privatization expertise, and make venture capital and private investment? As far as I know, IDB does
not really have any skills or any institutional experience in the 
area. 

This question may have been asked earlier, but in a little different way. Why didn't you simply propose a private enterprise fund
for the Caribbean, Central American countries like you did in Eastern Europe, rather than running it through this institution?

Wouldn't that give you a better opportunity to really get privatesector people who know what they are doing to be involved in 
issues like this?
 

Secretary BRADY. Let me just say about private sector initiatives,

they are great for starting the ball rolling, in pointing in the right
direction, you know, starting, the guidelines for these kind of programs, but in terms of keeping them going, you need an ongoing
some place to place the responsibility of getting them done.

So I think in that particular-
Mr. OBEY. I am not suggesting it be handled by the private

sector. My point is you have a private sector process, which is set up with Eastern Europe, trying to do these things.
Why wouldn't follow model rather thanyou that runningthrough an IFI that does not have any experience dealing with 

stuff like this? 
Secretary BRADY. Well, I think in the case of Eastern Europe,

eventually it will turn into a more organizationally-controlled atmosphere. It was just thought that in this particular case of Latin
America, the IDB and President Iglesias bought into the program 
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in a very enthusiastic way, and so that was the locus in which the 
initiative was placed. 

MULTILATERAL INVESTMENT FUND 

Mr. OBEY. Well, I guess my problem is this. I remember the last 
time when the Reagan Administration tried to unilaterally propose 
a new facility for the IDB. It was the Inter-American Investment 
Corporation. It was proposed in 1983. It took five years to get an 
agreement for the institution and get its board and staff collected, 
and, finally, in 1990, it loaned its first funds. 

Would you tell us what consulting was done with other countries 
before the Administration proposed a multilateral investment fund 
for the IDB? 

Mr. DALLARA. Mr. Chairman, I don't recall that there was a 
great deal of detailed consultation. We had discussed the general 
parameters of the President's enterprise for the Americas Initia
tive, but I don't believe we had discussed ia =±ny detail the Multilat
eral Investment Fund notion before it was put forward by the 
President. 

Mr. OBEY. Can you tell us what reaction other countries have 
had? 

Mr. DALLARA. Very mixed, Mr. Chairman. There is an interest in 
supporting this part of the President's initiative. Clearly, I think 
there is a recognition broadly, internationally, of the need for this 
initiative to encourage and foster reform of investment policies in 
Latin America, and that is one of the functions that this facility 
can do that the IIC does not do. The IIC is focused on making and 
capitalizing the equity investment, but not on reforming the invest
ment policy regime. 

To be fair, though, in spite of the interest that I pointed out, 
there is very mixed reaction. We have a lot of work to do encourag
ing other countries to contribute to this. 

Mr. OBEY. Why should the Congress approve of this? 
Let me ask you this; Would you tell us whether any other coun

try has committed funds or has clearly stated that they would 
commit funds for the investment? 

Mr. DALLARA. I am not aware. I am certainly sure that no one 
has firmly committed funds, and I am not aware that anyone has 
indicated a willingness to commit funds, but there is a willingness 
to discuss the possibility of committing funds. 

Mr. OBEY. Why should the Congress vote to proceed with this 
before we even have commitments from other countries, or when 
the reaction we are getting from other so-called partners is, as you 
say, mixed? 

Secretary BRADY. Well, I think that doesn't necessarily prescribe 
the future, Mr. Chairman. I think that if we had done as Congress
man McHugh questioned, just simply added it to an AID program, 
there would be no possibility of getting anybody else to contribute 
toit. 
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What we are trying to do is, by the success of this program, getpeople to join in. Sometimes we get moments of leverage when wehave done something to be helpful to other countries. We can saynow we have had this program going for some period of time; weoriginally put it forward; you indicated you might be helpful; why

not now? 
ENVIRONMENTAL EFFECTS OF ENTERPRISE FOR THE AMERICAS 

INITIATIVE 
Mr. OBEY. Well, I guess the response to that is, because I am notconvinced that this is the best way to do it.

And I think there are some other problems.

The GAO testified that the conditions that a country must meetin order to qualify might actually be so stringent that the environment would actually be harmed more than it would be helped

under the initiative.
I ask this question because there has been a lot of publicity givento the environmental piece of this operation, and I am trying tofigure out just how significant and how real it really is.And the reasoning goes something like this: The economic conditionality in the initiative might force countries to curb efforts tocontrol or reverse environmental degradation, that developingcountries might need to open up new investment opportunities orplans in areas such as timber cutting, waste disposal, and intensiveagriculture production in order to improve their economies to thepoint where they qualified for funds under the initiative.So that the small infusion of assistance that would result fromqualifying for EAI benefits would not be sufficient to this country'sultimate development plans and that, in fact, it might be counter

productive.
What is your response to that?
Secretary BRADY. Well, first of all, Mr. Chairman, with no reflection on this committee, I would like to find something that we dothat GAO thought was well done or a good idea. I have yet to findanything, and the world hasn't ended. So I think we are doing

something right.
I am a firm believer in lighting a candle rather than cursing thedarkness, which seems to be some part of their daily way of handling affairs. But I think it is highly unlikely that this particular
set of circumstances that they have set forward would happen.
All I can tell you is, maybe we ought to send the people, although I wouldn't pay a lot of money for it, who wrote that report
down in Latin America and let them talk to the people who are on
the receiving end of this program and get a little firsthand experience on how these things work and what it means to light a littleto establish hope and provide a way of going foreward. I think wewould get a better picture of what the future might look like.Mr. OBEY. Well, Mr. Secretary, let me simply say, I know thatyou feel that way, and I know that you are trying to improve the

situation. 
I think that, as you know, I have a great deal of respect for youand a great deal of affection for you, and I appreciate the relation
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ship that we have had and that you and your assistants have had 
with this committee. 

But that doesn't eliminate the necessity for us to ask hard ques
tions, because that is the role that Congress has. 

Administrations last four years or at most eight years, and so we 
wind up having to take the heat when initiatives that have been 
supported by us wind up not turning out quite the way we hoped or 
expected that they would. 

So we have an obligation to take the long term perspective and 
to ask tough questions to make sure that they are asked internally 
within the Executive Branch of government.

And, while I also have a varied degree of respect for the GAO, 
depending upon whether they have ruined or improved a project, 
nonetheless, I think that they raise a good point to you. 

And I don't think, with all due respect, I don't think that your 
agency has sufficiently responded to that concern. It doesn't argue 
against the concept, but it may argue against the details. 

It may mean that the details and the concept have to be adjusted 
in order to actually make the environmental piece of this real, be
cause as you know, lots of programs starting with good intentions 
wind up not being able to perform when they run up against our 
world reality. 

And this is why I raise the question. 

CREDIT REFORM SCORING 

Let me ask just one other question. We have some problems in 
credit reform scoring. 

The problem is that any changes that take place this year have 
to be, as I understand it, neutral, budget neutral. But starting next 
year, they don't have to be under the scoring rules. 

Doesn't that create an incentive for countries to simply walt 
until next year to see what kind of help they can get from Uncle 
Sam in terms of debt reshuffling? 

Secretary BRADY. Charles has been intimately involved in this, so 
I will ask him to answer. 

Mr. DALLARA. We have looked at this particular concern that you 
have just drawn our attention to, but don't feel that we have seen 
any indications from the debtor countries that they feel they will 
get a better deal. 

And, in fact, we made it clear that whether the debt reduction is 
negotiated this year or next year, that our approach will be simi
lar, and will not be particularly adjusted because of the change in 
the credit reform legislation and the change in the way they are 
treated.
 

Certainly you are correct in what you stipilated regarding the 
budget neutrality of our efforts, but we don't intend in any way to 
move next year arbitrarily to any deeper debt reduction approach 
simply because we are not bound by those constraints. 

Mr. OBEY. Are people going to believe that? 
Mr. DALLARA. I think they will when we get down to the business 

of actually negotiating the debt reduction deals. 
Mr. OBEY. I have one last question. Your favorite agency, GAO, 

has indicated that they believe that payment streams for a country 
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could actually increase in the short term rather than stay the sameor decrease. What is your response to that?Mr. DALLARA. Well, we have been reflecting on this, Mr. Chairman, and I guess that technically that is possible, but it all dependson whether or not there was a rescheduling in the preceding year.And that statement is only accurate to the extent that it takesinto account the local currency payments which countries may addinto their payment picture. Of course, those are almost by defmition less demanding on the country's foreign exchange than is theprimary principal payment.Mr. OBEY. Well, Mr. Secretary, I have a number of other questions I would like to ask you to respond to for the record. I appreci

ate your time.Mr. OBEY. I should also add, by the way, that my unhappinesswith the German and Polish debt rescheduling should also be ex-'tended to the Canadians, who I think are equally as obstreperous
on that issue.
 

Thank you.

Secretary BRADY. Thank you.[Questions and answers for the record follow:] 

Questions for the Record From Mr. Obey 
SUBMITTED TO DEPARTMENT OF TREASURY 

ENTERPRISE FOR THE AMERICAS INITIATIVE 

DEBT PILLAR OF EM 
Question. Why should debt be handled on a unilateralShouldn't we require tht basis by the USG?other official creditors must also reduce or sell debt andfund these environmental trust funds? Wouldn't that approach provide far more resources for addressing the environmental problems?Wh should we fund debt reduction in Latin America beforethe j we have completedon debt reduction for the poorest countries in Africa?Answer. The Administration decided to take unilateral action in case of bilateraldebt owed by Latin America and the Caribbean for several reasons:
The US holds a large share of the region's bilateral debt.
It would have been extremely difficult to reach agreement among all bilateralcreditors for innovative action on the debt of an entire region.Given our historical ties with the region, the President has undertaken a leadership role aimed at helping countries with strong economic reforms to restore confidence and attract investment.
We do hope that other creditors will follow our lead both in reducing debt burdens of countries with strong economic programs and channeling resources to support the environment.


We also continue to participate with other donor countries in 
a variety of programs aimed at addressing environmental problems.The Administration is moving forward simultaneously on both fronts-the Enterprise for the Americas Initiative and actions for the least developed countries.
We have already forgiven $850 million of AID debt owed by Sub-Saharan Africancountries. As countries become eligible, this program will continue.We have also received authority in the 1990 farm bill and appropriations approvalthis year to reduce or forgive concessional food assistance (PL-480) debts of least developed countries.The Administration is currently considering the best means of implementing thisprogram and expects to proceed with initial countries in fiscal year 1 91. 

TRADE PILLAR OF EAI
Question. Why don't we wait on dealing with the investment and debt pillars ofthe proposal until real progress is made on the main event-the trade pillar? 
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Answer. Significant progress has been made on the trade pillar of the EA. The 
EAI was intended to encourage Latin American and Caribbean countries to pursue 
market-based reform, upon which they have already embarked. We ill need legI 
lative authority (including extension of fast track implementing authority) to under
take FTAs and ultimately realize a hemispheric free trade zone. However, in such 
FTAs we will first look for further commitment to trade and economic policy reform 
by Latin and Caribbean countries. 

A major premise of the EAI is that trade liberalization is reciprocal, not unilater
al. It is inherently different from the CBI, under which the U.S. made unilateral 
concessions. Under the Initiative, we will work through bilateral framework agree
ments to explore liberalization and move towards our ultimate goal of free trade 
agreements. Framework agreements have already been reached with six countries 
and negotiations are underway with several countries including Jamaica, Peru, 
Panama, and a group of countries composed of Argentina, Brazil, Uruguay and 
Paraguay. We need not wait for completion of our longer-term trade agenda to im
plement the investment and debt elements of the Initiative. 

Each nillar provides important incentives for market-based economi. reforms de
signed to move the region toward the overall goal of sound economic policies and 
sustained growth. Progress in the investment and debt elements of the EAI will 
help us move towards our goals under the trade element, by placing countries on a 
sound economic footing, improving their competitiveness and enhancing their abili
ty to liberalize trade. 

Latin American and Caribbean leaders have responded enthusiastically to our ef
forts to join in a single endeavor the three economic issues of greatest importance to 
the hemisphere. It is important that we seize upon this emerging consensus on the 
need for reform and move forward on en.ch element. 

HUMAN CAPITAL GRANTS PORTION OF EAI INVESTMENT PILLAR 

Question. Do any of the other multilateral institutions spend resources on human 
capital grants? Which and how much? 

Answer. The MDBs in general do not provide the kind of grant assistance envi
sioned by the MIF Human Resources Facility. MDB grant assistance comprises an 
extremely small proportion of MDB resources. Of that very small portion, grant as
sistance may fund either stand-alone support for human health (including disease 
control) or project-specific support which is tied to project preparation or implemen
tation. Of course, each MDB differs in its specific use of grant resources. 

World Bank grant programs are quite small relative to total lending. The Bank 
does have a Special Grants Program to support international agriculture, human re
sources, and special technical assistance. The budgeted funding level for FY91 is 
$63.76 million, of which about one-sixth or $10.59 million i3 earmarked for human 
resources grants. These grant funds support research and development programs 
and institution building for control of diseases suLh as river bli~idness, leprosy, and 
malaria. Overall, the grant programs focus heavily on international agriculture, 
population, and health sectors. 

In 1990, the Inter-American Development Bank provided grants and contingent 
repayment support for technical cooperation totalling $56.8 million. These funds are 
for project preparation and institutional strengthening in connection with 1DB 
projects. Once in a while technical assistance grants will include some human cap
ital aspects, such as a recent grant to Peru to provide medical supplies for a cholera 
epidemic. 

The African Development Bank does not provide grants for this purpose. The Af
rican Development Fund does, on occasion, have a small grant (technical assistance) 
component in its "Social Dimensions of Adjustment" loans. These grants are, how
ever, a minor part of the lending program. 

In 1990, Asian Development Bank grant-financed technical assistance totalled 
$76.1 million, of which $24.9 million was for project preparation and $51.6 was for 
project-related assistance. 

EAI INVESTMENT PILLAR AND IDB PRIVATIZATION AND PUBLIC SECTOR SKILLS 

Question. Would you explain why you think the IDB and its bureaucracy should 
be used to provide privatization expertise and make venture capital and private in
vestment decisions? As far as I know, the IDB doesn't have any personnel with 
these skills or any institutional experience in this area. 

Answer. There may be some confusion about just what the IDB and its bureaucra
cy will be doing with respect to the Multilateral Investment Fund. The Multilateral 
Investment Fund, of course, is intended to complement and strengthen the efforts of 
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multilateral and bilateral agencies in eliminating investment constraints in LatinAmerican and Caribbean countries. As a "hybrid" between the policy-based lendingof the IDB and the private sector-oriented operations of the IIC, the Fund essentially draws on the same type of expertise that these institutions already have at theirdisposal. You see, what distinguishes the MIF is not so much the personnel neededto run it as how and to what end MIF resources are channeled.But with respect to your question on IDB personnel, the IDB is best-positioned toadminister the MIF and has personnel with extensive organization and oversight experience.

IDB technical units experienced in relevant areas will be responsible for the administration of specific projects. With respect to privatization, the MIF envisionstechnical assistance to facilitate privatization but does not envision purchases ofstate-owned enterprises for its own account. The IIC has personnel with experiencein valuing companies, implementing aspects of privatization programs, and structuring large-scale financial transactions. Outside experts such as financial advisors andinvestment bankers can be retained if and as appropriate.One more clarification. The Investment Fund of the Enterprise Development Facility of the MIF is not intended to be a "venture capital" fund. It is intended to bea revolving fund, channeling market-priced resources to and through NGOs and domestic financial institutions to stimulate development of smaller-sized businesses.Both the IDB and the lIC have personnel with extensive private sector experiencein financial institutions. In particular, the IDB's Microenterprise Division worksclosely with NGOs that serve microenterprises. The Investment Fund will draw onthis expertise as well as retain additional personnel with private sector experiencein the field of financial services.
Question. Why didn't you propose an Private Enterprise Fund for the Caribbean,Central America, and the Andean Countries like the Administration has been setting up in Poland and Hungary to do these kinds of things?Answer. The economic structures of the two regions differ radically. Conditions inEastern Europe typically consist of a minuscule private sector and a financial sectornot yet transformed into a market-based system. In Latin America and the Caribbean, these sectors are essentially formed but need development.The conditions dictate the objectives and mechanisms of assistance required to beeffective. In the case of Poland and Hungary, the Enterprise Funds support privatesector development through investment and loans primarily to small and mediumsize businesses. The Multilateral Investment Fund's objective is to open investmentregimes in Latin America and the Caribbean. This implies, first and foremost, technical assistance to governments to catalyze policy reform. Loans and equity investments for micro and small-scale entrepreneurs are only one portion of MIF activi

ties.
Question. What is wrong with a private enterprise fund with contributions fromother countries and with beard members from other countries?Answer. In principle we have no basic objection to such an approach. In practicewe know of no instance to date where such a mechanism has been established. Each
proposal would, of course, have to be judged on its individual merits.
 

DEBT FORGIVENESS FOR THE POOREST COUNTRIES 
Question. In 1988, in Section 572 of the Bill, this Committee provided the Administration authority for debt relief tied to economic reforms for the poorest countries.
a. Where do we stand now on debt forgiveness for the poorest (sub-Saharan) countries? Who has met the conditions? How much has been promised in reductions andhow much has actually been reduced so far?b. The authority covered DA and ESF debts. Now the Agriculture Committee hasprovided authority for you to take similar actions with PL-480 debt. Do you intento use this authority? When and for whom? c. Do you support doing the same for these poorest countries with Exim/CCC

debt? If not, why not?Answer. We have attached a table showing the implementation of Section 572 authority for Sub-Saharan Africa. The table shows that fifteen countries will receiveover $1.1 billion of relief on payments of principal and interest due in FY 1991-92, ifthey maintain their economic reform programs. Of this total, $621.7 million hasbeen forgiven so far. In addition, we recently reached agreement with Bangladesh toforgive $292.3 million of bilateral debt, and implen;?ntation of the agreement isunder discussion. 
An interagency committee has been working on implemehtation of the authoritycontained in Section 411 of the Agricultural Trade and Devlopment Act of 1990. 
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We are reviewing such issues as the countries to be covered and the budgetary ef
fectp of debt reduction. We are pursuing this effort expeditiously, and hope to be 
able to proceed with initial countries in FY 1991. 

There are fundamental differences between CCC/Eximbank debt and the AID and 
PL-480 loans affected by Sections 572 and 411. The latter are intended as economic 
assistancc and are offered at concessional rates and terms; furthermore, much of 

financing under these programs for least developed countries is on grantthe new 

terms, so debt forgiveness places earlier loans on the same footing as new financing.
 
Eximbank and CCC programs, on the other hand, are intended to support commer
cial transactions and are offered at market rates and terms. 
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Tonowo Tinm~ 

Quention. Explain how "Toronto Terms" is consistent with U.S. policy of non-dis
crimination among creditor countries. 

List the free riding creditor countries and the amounts that they have resched
uled under option B for each debtor rescheduled under the Toronto Terms? Is this 
option being predominantly selected by specific countries? 

Answer. The purpose of offering a "menu" of options under the "Toronto Terms" 
was to allow creditor governments to choose the approach that best suits their own 
circumstances in offering special relief for heavily indebted low income countries. 

The current options for rescheduling maturities within a 12-18 month consolida
tion period are: 

Option A: One-third cancellation of debt service obligations consolidated, plus re
scheduling of the remaining two-thirds over a 14-year period with a grace period of 
8 years for non-concessional debt, and over a 25-year period for concessional debt. 

Option B: Consolidated debt service obligations rescheduled over a 25-year period, 
at market rates for non-concessional debt and concessional rates for ODA debt, with 
a grace period of 14 years. 

Option C: Consolidated debt service obligations reshceduled over 14 years with a 
grace period of 8 years, at the market rate reduced by 3.5 percentage points or 50 
percent, whichever is less, for non-concessional debt, and at concessional rates for 
ODA debt. 

These options were carefully negotiated within the Paris Club to ensure maxi
mum equivalence among the options on a net present value basis: i.e., accepting re
paying over an extended period is roughly equivalent to forgoing a portion of re
ceipts due today. 

Countries that have made use of Option B are Austria, Belgium, Brazil, Finland, 
Germany, Japan, the Netherlands, Spain, Sweden, Switzerland and the United 
States. Of these Austria, Finland, Germany, Sweden, and Switzerland are infre
quent users, choosing Option B only in one or two cases each. 

The heaviest users of Option B are Belgium, Japan, the Netherlands, and the 
United States. Japan uses Option A for ODA debts owed by the least developed 
countries, Option B for ODA debts owed by other low-income countries, and Option 
C for commercial credits. The Netherlands has used Option B in all but one case. 
The United States is forgiving bilateral debts for fifteen African countries and Ban
gladesh using authority provided under Section 572; we use Option B exclusively in 
Toronto Terms cases. 

We do not have a breakdown of the amounts that particular creditor countries 
have rescheduled under Option B. The total amount rescheduled under Option B 
from October 1988 to December 1990 is approximately $1,812 million. 

RESCHEDULNG UNDER OPrION B, TORONO TaaMS 

We do not have a breakdown of the amounts that particular creditor countries 
have rescheduled under Option B. We do have a list of creditors making use of that 
option, and we have a breakdown of the amounts involved by debtor country. 

Choice of Options by Creditors.--Countries that have made use of Option B are 
Austria, Belgium, Brazil, Finland, Germany, Japan, the Netherlands, Spain, 
Sweden, Switzerland, and the United States. Of these Austria, Finland, Germany, 
Sweden, and Switzerland are infrequent users, choosing Option B only in one or two 
cases each. 

The heaviest users of Option B are Belgium, Japan, the Netherlands, and the 
United States. Japan uses Option A for ODA debts owed by the least developed 
countries, Option B for ODA debts owed by other low-income countries, and option 
C for commercial credits. The Netherlands has used Option B in all but one case 
(Tanzania-Option C). The United States uses Option B exclusively in Toronto 
Terms cases, although separately we have forgiven bilateral debts for sixteen Afri
can countries and Bangladesh using authority provided under Section 572. 

Beneficiary Countries.-FromOctober 1988, when the Toronto Terms began to be 
implemented, until the end of December 1990, the following low-income countries 
received Paris Club reschedulings in the designated amounts under Option B: 
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Besin . ....,, .
 .. 193 63 28 102...............
CntAk.Rep , ........................................
........ .. 32 13 2 18
 
Equator... . ...................
...........
WM. ............................................ 38 35
.... .. 10 ..... 17 32
 
Gua................................... 
 123 ' 68 26 31
G nea-............................ 
 ....... 21 4
........ 
 3 14
" .....................................................................................................
393 211 117 65
Mal. ................... ......... 107 48 , 
 5
Mauitana ............................ ....... 
 52 26 13 13
Mozamtique ............................................ 16.......................
....................................
719 181 46 490
Niger ........................................................
..................................................
. 164 139 16 10
5en al ............... .........................................
.... . ........ 250 
 159 34 57
Taria ......... .... ......... 
 . . ......576 125 144 307
Too........................................................................
....................................
. 164 .53 42 69
 
Uga8da ;...................1 8.......
.....................................................................................
89 3 78
ire . ............ ............
...................... ,530 30 820 410
.............................. 

z ......................... 
 963 72 '266 625
BorMa....... ........... 
 "".."......'....
300 25 206 69
 ................................................................................................................
123 1 30 92
 

Total
............................................ 
 ......... 1,528 1,812 2,507
5,847 

ThiNWAD TaRNs 
Questi'in. It seems that restructuring of the debt portfolio of a country ratherthan rescheduling of countr7 arrears and payments due over a brief period has usually held out more promise in dealing with countries' debt problems.
a. DO o agree that debt restructuring is better than debt rescheduling? If not,


why notr
b. Do you agree that the "Trinidad Terms" in the Paris Club would end the prob
lem of the free riding countries?


C.What is the budget estimate of the cost to the USG of implementing TrinidadTerms for the poorest countries and the debts and countries that would be affected?
Answer. Debt rescheduling is simply one form of debt restructuring. The form of
restructuring (rescheduling, forgiveness, refinancing, etc.) nppropriate in a givencase depends on the circumstances of the debtor country and ,ether it is insolvent 
or merely illiquid.

If the country faces a bulge in payment or a shortfall in resources which tempo.
rarily constrains its ability to Pay, but its underlying economic situation is sound,
we would consider it a case of illiquidity and conclude that rescheduling would besufficient. On the other hand, if the country clearly has more debt than it can everservice, even under extremely generous rescheduling scenarios, reduction of that
debt might be considered. 

The question illustrates the difficulty of prescribing across-the-board solutionsrather than procedang on a case-by-case basis.Because many Sub-Saharan African countries are fundamentally insolvent, andwil have very imited access to private capital flows, the Administration has determined that debt forgiveness is appropriate. In contrast, partial debt reduciton ismore appropriate for Poland, Egypt and the countries of Latin America, in order toenoourage investment reforms and increase the rate of domestic and foreign invest
ment.

We have constantly under review the issue of equitable burdensharing, and we donot believe there is a "free-rider" problem with the Toronto Terms. If we were toadopt a "Trinidad Terms" approach, however, we still would have to address theburdensharing issue in designing the options.
The budgetary ramifications of implementing the Trinidad Terms are complex,depending on (a) the timing of the debt reduction, whether in FY 1991 or subsequently; (b) countries for which action would be taken; and (c) a determination ofhe Administration's legal authority to reduce different types of debt (AID, PL-480,
CCC or Eximbank). A two-thirds reduction in the stock of official debt for Sub-Saha

42-2 0-91-18 
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ran African countries eligible in FY 1991, as suggested in the Trinidad Terms, de
pending on the scoring methodology, could result in a budget cost of between $5 and 
$45 million. The budget cost in FY 1992 would be considerably higher due to credit 
reform. 

FOREIGN DEBTS OWED TO THE UNITED STATES RELATED TO WORLD WAR I 

Question. Mr. Secietary, the Treasury publication titled "Active Long-Term Cred
its of the United States" contains a section on long-term debts owed the U.S. arising
from World War I. What is surprising about it is that the table shows that there is 
$30 billion in these debts plus an additional $2.5 billion owed the U.S. by Germany.

Would you tell the Committee what efforts the Administration has made to col
lect these debts? 

$32.5 billion is an enormous amount of money. All other debt to the United States 
totals about $65 billion. Would you explain why no efforts have been made to collect 
these debts even though most of them are owed by highly industrialized and credit 
worthy countries? 

Is the US going around trying to squeeze the highly indebted low and middle 
income countries to repay their debts to the US while ignoring the large debts owed 
by the West European countries? 

Answer. The collection of the delinquent principal and accrued interest on World 
War I debt owed to this country by our then European Allies presents special prob
lems. Most debtor countries fulfilled their commitments under the debt agreements
until the depression. Aside from a few countries, however, the debtor governments
have made no payments since 1933. The principal debtor governments (except the 
Soviet Union, which repudiated all foreign debts in January 1918) have never 
denied the validity of the debts. Despite their clear legal validity, however, the debts 
are, as a practical matter, inextricably bound up with the whole question of German 
war reparations and the intra-European debts generated during World War I. 

Many European countries are themselves net creditors on World War I indebted
ness, with Germany owing them more than they in turn owe. These nations have,
since the early 1930's, steadfastly maintained that they would only resume pay
ments on their war debts to the United States on the condition that the issue of 
Germany's war reparations was satisfactorily settled. Resolution of the problem of 
government claims against Germany arising from World War I was deferred "until 
a final general settlement of this matter" by the 1953 London Agreement on 
German external debts, to which the United States is a party. This agreement was 
ratified by the United States Senate and has the status of a treaty.

Regarding the debts owed by the low-income developing countries, the U.S. is 
taking a leading role in providing debt relief for these countries, both through bilat
eral debt reduction and debt reschedulings within the Paris Club. 

Question. Would you provide the Committee a detailed report concerning the 
origin of these debts for each country and an explanation of their legal status, and 
what Administration policy is in regard to collecting them and why?

Answer. No answer was provided to the Committee. 

LwAL REviEw OF DEBT RELATED LEGISLATION AND ATTORNEY GENERAL OPINIONS 

Question. Mr. Secretary, last fall I asked the American Law Division of the Con
gressional Research Service to research all legislation related to international debt 
and all appropriate Attorney Ceneral Opinions. That work is almost completed and 
a report should be ready soon. 

I will tell you that what CRS found was a broad variety of conflicting laws and 
conflicting attorney general opinions.

A review of the material and the fact that no clear delegation of authority has 
over been given to the Executive Branch to reschedule international debt in the 
Paris Club or to restructure debt in certain circumstances suggests to me that we 
should work toward a major rewrite of the existing laws in the international debt 
area in order to clarify their intent and application.

Will you have Treasury lawyers review this CRS material and work toward clear
ing up these authorities with the Committee or toward the Administration making 
a proposal in this regard? 

Answer. We are happy to explore this issue anJ will be in contact with your staff. 

AsN DzvwLOPMENT BANK 
Question. Mr. Secretary, will you explain why it is important for us to contribute 

with only the Japanese in a special capital increase for the Asian Development 
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Bank? The President of the Bank is Japanese and it funds Asian countries whereUS business is frankly not all that active compared to Japanese business. Why is itimportant for the U.S. to play "keeping up with the Joneses" by matching contributions for the Asian Bank with the Japanese?It is important for us to contribute to the Special Capital Increase of the AsianDevelopment Bank in order to maintain parity with 1,ne Japanese in terms of influence in the Bank. Although the President 'f the Bnk is Japanese, a large percentage of its senior officers are American. Mort: 'ri-rtantly, by virtue of our positionas the other major shareholder, we are able to play a decisive role in the decisionmaking of the Bank's Board of Directors on its policies and programs. A diminutionof our share of the Bank's stock would be taken a sign of a weakened U.S. commitment to it.This in turn, could result in an erosion in our ability to ensure that the Bankoperates generally in support of U.S. economic and political objectives in Asia. Asthe preeminent development institution in the region, the Bank makes a significantcontribution to the economic growth and development of the poorer Asian countries.In the process, it exerts, directly and indirectly, a significant influence in favor ofthe adoption of market-oriented economic policies and participation in the international economic system.We need to ensure that the Bank continues to exert its influence in this direction.The United States has a substantial economic stake in Asia: Our trans-Pacific tradeis 50 percent greater than our trade across the Atlantic; U.S. direct investment inthe region totals almost $20 billion. It is the fastest growing region in the world andthese rapidly developing economic ties to the Asian countries are increasingly important to our economic well-being. We need to maintain all the means at our disposal to encourage the development of economic conditions that will be favorable tothe continued expansion of those ties. Contributing to the ADB's Special Capital Increase is one way that we can do so. 

EUROPEAN BANK FOR RECONSfrRucriON AND DEVELOPMENT 
Question. I understand that the East European Bank is having difficulty gettingstarted, that the President of the Bank, Mr. Attali, is promoting a French agendaover the objections of other donors and loan recipients. I have heard that theplanned average bank salaries are about $175,000 per year but that there is still aproblem recruiting staff.Would you comment on all these problems and also provide the Committee for therecord the planned staff compensation levels and how they compare to IMF, IBRD,and the other MDB salary structures?Answer. It is true that the Bank has thus far failed to produce some of the detailed operational policy and strategy papers that are needed before the bank canbegin actual operations. The Administration has obtained a commitment fromEBRD management to give priority to the formulation of individual country strategy papers and operational policy papers in areas such as the environment, financialpolicy, procurement, project evaluation and human rights.There isa 
tendency inthe Bank to focus on the integration of Eastern Euro
into the Western European economic network. I believe, however, that we will beable to work through high level U.S. staff and .i,e U.S. Director and Alternate Director to ensure that U.S. interests in Eastern Europe are taken into account. Bankmanagement and staff are determined to give the Bank a strong private sector orientation.


The average EBRD salary is close to about 39,000 pounds, which is the mid-point
salary for a middle level professional at the EBRD. At exchange rates prevailing onMarch 19, 1991, this comes to about $69,600. Although the salary appears to be high,it is not an outrageous salary when the cost of living in London compared to a citylike Washingtion is taken into account. It would be considered a somewhat aboveaverage salary for a comparable professional position in the London private sector.It was mainly on London private sector salaries that EBRD professional salaries are
based.
There is littlk concrete evidence that the EBRD is having problems recruitingstaff. There is, however, anecdotal evidence that the Bank has been turned down byseveral professionals, including Americans, working for the World Bank and for private companies in Europe or the United States. The reason given in these cases hasbeen that the EBRD compensation package is not attractive enough to lure somepeople with satisfactory employment away from their present occupations. Attachedis a chart showing mid-point EBRD salaries in relation to comparable positions inthe World Bank. 
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COMPARISON OF EBRD AND WORLD BANK SALARIES 
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THE BRADY PLAN 

Question:.What do you see as next steps or next countries in making Brady Plan 
progress? Will we ever see big debtors like Argentina and Brazil addressed? When 
will we begin to see commercial bankers having positive net lending to the develop
ing world again?

Answer. We continue to see countries reach agreement with their commercial 
banks on financing packages that include debt and/or debt service reduction. Most 
recently, Uruguay and Nigeria have entered into such agreements, joining Mexico,
Costa Rica, the Philippines, Chile, Venezuela, and Morocco. Nearly a dozen coun
tries-including Bolivia, Brazil, the Cote d'Ivoire, Ecuador and Poland are at vari
ous stages of discussions with their commercial bank creditors. 

The prospects for agreements for Argentina and Brazil have improved. Argentina
is implementing a strong economic reform program, and Brazil recently reached 
agreement with creditor banks or, interest arrears. Dedicated pursuit of economic 
reform will be the most important factor in bringing about stability and growth and 
infacilitating comprehensive agreements with commercial banks.Argentina is cur
rently making partial payments to its banks and is reducing its commercial bank 
debt through a privatization program. Brazil has recently agreed to make partial
payments to its banks and is expected to begin discussions on a more comprehensive
package in the near future. 

As countries in Latin America and the Caribbean complete the course of ieform 
and put in place sound economic policies, including measures to open their invest
ment regimes, they will improve their ability to attract capital. We have already 
seen evidence of this trend in countries with strong records in implementing re
forms. Chile is a good example of a country which has successfully completed a 
course of economic reform with the IMF and soundly managing its economy; on this 
basis, the Government of Chile recently accomplished a successful bond issue, pro
viding the country with "new" money. In addition, successfully concluded agree
ments between Venezuela and Mexico and their respective commercial creditors 
have helped these countries regain access to the international capital markets. 

WORLD BANK/IMF AND THE SovIEr UNION 

Question:In December, 1990, the World Bank and IMF, along with the OECD and 
European Bank, issued a report on the Soviet economy and criteria for Western as
sistance. President Bush also has at one point suggested a "special status" for the 
Soviet Union inthe World Bank and the IMF. Could you review for us each of these 
proposals: whether the Bank and/or Fund provided any sort of assistance, technical 
or otherwise over the past year,and where is that now; what future plans are for 
the Bank and IMF in dealing with the USSR? 

Answer. The report by the IMF et al. (requested by the G-7)was comprehensive 
assessment of the Soviet economic situation, recent reforms, and the kinds of re
forms necessary to make the transition to a market economy. The report concluded, 
and we agree, that a radical approach to reform, including both macroeconomic sta. 
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bilization measures and structural reforms from the start, would have the best
chance for success.

As follow.up to the study, last December the President proposed a Special Association of the Soviet Union with the IMF and the World Bank to: (a) provide IFI technical economic and financial expertise to the Soviets; (b) establish an initial SovietIFI relationship before addressing the issue of full membership; and (c) strengthenthe Soviet commitment to real economic reform. The U.S. approach was deliberatelycautious to permit us to respond flexibly to the uncertain course of events in theSoviet Union. The Special Association proposal did not entail any pre-commitmentto IMF membership. (Prior to membership neither the Fund nor the Bank can provide any financial assistance.) Thus far, technical contacts between the Soviets andthe IFIs have been limited to the information gathering effort by IFI officials con
ducting the study.

Recent events in the Baltic and economic policy developments cast serious doubton the Soviet commitment to liberalization and undermine the basis for buildingSoviet-IFI relations. Neither technical assistance nor financial assistance will servemuch purpose if the Soviets are not willing to take the necessary steps to make thetransition to a market economy. Thus, the United States decided in January that itwould not move forward with the Special Association proposal at this time, and theG-7 agreed. There can be no progress in Soviet relations with IFIs until the Soviets
demonstrate their commitment to real reform. 

ENVIRONMENTAL STAFFING 

Question: Administration officials have opposed a top down approach to alternative development in the third world. Rather we are told a variety of solutions basedon individual needs of developing nations are most appropriate. This I would agreewith. The problem is and continues to be; that Congress has been attempting to getAID and the World Bank to address precisely these issues for the last five years.Specifically, Congress has had to force AID and the World Bank to engage in increased environmental staffing. In addition the Congress has attempted to redirectthA World Bank's lending policies to promote environmentally sound development.What is the Administration prepared to do to force improvements in the Bank'slending policies, and to insure that the GEF does not act as a substitute from real
reform? 

Answer. Treasury and the U.S. Executive Director have worked very closely withthe World Bank, other U.S. Government agencies, and various environmental groups and experts over the past year in a broad-based effort to strengthen theBank's forest policy. Within the Bank, this effort has entailed a seminar in theBank's Board and the preparation of an approach paper to guide the development of 
a new policy in this area.

It has involved the calling of a colloquium on the fundamental issue of sustainability in the management of tropical forests which was sponsored by the World Resources Institute. It has also included a sustained effort to bring about a reform and
strengthening of the Tropical Forestry Action Plan and the involvement of non-governmental groups, local community organizations and others in a more open and
 
transparent process.


Treasury also pressed for reform of the Energy Sector Management Assistance
Program (ESMAP) and creation of an energy unit for bank operation in Eastern
Europe. We plan to expand our efforts in energy conservation and efficiency overthe coming year. We have made it clear to the Bank and other donors that we seethe Global Environment Facility as a means to integrate global environmental considerations into the Bank's regular and on-going lending activties. 

IBRD ENVIRONMENTAL FUNDING 
Question. In 1989, out of a total of $4 billion in energy related World Bank lending, only $29 million was spent on solar and renewable energy projects. What harTreasury done to change this poor record?Answer. As I have just indicated, we have been instrumental in the reform andstrenthening of ESMAP and the establishment of a unit to focus on energy issues inthe Bank's operations in Eastern Europe. This year we will concentrate on gettingchanges in the Bank's overall approach to energy issues, much as we have on forestissues, and work closely with AID, EPA, the Department of Energy, and others toidentify specific opportunities to incorporate conservation and efficiency elements

into piojects already in the Bank's pipeline. 

http:follow.up
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Question. What specifically has Treasury done to respond to Congressional direc
tives on establishing intermediary entities to "bundle" smaller projects on renew
able energy?

Answer. We have certainly been in direct contact with all of the MDBs urging 
greater use of renewables. In the case of the World Bank and the Asian Develop
ment Bank, we have encouraged these two institutions to help sponsor a workshop 
that is to take place later this year in Malaysia and that is to be aimed at this par
ticular issue. It seeks to build on the work experience of U.S. firms and work 
through intermediate credit institutions and other organizations in borrowing coun
tries to publicize opportunities for greater use of renewables and establish a frame
work for lending. 

Question Why has the U.S. specifically refused to endorse the proposals by devel
oping countries that the U.S. and other G-7 countries commit to funding for alter
native development, given the fact that the U.S. has already specifically endorsed 
the creation of the Global Environmental Facility and is participating in the Mon
treal Protocol Facilities Fund? 

Answer. The Unitad States is making funds available to finance projects under 
both the Montreal Protocol and the Global Environment Facility. As part of this 
participation, we are pressing for establishment of appropriate environmental poli
cies in borrowing countries and for preparation of pilot project proposals that pro
vide clear global environmental benefit and that would not normally have been fi
nanced as part of regular and on-going lending. We regard the facility as a mecha
nism through which the Bank can incorporate the global environmental consider
ations established through the work of the facility into its overall lending programs. 

Questions for the Record From Mr. Gray 

SUBMITTED TO DEPARTMENT OF TREASURY 

CARICOM ExPoRT EARNINGS SUPPORTING DSr Smvicz 

Question. On a country by country basis, what percentage of CARICOM nations' 
export earnings goes towar international debt repayment (commercial and official 
debt combined)? 

Answer. The following table indicates the debt service as a :.ercentage of exports
of goods and services for 1989. 

Debt ServicelExportsof Goods and Services (1989) 

Per.1. 
Antigua & Barbuda...................................................................................................118.0.... 
The Bahamas................................................................................................................... 9d
 
Barbados ..........................................................................................................................
1 6.9 
Belize ..........................................................................................................................5.8 
Dominicaa ..........................................................................................................................
.9 
Grenada...................................................................................................................12.1 
Guyanaa..........................................................................................................................11.41.4 
Jamaica ...................................................................................... 80.5 
St. Kitts/Nevis .......................................... .........,......... 18.0 
St. Lucia ........................ ......... .................... ,2 
St. Vincent..................................., . ... ...........183...............! 18.3 
Trinidad and Tobago ........................................... 23.6 
11988 Data 
Sources: IMF, World Bank 

DEBT PROFILE COMPARISON OF CARICOM MEMBERS, CEmAL AND SOUTH AamcAN
 
COUNTRIES
 

Question. How is the debt profile of CARICOM member-states similar to, and dif
ferent from, that of the nations of Central and South America? 

Answer. The debt profiles of CARICOM member countries generally involve lower 
levels of overall debt relative to export earnings than the Central or South Ameri
can countries. With the exceptions of Jamaica, Trinidad & Tobago, Barbados and 
Antigua & Barbuda, the ratio of debt service/exports of goods & services is below 
15%. For the previously mentioned four exceptions, this ratio ranges from 17% to 
30%, with Jamaica recording the highest ratio. Conversely, a number of the Eastern 
Caribbean countries have ratios of less than 10%. 
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For most Central and South American countries, the ratio of debt service/exportsof goods & services averages more than 30%, and reached 67% and 50% in 1989 forArgentina and Brazil, respectively.The composition of debt differs markedly between the regions. The debt of theCARICOM countries primarily isofficial debt from multilateral development banks,with the exception of Trinidad & Tobago, which owes more than half of its debt toprivate creditoro. Although Jamaica and Guyana have substantial levels of officialbilateral debt to the United States, the levels of U.S. bilateral debt are insignificantfor the majority of CARICOM countries.The Southern Cone countries (Brazil, Uruguay, Argentina) owe the majority oftheir debt to private creditors, as do Colombia and Venezuela. The Central American countries tend to have high levels of official bilateral debt to the United Statesand relatively high debt levels to multilateral institutions.To summarize, CARICOM countries, with a few key exceptions, generally spend alower level of export earnings to service their debt than the South and CentralAmerican countries. This is due to overall lower levels of debt carried by CARICOMcountries relative to their capacity to earn foreign exchange. The composition ofdebt indicates that the main source of debt for most CARICOM countries are officialmultilateral loans. The private commercial banks were the primary source of debtfor the larger South American countries while the Untied States Government is thelargest single creditor for the majority of Central American countries. 

EXPORT EARNING CAPACITY COMPARISON 
Question. How does the export earning capacity of CARICOM member-states compare with that of the countries of Central and South America?Answer. The following table lists the export totals and exports as a percentage ofGDP for the respective countries to provide a comparison of export earning capac

ity. 

[eam Inafoe.-(1989)] 

andAntigua arda.............. 
 . ... . . . .. 26,TheBahamas.. .. .........TBahaas........ . .....................................
........................
........................
............................................................................... $22
. 68
............
Belizdad.... ........... 66.7
....... Z567
.......
Dominia ..................... 186 10.8
,".""'.....................
..... 
 .......... ..... 186
........... 
17..... 16.5
Beliena............................................................ 56.5.................
ii ..............................................................
"........
Domink............... 147 5 62.5
.
 
........................
Gradia 45 29.0................................................................................. 


..
tt/ica 28 15.1.............................................................................

.225 78.4Jamaicia ..................................................................................................................................................
St its/Neirls 970 25.097................................
0 28.0

uiaStL ............................................................................

St. icn ....................................................... 112 41.9
 
Trinidad - 65and Tobao .............................. 45.8
 .............
1,532 37.8Argentina .......................................... 
. 9,573 14.5Chile
..........................
.................... 
 9,478 37.5lNSa .......
.ad 


6...........................................................0...........................
6,00 15.3S ...........................................................................................

Guatemala ...... 497 7.7.................... 
 1,500 18.4Nicaragua ................................................................................................................. 

Urug y.a .... .......... 290 18.2
 ................................................................................................
1,599 21.7
Veezuela........... 
 ....................................................................... 
.........
12,992 2 8.9 

Stnin. IMF,Woxdanh 

PL-480 Dsnr or CARICOM CouNTmus 
Question. On a country-by-country basis, what is the current level of CARICOMmember-states PL-480 debt?Answer. As of September 30, 1990, only two countries in CARICOM had PL-480debt. Jamaica had$295.7 milion in debt outstanding and $3.7 million in arrears.Guyana had $31.7 milion in outstanding PL-480 debt. 
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Euorsu Cinmu Foa EAI DmT Rauz 
Question. Which Central/South American and CARICOM countries currently

meet the eligibility criteria for debt relief, as outlined by the EAI?
Answer. We have identified Chile, Jamaica and Bolivia as countries that are well

positioned to meet eligibility criteria. We believe these countries could qualify in the 
next few months. Ohter countries could also move to qualify for PL-480 debt reduc
tion in the near future. 

FLEXIBILITY OF THE ELIGIBILITY CnrrmuA 

Question. How flexible are the eligibility criteria?
 
Answer. We will look at each country on a case-by-case basis to determine wheth

er the criteria for debt reduction have been met. The eligibility criteria as laid out 
in the 1990 farm bill are the following:

The countries must have in effect or have received approval for, or, as appropriate
in exceptional circumstances, be making significant progress toward the establish
ment of: 

An IMF reform program and, as appropriate, a World Bank adjustment loan;
As appropriate, the countries must have reached agreement with commercial 

banks on a debt/debt service reduction program; and 
The countries must be instituting investment reforms in conjunction with the IDB

investment sector lending program or otherwise be making significant progress
toward an open investment regime.

Since a number of countries in CARICOM are not members of the IDB, we are
looking for ways to adapt the existing relationship between the IDB and the Carib
bean Development Bank (CDB) to permit lending in support of investment policy 
reforms. 

[STAFF NoTE.-Due to unforseen circumstances, the Committee 
had to cancel its panel of outside experts on international debt 
and environmental issues. Testimony prepared for that hearing
and directly related to issues addressed with the Secretary of the 
Treasury has been submitted for the record and is published as fol
lows:]

International Debt Issues: Richard Feinberg, Executive Vice
President, Overseas Development Council. Peter Hakim, Staff Di
rector, Inter-American Dialogue.

Environmental Issues: John Sawhill, President and CEO The 
Nature Conservancy. 
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Mr. Chairman, thank you forinviting me to testify'on the current
 

status of Third World debt, with an emphasis on Latin American 

countries. While events in the Persian Gulf and Eastern Europe have
 

pushed Latin America's economic problems off the front pages of our 

newspapers, our neighbors' financial woes continue to profoundly
 

affect U.S. interests in our hemisphere -- and of course, remain 

of great concern to the 400 million Latin Americans. 

Allow me to summarize the current situation as follows: 

Latin America's debt problems no longer'threaten the essential
 

stability of the international financial system. The official debt 

strategy followed during the 1980s gave the banks time to'either 

build up their reserves or sell off their loans. At the same time,' 

the major Latin American debtors have discarded the option of 

unified, unilateral default, electing instead .
 , to legally 

renegotiate their contractual obligations.
 

-- The Brady debt reduction plan, although laboriously slow and 

incomplete in its implementation, has further defused the *debt 

time bomb" by regularizing payments from two major debtors --

Mexico and Venezuela while holding out promise of eventual debt 

relief for other countries
 

-- Key indicators of the debt burden have begun to show some 
improvement, although they remain intolerably high. For example, 

1 
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according the International Monetary Fund, the ratio of external
 

debt stock to the export of good. and services for Latin America 
fell from 293 percent in 1985 to an estimated 255 percent in 1990.
 
Actual interest payments as a percentage of exports also declined. 

from 29 percent to 24 percent.'
 

-- Notwithstanding this progress, Latin America will continue to
 
transfer financial capital to international lenders on a net'basis
 

throughout this decade. There in no escape on the horizon from'this
 

perverse negative transfer.
 

The severity of this persistent debt overhang will depend in
 
large measure on 
the rate of growth in exports. Therefore the 
prospect of freer hemispheric trade, sketchedas out in the
 
President's Enterprise for the Americas Initiative, could be a kev
 

component in the eventual lifting of the debt burden.
 

The Badylan3
 

The Bzady 
debt reduction plan recognized that the negative
 

financial transfer (the excess of and
interest amortization
 
payments over new lending) 
-- which drained Latin America of $28 
billion in 1988 alone -- was depleting investment and contributing 

to the' prolonged depression grippinq the region. Since the
 

. IMF, World Economic Outlook. Washington, D.C.: IMF,
October, 1990, tables A48, A49.
 

2 
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commercial banks had clearly decided against increasing new 
lending, the only.way to reduce the negative transfer was to cut
 
repayments. Debt reduction was the correct--indeed the only-
realistic response to this negative transfer problem.
 

To date, in Latin America, Brady-style debt reduction agreements
 

have been reached with Mexico, Venezuela, Costa Rica, and Uruguay. 

Only the Costa Rican deal has cut deeply into the size of the debt
 
stock, disappointing those who felt that a strong, positive shock
 
was needed to "Jump start" the Latin American economies. However,
 
the other deals allow for service of the remaining debt without 

further, large-scale increases in the debt stock. 
They have also
 
normalized the countries' external accounts. The Mexico deal has
 
also had a favorable impact on business confidence, and it is to
 

be hoped that the more recent Venezuelan and Uruguayan deals will
 

have similarly positive effects.
2
 

Two of the four big debtors -- Argentina and Brazil -- remain mired 
in large and growing arrears. Despite strenuous efforts, neither
 
of these beleaguered countries has been able to gain control over
 
fiscal and exchange-rate policies, and fighting domestic inflation 
has taken priority over external debt. Since neither country has
 
been able to maintain an IMF-certifid stabilization program, 

neither is eligible for a Brady-style debt reduction program.
 

.2 Detailed analyses of the country deals can be found in
 
World Bank, World Debt Tables 1990-91. Washington, D.C.: The World
Bank, 1990, appendix 3.
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Nevertheless, progress in debt reduction is, coming in the Southern 
Cone through privatization and associated debt-equity swaps. Chile 
pioneered thisstrategy during the 1980s, and now Argentina has 
recently cancelled about $7 billion in external debt and plans to 
continue privatization until its debt has been whittled down to 
about half of its original size. 
 At that point, a formal, Brady
 
deal would be more feasible. Similarly, Brazil has announced plans 
for major privatizations. In both countries, it seems 
probable
 
that debt reduction agreements will eventually follow on the heals 
of more lasting stabilization programs and massive debt reduction:
 

through debt-equity swaps. 

In sum, the Brady plan is making progress, and! has demonstrated, 
flexibility in crafting deals 
that 'differentiate among country
 
circumstances. But progress has.. been painfully slow, and the 
staying power of some of the deals is open to question. Experience
 
suggests that Brady
the plan could be amended in the following 

ways:
 

-- A central forum should be designated to Drovide more,
 
concerted leadership, 
The IMF and World Bank should be given more' 
authority to force the pace of negotiations, and to debate and 
amend the debt strategy. In particular, many of the lesser debtors 
in the Caribbean Basin riud Sub-Saharan Africa would benefit from 
a normalization of their external finances, but the comercial 
banks need to be pushed to negotiate seriously.
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-- Debt necotiations should focus more on future caacitV to 
2A-L Currently, the outcomes of debt negotiations reflect a variety 
of factors, only dcme of which address the consistency of the term 
vith the ability of the debtor to resume growth. The T14 and World 
Bank should have the clear strategic objective of making each 
country's debt service conform to a payment stream consistent with 

sustainable growth. 

The IMF should increase its own lending to refom-minded 
debtors, 
and net disbursements 
should become 'significantly
 

Eositiv!L 
 Such a return to positive net flows is assumed in the 
IMF's own projections of demand for IMF credit, which are central
 
to the case for a quota increase. In fact, outstanding IMF credit 
to developing countries has been contracting steadily, falling from 
SDR 37.1 billion in 1985 to SDR 22.4 billion in November, 1990.'
 

The IM? and WorldBank should continue to seek to limit
 
the damage of adustment on theDoor and on 
the natural
 

Both institutions now accept that concern for the
 
equitable distribution of the burden of adjustment falls within
 
their mandates --
both as among countries and types of creditors,
 

3 . For a fuller treatment, see Catherine Gwin and RichardFeinberg, Pulling Toaether: TheInternational Monetary Fund ina
MulinoAWorLd. 
Washington, D.C.: Overseas
the Development
Council and Transaction Books, 1989.
 

4* IMF, InternationalFinancial Statistics. Washington, D.C.:
IMF, January, 1991, p.32.
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as well as 
within the debtor nation. Furthermore, both 
institutions now accept, that,stabilization and adjustment measures 
can affect the ecological balance. They must now amend their 
policies in order to pursue economic efficiency simultaneiously,with 
ecological sustainability, and to minimize trade-offs where they 

exist. 

-Contingencyclauses should be built into debt aureements. 
to offset external shocks beyond the control of the debtor 
agzz~mgntU The Brady plan is creating new debt instruments which 
will make renegotiation much more difficult. To compensate -for 
these rigidities, the agreements should allow, for temporary 
reduction in payments in the face of adverse external shocks, or 
for new lending to compensate for foreign exchange shortfalls. 
Enhanced payments would be expected when ,external conditions. 

improved. 

As the commercial banks pull back from Latin Ameria, a sharply 

rising percentage of the debt stock is being held by official
 
lenders, particularly 
 by the multilaterals. The International 
Monetary Fund, World Bank, and Inter-American Development Bank have 
assiduously avoided debt reschedulings, In order to maintain their 
prime credit ratings on international bond markets. But if in the
 
future countries run into debt servicing problems and are unable
 
to restructure their commercial debts, they will be, tempted to 
reduce payments to the ultilaterals. An fundere of the 
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mutilateralse it is in the interest of the U.S. government for 
measures to be taken to minimize this threat. 

The Rnternrie for-theAmericai Tnitiitii 

The Brady plan legitimized debt reduction on comercial debt. But 
as the commercial banks were quiok to point out, official debt is 
also a burden on developing econoies.' At 1988the Toronto 
economic summit, the industrial' nations had -already agreed to" 
forgive bilateral debts ovedby low-income nctions. The Enterprise 
for the Aerican Initiative (iAI) is a logical extension of the 

concept of debt reduction to'.'the debts ed "'y primari'ly middle-l. 

income countries to bilateral creditors.
 

The President's Initiative is timely and realistic, in that it 

would make dLjUm what has become du act -- the non-payment of 
official debts. According to the U.S. Treasury, some 80 developing 

nations are in arrears on debts to U.S. government agencies. In
 

many cases, actual cash flow may not 
be materially altered by
 
formal debt restructurings. Similarly, the impact on actual U.S.
 

government revenues may be small. 
But it is much better for both
 
creditors and debtors when the books are cleansed and financial-! 

transactions are regularized.
 

Latin America owes U.S." governmenti agencies about $12 . billion, 

overall. Almost 80 percent of' " totalthis i. owed to the U.S. 
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Agency for International Development and the U.s. Eximbank, vi 
the remainder being divided between Food" for .P a tFod
On or eace andt
 
Commodity Credit Corporation (see L.nble 1). Under current term 
the required debt service on these claim' would 'equal' about $4 
billion in 1991-94, or $1.2 billion a year.
 

In line with administration statement regardng possible discou: 
levels, I have estimated the potential debt service reduction unde 
the following assumptions: that-debts owed by'Alb-and under P.L.40 
are reduced by two-thirds, and that debt owed'ito the ExiMbank an
 
CCC are reduced by 15 percent. Under such assumptions, it follow
 
that Latin America would save about $1.6 billion in 1991-94, o
 
$400 million annually (see table'2). Ten countries would save ove
 
$50 million during this four-year Period: Argentina, Brazil, Chile 
Colombia, Mexico, Peru, Costa Rica, the Dominican Republic. 8: 
Salvador, and Jamaica. 

To be 
sure, these are calculations of future debt service or 
restructured 
debt in comparison 
to currently contracted o2
 
scheduled debt service. 
The difference between future debt service 
and currently expected debt service (which assums some arrears)
would be less. A calculation of the latter difference is embodied 
in the administration., 
request for 
budget authority of $310
 
million in FY1992. 
 Under the new credit reform principles, this 
"subsidy" estimate is the'difference between the present discounted 
value of the currently expected versus the new, projected stream
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of rescheduled payments, and embodies unstated assumptions, 

regardinq both paymentstream..
 

Participation of Other Donors
 

Detailed information on Latin American debts to bilateral donor. 

other than.the 0.S. in not available. Yet my estimates indicate;

that extending the"Initiative to other bilateral donors wouldyield' 

a total annual debt-service savings of between 
$1.,6 and, $2,1,.
 

billion --. four times "the savings on U.s. debts alone (see
 

appendix).
 

Customarily, bilateral debts are renegotiated under.theiaegis of
 

the Paris Club, the 
donors' cartel' for the renegotiation of.
 

government-to-government loans. 
 This arrangement assures equal 

treatment of all bilateral donorsi otherwise, concessions granted, 

by one creditor would make it easier for a debtor to service the 

claims of competing creditors. It would be an unfortunate break
 

with tradition if the U.S. were to forgive bilateral debts witbout'
 

other donor countries doing so as well.
 

The debt-reducing impact of the Bush proposale would be greatest'
 

if they assumed .a multilateral form within the ,Paris Club 

framework. Requirii: such .,equivalent treatment could delay 

implementation and disappint Latin America. . But if caught ,in a,

diplomatic scissors between the. U.S. and. Latin American.
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petitioners,,uropean and Japanese donors mlaht 'feel 'compelled to 
match our generosity. 

Even if multilateralized, the Bush debt Initiative cannot "lve.'
 

Latin America,s debt problem. According to World Bank sources,

bilateral debt accounts for only 14 percent of the region's total
 
debt stock of $429 billion, and the service on that bilateral debt
 
is only 10 percent of the $35 billion annual streamof interest and

principal repayments. But the Initiative should not be disparaged

for that reason. 
The normalization of 
Latin America's external. 
financing can only result from the net effect of many measures 
which attack the various components of the problem; commercial 
debts, direct investment, capital flight, domestic policies, etc.

The sharp reduction of official debts is not a substitute for,
actions in those areas, but it is one relevant piece of the puzzle. 

The centerpiece of the EAU 
 the promise of hemisphere-wide 
freer'.
 
trade -- should be understood an a key component of the debt
workout strategy. Indeed, perhaps the best measure of the debt 
service burden for Latin American countries is the ratio of net

financial transfer 
to the export of goods and services. The ratio 
underscores the izpportance of export growth in restoring the 
finnncial health of the Latin American economies.
 
To illustrate the importance of export growth rates, :I have 
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calculated two illustrative scenarios. The "pessimistic" scenario 

projects a repetition of te 'dismaltrade performance of the 1980s, 

with a nominal growth of exports of only 1.5 percent. The modestly 

"optimistic" scenario allows for nominal export growth of 7 

percent. Both scenarios use the same model to estimate net transfer 

levels.
 

Under both scenariosi,:the net transfer/export ratios fall, since
 

the numerator (the net transfer) declines albeit slowly while the
 

denominator (export growth) expands. Under the more pessimistic 

scenario, the ratio falls from 24 percent in 1990 to 17 percent by. 

1998, while undor the more optimistic scenario, the net transfer 

consumes only 10 percent of export earningn by 1998. If Latin 

America is able to attain this 10 percent ratio target by the end 

of the decade, we could truly say that the debt crisis would be 

definitively behind Uil. 

We should therefore continue to work to improve the Brady and Bush 

debt reduction programs, while increasingly turning our attention 

to tto trade component of the Enterprise for the Americas 

Initiative. In this way, we can begin to actually talk about 

freeing the hemisphere from Americasadebilitating debt4Latin 


burden.
 

Thank you very' uch.
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In his speech of Oune 27, Presiderht Bush announced a plan to reduce
Latin American 
debt outstanding 
to
significant amount. the U.S. governwent by a
 
a IS reduction of 

Assuming a 671 reduction of concessional, and
nonconcessional debt', it can be calculated that
the Latin 
American countries will 
save approximately IS$
billion in debt service during 1991 to
annually. 1994, or US$ 400 million
Should this initiative be accepted by all the other
governments with bilateral loans outstanding in Latin America, the
question is, 
in 
how much debt reduction
translate. this would eventually
Three different estimation procedures were
resulting in a total annual debt service relief of Ue 
applied,
 

2.2 billion, as shown in the table below. 
1.6 US$
 

TH£ IMPACT OF A GloOBAL BUSH INITIATIVE 
per year for 1991-1994 

(in US$ million@) 

Mehd 
 ethod 11 
 Method III
 

nonconcessional 
 459.4- 75.
'Total debt 1,197.0| / 
 '
 
service reduction 
1,580.4 
 l,2S1 
 2,220.0
 

The first rough estimate In calculating the effect of a general
the following:
 
reduction of bilateral debt in line with the Bush Initiative in
 
Given that the U.S. Government holds around 1/4 of all bilateral
debt outstanding in the region, the total reduction should simply
be four times the reduction resulting from the Bush Initiative.
Bence total reduction in debt service per year should amount to
around 
 S$ 1.6 billion.
 

The main problem in using Method I Is the fact that it does not
take into 
account 
the different

conceasional split of bilateral debt into
and nonconcessional. 
 Bowever, while 571 
of total
bilateral debt outstanding to the U.S. is concessional, for the
remaining public lenders only 239 turn out to be concessional.
 

a These shares are based on 
statements by U.S. Government
officials.
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Therefore a different estimation procedure Is applied,
 
Using the Initial assumptions regarding the extent of debt
 
reduction under the Bush Initiative, the reduction of debt service
 
on concessional debt would amount to 16.5% of total concessional
 
debt outstanding to the U.S. government, and a debt service
 
reduction on nonconcessional debt of 3.91 of total nonconcesslonal
 
debt outstanding. Applying these ratios to the remaining lenders
 
would lead to an additional reduction in debt service of U.S.$
 
1.463 billion in concessional and US$ 2.362.3 billion in
 
nonconcessional debt. This would result in an annual debt service
 
reduction of US 956.5 million. Bence, including the U.S. share,

the total reduction in debt service would amount to around US$ 1.35
 
billion. As expected this estimate turns out lower compared to
 
Method I due to the fact that the concessional share of bilateral
 
lending which carries the major share of the reduction is far lower
 
for other public lenders.
 

I4MTHOD III 
A further estimation procedure was applied based-on the World Debt 
Tables', in particular making use of the 'Debt Service Projections 
on Existing Pipeline,. Unfortunately, the World Bank does not 
rovide a breakdown of debt service payments to Official Creditors 
nto bilateral and multilateral# and further into concessional and 

monconcest'tonal. In order to obtain such a breakdown, time trends 
from 1982-1989 for principal as well as interest payments were used 
to calculate the average shares. 
The following results were applied in the estimation: 
- 'Bilateral" as percentage share of *Official, is 45% of principal
 
and 35% of interest payments;
 
- Concessional" as percentage share of DBilateral" Is 12% in
 
principal and 851 in interest payments;'
 
Eased on these percentage shares, Latin America will have to pay

US$ 19,263.6 millions in principal and VS$ 0,017.8 millions in
 
interest on its bilateral debt between 1991 and 1994. Applying a
 
reduction of concessional debt by 67% and of nonconcessiona debt
 
by 15%, principal payments will amount to US$ 15,171 million, and
 
interest payments to US$ 3,299.3 million between 1991 and 1994.
 
This translates into an average debt service reduction of US$ 2.2
 
billion per annum.
 

Richard Feinberg, Executive Vice President
 
Frank Sader, Research Assistaot
 

OVERSEAS VEVZW4PNENT COUNCIL 
October. 25., 1990 

.f t dAV&TAU 1989-90 edition, Yo., Analviiandlumary
Tables, pp.94-97 

a Correspondingly, the shares Sot flonconceal -reIll
 
principal and 15% Interest.
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External Debt and Free Trade in the Americas
 

Statement of Peter Hakim
 
Staff
Director


Inter-Ameican Dialogue 
Prepared for "h Subcommittee on Ibo4gn Operadons
Commnttee on Appropradons


Us House of Represntatives

WMsngton, D.C. 

Mah 19911want to thank the subcommittee for this opportunity to testify on the two mostImportant U.S. policy Initiatives toward Latin America In recent years. The first Isthe so-called Brady Plan, launched just two months after President Bush took office 
debt burdens. 
in 1989 and offering a new strategy for dealing with Latin America's accumulatedThe second, the Enterprise for the Americas Initiative, wasannounced by President Bush last June and called for a combination of measures tohelp strengthen Latin America's economies and foster more productive long-termeconomic relationships between the United States and the region. The proposedfree trade agreement with Mexico is vital to this second initiative. 

Let me start by emphasizing several crucial points: 
First, Latin America's deep economic and social problems are still afrom solution. Since 1982, long way

ever, one 
Latin America has been mired In its worst depressionthat has affected virtuallycumulative effects every county in the region. Andof that depression thenow pose severe obstaclesrecovery In all but a very few countries. to economic 

economic straits: 
Some figures will reveal Latin America's 

- The region's debt burdens are enormous.$100 billion greater than in 1982 
Iti aggregate debt exceeds.$420 billion,when the debt crisis first struck. Interestpayments on that debt, amounting to some $35 billion a year, deprive the regionof the resources It needs for investment and crucial Imports; they also keepsbudget deficits high, fuel inflation, and sap private investor confidence. 

- Latin America Is plagued by record levels of inflation. Average inflation for theregion as a whole last year was 1500 percent, ten times what it was in 1980. 
- Eight years of low investment have left most Latin American nations withdeteriorated physical plants, outdated technologies, and a lagging abilitycompete internationally. to 

- More people than ever are trapped in poverty. Unemployment stands athistoric highs in many countries;.wages have deterinraw,,h.Ah. 9 ,,Etad 

I 



more in some places; and the quality of housing, health care, and education has 
steadily worsened. 

Second, Latin America's economic hardships present a grave danger to the 
region's still fragile democratic institutions. Latin America has made Impressive 
strides toward democratic rule in recent years. Every country in the region, except 
Fidel Castro's Cuba, is now governed by elected civilian leadership. Yet the practice 
of democracy remains very uneven throughout the region - and, In fact, Is 
floundering in a many countries. No easy relationship can be drawn between 
economics and politics in the region, but economic distress has consistently 
undermined the credibility of democratic leaders and is frustrating the development 
of vibrant democracies. In some places, persistent economic crisis may yet lead to a 
return to authoritarian rule. 

Third, I believe that Latin America, with its population of 400 million people, Is 
important to the economic well-being of the United States. Even in the midst of 
depression, Latin America is a $50 billion a year market for U.S. exporters - larger, 
for example, than the Japanese market. An economically healthy and growing Latin 
America could absorb some $20 to $30 billion more in U.S. exports each year, an 
amount equivalent to what we now export to Germany. Of every dollar Latin 
America spends on imports, 50 cents comes to the United States. There is nowhere 
else in the world where we enjoy that kind of advantage. 

Fourth, although each Latin American country must take responsibility for Its 
own economic reconstruction, U.S. policy toward Latin America does make a 
difference. Trade policy matters because Latin America sends one had of Its exports 
to the United States; even more striking, increased sales to U.S. buyers represented 
more than 75 percent of Latin America's export growth in the 1980s. Debt policy 
matters, not only because U.S. government agencies and U.S. banks hold some 30 
percent of Latin American debt, but also because the international debt strategy 
followed by all of Latin America's creditors is largely shaped in Washington. And 
the U.S. government retains. predominant influence in the formulation of the 
lending policies of the major international financial institutions that serve Latin 
America. 

The two pillars of U.S. economic policy toward Latin America are now the Brady 
Plan and the Enterprise for the Americas Initiative. The first of these essentially 
looks backwards; it was designed to help resolve a devastating problem - Latin 
America's debt crisis - that had been festering for many years. The second, the 
Enterprise Initiative, in contrast, looks forward to the future; it offers a vision - still 
vague but nonetheless exciting - of a new economic (and perhaps political) 
relationship between the United States and Latin America. 

In the remainder of my testimony, I will try to answer three central'questions 
about each of these initiatives: What have they accomplished so far? What do they 
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currently promise? And what can be done to mcke' them more effective inachieving their alms? 
Th Bdy Pn 

The Brady Plan offered a crucial innovation in U.S. debt strategy (and hence inthe strategy pursued by Latin America's European and Japanese creditors as well). Itreversed long-standing U.S. policy calling for Latin American countries fully torepay their loans. The Brady Plan acknowledged that Latin America's debts couldnot, in fact, be paid in full and called upon the commerdal banks to reduce theirLatin American debt claims (which accounted for some two-thirds of all outstandingobligations). In exchange, the banks were to be offered some guarantees that theirremaining claims would be paid. Backing up those guarantees were public resourcesmade available largely through the IWF and World Bank. 

Overall, the amount of debt reduction to date has been small. Indeed, in the twoyears since the Brady Plan was announced Latin America's aggregate debt hasactually increased, not declined. Out of 20 heavily-indebted Latin Americancountries, four - Mexico, Venezuela, Costa Rica, and Uruguayreductions with - have negotiatedtheir creditor banks. And three others - Chile, Colombia, andBolivia - each for different reasons, are not currently in need of debt relief. 
Two main problems have emerged In the Implementation of the Brady Plan.First, the amount of debt reduction being offered to qualifying countries may not besufficient to allow the countries both to resume growth and make good onremaining obligations. This their means that new relief packages may have to benegotiated at some point in the future - or that public resources will have to be usedto cover the guarantees. Second, the Brady strategy is not helping those countries in
greatest economic difficulty and most in need of debt relief.
 

Costa Rica has so far obtained 1he most generous debt reduction arrangement,reducing its commercial debt by 60 percent, but its overall debt declined by only 25percent. Mexico's debt payments have been reduced by only about 12 percent. Thefact is that a rise of one or two percentage points in international interest rates could
wipe out the entire value of the debt reduction provided so far.
 

There also, however, indirect benefits from debt relief.agreements 
are 

- Debt reductioncoupled with economic policy reforms - can help to restore businessconfidence and thereby may help to mobilize other sources of capital. Mexico seemsto have benefitted in this way, although it is too soon to determine whether thebenefits will endure over time. 

The countries that have had their debts reduced are among the strongesteconomic performers in Latin America. The dozen or so Latin American countriesin greatest economic distress now appear unlikely to qualify for relief under theBrady Plan, at least not any time soon. Most of them are already deeply in arrears to 
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their commercial creditors - and very few have managed to make much headway 
in reforming their economies. The problem in many cases can be traced to the 
weakness of political authority - which, in a vicious cycle, Is often a consequence of 
economic failure. But whatever the cause of their distress, the Brady Plan offers 
these countries no relief. 

Three specific steps are now needed to make the Brady Plan work more 
effectively: 

First, the amount of debt reduction should no longer be left entirely to 
negotiations between the countries and the banks. Either the World Bank or 
International Monetary Fund should be charged with establishing a debt-reduction 
target for each country seeking a Brady Plan agreement, and perhaps be called on to 
serve as a mediator in the actual negotiations. The objective would be to assure that 
adequate relief is provided to eligible countries - and that debt repayment 
guarantees do not exceed the amount that each country can, in fact, pay back and 
thereby, put public resources at risk. 

Second, the initiation of debt-reduction negotiations should not be delayed until 
a country has satisfied all the requirements for reaching an agreement. Several 
major countries, most prominently Brazil and Argentina, do not yet qualify for debt 
relief. They are in arrears on their commercial debt and their economies are being 
battered by hyperinflation and large budget deficits. Currently, negotiations for 
Brady Plan relief can only begin when these problems are brought under control. 
Yet massive debts and mounting arrears compound the problems, because they are a 
source of uncertainty that frightens investors and contributes to capital flight and 
financial speculation. This is the "Catch 22": the countries' efforts to put their 
economies in order are frustrated by their debt burdens; but they can expect no relief 
from the burdens until they manage to reorder their economies. 

This cycle could be broken if the commercial banks and debtor countries like 
Brazil and Argentina undertook - perhaps with World Bank and IMF mediating 
help - to establish the basic framework and objectives of a debt-reduction agreement 
that would be refined and implemented when the countries fulfilled the 
appropriate conditions for doing so. By reducing future uncertainties, such a 
framework agreement could serve as a crucial incentive for the countries to persist 
in their reform efforts and would reassure investors that debt would not be an 
insurmountable obstacle to continued recovery and growth. 

Third, the Brady Plan must be made relevant to the large group of countries that 
need massive and immediate relief but cannot hope to meet the conditions for such 
relief in the foreseeable future because of the sad state of their economies. These 
countries - Including Peru, the Dominican Republic, Honduras, and Nicaragua, 
among others - have not been paying interest for some time, and probably will 
never be able to meet more than a very small fraction of their debt obligations. If 
these countries are ever to get back on their feet, most, if not all, of their debt will 
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have to be forgiven. Together, they account for only a small portion of outstandlndebt, so the cost of relief should not be burdensome to creditors. Such relief shoulclearly be restricted to those countries that are pursuing economic reform prograunder the aegis of the World Bank or the IM. 

The Enteprise for the Americas Intiath-e 

The Enterprise for the Americas Initiative proposes to reduce the official bilateradebts Latin American countries owe to the United States. As such, it complementthe Brady Plan's provision for commercial debt relief. Although the amount of U.Sofficial debt is limited - totalling only about $12 billion, or less than three percent othe region's overall debt - some smaller countries of the Central America and th(Caribbean do stand to obtain meaningful benefits. And the benefits couldconsiderably greater if the United States is able to convince Japan and Europe to joi
b 

in official debt reduction efforts in Latin America. Moreover, the funds that wouldbe made available for environmental programs could be of major significance in aregion suffering severe ecological problems. 

The second leg of the Enterprise Initiative - calling for the establishment of aspecial investment promotion fund - will also be of only modest value to mostLatin American countries. The proposed $100 million In U.S. support a year willjust not go very far, even if Europe and Japan each agree - as they have been askedto do - to contribute similar amounts. 

The Enterprise Initiative's enthusiastic welcomeexplained by Its trade 
In Latin America is mostlyprovision - specifically its proposal forestablishment of a free trade zone 

the eventual
throughout the Americas.market - Access to the U.S.which now absorbs some $60 billion In Latin American exports each year is what is crucial to the region's prospects for recovery and growth. Expanded tradewith the United States can help Latin America build a dynamic export sector andattract a steady flow of foreign investment. 

The timing of the Enterprise Initiative - as well as President Bush's subsequentvisit to Latin America last December - was propitious. Latin Americans have beenconcerned that their region would be ignored In a post-cold war world, as U.S.
attention turned to Eastern Europe, to the economically dynamic countries of Asia,
and to the Middle East. That concern has been compounded by the uncertaintiessurrounding the Uruguay Round of GAIT negotiations and the apparent trendtoward the creation of regional trading blocs from which Latin America might beexcluded. Both the Enterprise Initiative and the President's visit signalled that,despite the dramatic global changes taking place, Latin America was still considered a significant area for U.S. attention. 

Just as important, the Initiative focused exclusively on economic policy issues -which Latin Americans have long felt should be at the center of their relationshipwith the United States. Washington finally seemed ready to place commercial and 
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financial ties, not security and drugs, at the core of its relations with Latin America. 
Finally, Latin Americans appreciated the Initiative's emphasis on multilateralism, a 
welcome change from the unilateral and bilateral approaches that have long 
dominated U.S. policy In the region. 

All told, the Enterprise Initiative has created the potential for constructively 
recasting U.S.-Latin American relations. The new relationship would be based on 
the mutual interests and longer-term priorities of both sides; it would no longer be 
defined mainly by the concerns of Washington or respond only to situations of crisis 
in the region. 

The challenge for the United Slates and the countries of Latin America is how to 
give substance and definition to the Initiative, particularly to Its proposal for free 
hemispheric trade - and thereby sustain what momentum has been generated and 
avoid dashing the expectations that have been created. 

Latin American countries do not expect to achieve special trade arrangements 
with the United States overnight. They recognize that Washington's first priorities 
are the successful completion of the Uruguay Round and the establishment of a free 
trade agreement with Mexico, far and away the major U.S. trading partner in the 
region. But as the United States proceeds on these fronts, Latin Americans want 
clear signals that Washington will subsequently move forcefully toward 
hemisphere-wide free trade negotiations. 

The United States has already taken a first step by signing bilateral "framework 
agreements" with a number of Latin American countries. By specifying the key 
issues and problems for trade negotiations and creating bilateral mechanisms for 
discussing them, these agreements are a helpful, albeit modest, starting point. Four 
other steps should now be taken: 

First, the United States should move quickly to implement the non-trade 
provisions of the Enterprise Initiative. Although the likely benefits from these 
provisions - i.e. the bilateral debt reduction and the creation of an investment 
promotion fund - are small, so is their cost to the United States. Yet action on them 
would provide reassurances of Washington's commitment to the Initiative overall, 
as would concerted U.S. efforts to secure the participation of Japan and Europe. 

Second, the United States should continue to encourage Latin American 
countries to reach their own sub-regional trade arrangements. Such arrangements 
are crucial in building toward a genuine hemispheric free trade area that would get 
beyond bilateral trade deals between the United States and Individual Latin. 
American countries. 

Third, the United States should promote the establishment of a new regional 
organization - along the lines of the Americas Commission proposed by Richard 
Feinberg - that would help to structure and facilitate trade negotiations in the 
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hemisphere. Such an institution, if properly staffed and organized, would serve allcountries as a crucial forum for trade discussions, a source for continuing analysisand information on trade matters, and eventually as a mechanism for disputeresolution. 

Fourth and finally, Washington - as discussed in detail - should seek toaccelerate debt relief in Latin America, primarily by making the Brady Plan work forall countries in the region ready to pursue needed economic reforms. Maintainingthe fiction that unpayable debt will somehow and at some time be paid does no oneany good  not the commercial banks, the Latin American countries,taxpayers. or the U.S.Latin American countries are already major trading partners with theUnited States. They will become far more important and stronger partners oncethey regain their economic health, and debt relief is a crucial element in their 
recovery. 

No one expects the United States to resolve Latin America's economic problems.That is mainly up to the Latin American countries themselves. What they wantand need from us is not aid - but expanded opportunities to compete for sales andinvestment capital in U.S. markets, In exchange, they have made clear that they arewilling to open up their markets to U.S. exporters and investors. This Is preciselythe kind of mutually beneficial relationship we should be seeking to establish with
the region. 
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Mr. Chairman, members of the Committee, I thank you for this
 
opportunity to discuss third world debt and the environment. My
 
name is John Sahill, and I am President and Chief Executive
 
Officer of The Nature Conservancy. We are an international non
profit conservation organization dedicated to the protection of 
biological diversity through the protection of threatened species
 
and ecosystems.
 

I appear before you today as both an economist and a 
conservationist. I feel fortunate to have this opportunity because 
the issue of debt and non-sustainable resource exploitation are 
indeed closely linked. The committee has shown great wisdom in 
discussing these issues together.
 

My major points today are:.
 

. There is an inextricable link between debt and the
 
environment. 

- Continuity of funding is essential to sustainable natural 
resource management and can be achieved using debt swaps to 
capitalize independent, national level Conservation Trust Funds in 
each indebted country.
 

* The scale of debt-for-nature swaps to date is inadequate to 
address either the debt burden or environmental needs. 

I will discuss in greater detail our recommendations, but for 
the sake of time and clarity I will summarize our thoughts on how
 
to increase the amounts of debt available for debt-for-nature 
swaps. 

Sumsrv recommendations 

1. Congress should authorize the inclusion of all types of 
non-military bilateral debt to be eligible under the 
Enterprise for the Americas initiative.
 

2. Congress should encourage increased U.S. AID grant
 
assistance for commercial debt purchases, and use its
 
influence to encourage the World Bank and other development
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banks to make grants and loans to countries and G0W for thepurpose of converting commercial debt into Conservation Trust
Funds. 

3. Congress should explore mechanism for bringing debt-fornature swaps to the table during Brady Plan negotiations,including enhancing the role of MDB's in debt reduction buybacks for conservation, and examining tax and accountingregulations for commercial debt donations. 
Linkage Between Debt and Environment 

it is an unhappy reality that those nations experiencing thegreatest environmental degradation lie in the tropical orsubtropical regions of the world, where habitat for more than twothirds of the plant's species is located. it is not sim;,y anunfortunate coincidence, howeve, that nationsthose facing thegravest environmental challenges are also those most burdened by
foreign debt. It has become increasingly clear to environmentalistsand policy makers that a nation's debt profile and environmental
profile are linked, and that a solution to one crisis must involvea solution to the other.
 

Most of the countries comprising the earth's tropical forest
belt are characterized by poverty, rapid population growth, andeconomic underdevelopment. Yet, the tremendous foreign debt burdenon many of these countries has served to aggravate each of these
critical social problems. Since the 
early 1980a, when debt
servicing and foreign aid are balanced out, there in a net outflowof capital from the developing world to the industrialized north.
The causes of this new south-to-north transfer of wealth go back
to the 1970s--a decade of cheap money and lax lending policies.
Excessive borrowing and 
lending occurred throughout the decade,
causing a debt overload in many developing countries.
 
As a consequence of the pressure to repay debts, and at the
same time address critical social problems with a shrinking revenuebase, public funds to protect and manage wildlife habitats haveevaporated. In those countries where such public funds may beavailable, they are usually inadequate. More importantly, thelooming foreign debt forces many countries into rapid, short-term,and unsustainable exploitation of their natural resources andexacerbates social pressures on the environment.
 
To date, debt-for-nature 
swaps have attempted to take
advantage of the debt/environment nexus to generate needed funds
for unprotected ecosystems and sustainable development by 
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convertLng unpaid commercial loans of indebted countries into fundsfor conservation activities in those countries. Debt-for-nature swaps are a creative financial mechanism that have generated muchneeded financial resources for the environment. 

An a dramatic 
example of this, in Ecuador The Nature
Conservancy and World Wildlife Fund jointly purchased $10 millionof Ecuadorian debt from New York banks at twelve cents on thedollar. We donated this debt to the Ecuadorian Nature Foundation.The Ecuadorian Nature Foundation then swapped the debt at theirCentral Bank for $10 million of local currency bonds maturing over seven years. Each dollar invested resulted in over eight dollars
of new conservation capital which in turn generated interest andprincipal payments for the life of the new debt instrument. 

Continuity of Fundino/Conservation Trust Funds 

The most important result of any of these swaps has been the
creation of a predictable, stable income 
stream for natural
 resource management. Continuity of funding is the key here. 
By
using debt swap proceeds to create independent, country-levelConservation Trust Funds it has been possible to begin to plan forsustainable resource management over the long term.
 

To date almost a dozen countries are putting in place nationallevel Conservation Trust Funds involving a new six of players: 
key
representatives of government, the private 
sector and often theinternational donor community. Countries moving formally orinformally in this direction include Costa Rica, the Dominican
Republic, Bolivia, Ecuador, Jamaica, Panama, Paraguay, Argentina,

El Salvador, Madagascar and Bhutan.
 

These Conservation Trust 
Funds act as intermediaries,rhannelling funds to qualified private and public agencies involvedin natural resource management and protection. They are in theest position to determine their nation's environmental prioritiesjsing their evolving national conservation strategies as;uidelines. 
They are also the best judges of the needs, abilities,
ind capacity of the organizations involved in carrying out the
)rojects. Accordingly, they can contract with fiduciary agents to
)rofessionally manage the trust's principal in order to maintain
Lts value and provide income as required and at the same time playk crucial role in project assessment, resource allocation and
wersight.
 

These new Conservation Trust Funds are unique in other ways.
Although many have or intend to use debt swaps as a major source
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of funding, most are being structured to insure that they can 
accept funds from a variety of sources including grants from
international and domestic, private and public organizations.
National conservation trusts are in an ideal position to manage a

variety of smaller projects which larger donov organizations are

mostly unable to do. They may also provide the supervision,
evaluation, and accountability not always feasible on a small 
scale. 

A prime example of this new vehicle is the recently created
National Environmental Fund in Bolivia. The Fund (FONAHA) is
structured 
to act as an umbrella trust with sub-accounts responsive
to specific programs or donors such as the Enterprise for the
Americas. In addition to various government representatives, threeNGOs serve on the administering board of the Fund, including the 
Bolivian Indigenous Peoples Federation.
 

The Bolivian model is exceptional. It is designed to
coordinate an overall country plan for conservation and sustainable
development while allowing maximum flexibility to each donor or
sub-account. It is being advanced by the second poorest country
of this hemisphere and implicitly recognizes 
that sustainable
 
resource management 
must be integrated into any sustainable
 
economic system. 
 NGOs and indigenous peoples participation has
 
been actively solicited by the Bolivian government.
 

These intermediary-type trusts realize that protection aloneis insufficient as a means of conserving natural resources. 
Environmental education, scientific
training, research, and

compatible economic development activities are all required to

insure that protected areas and the people that live in and around
 
them find a mutually beneficial balance.
 

Scale of Debt-for-Nature Swans Inadeauate
 

Although impressive in appearance, and representing a great

deal of 
effort on the part of the international conservation
community, debt swaps have redirected what amounts to only a 
jingling of change in the pockets of the world's creditors. 

To date approximately $100 million of debt-for-nature swaps

have been realized in Latin America out of a total indebtedness of
 
over $400 billion.
 

Debt buy-backs, which allow countries to receive loans andgrants from lenders like the World and Japan toBank purchase
portions of their own commercial debt as part of debt restructuring 
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agreements, show promise, but thus far are being made with no 
environmental conditions. Debt renegotiations should not ignore 
this extraordinary opportunity for environmental and developmental 
funding available through debt-fot-nature swaps.
 

Finally, a large source of debt--that held by the U.S. and 
other creditor governments and development banka--remains virtually 
untapped. Clearly, the debt-for-nature model has not been used 
anywhere close to its full potential. 

We recommend that the following steps be taken to expand the 

debt-for-nature model:
 

Recommendation 1. 

Congress should now authorize the inclusion of all types of 
non-military bilateral debt to be eligible under the 
Rnterprise for the Americas initiative.
 

On June 27, 1990, President Bush, as part of his Enterprise 
for the Americas Initiative, announced his intention to seek
 
legislation that would allow part of the $12 billion owed to the
 
U.S. government by Latin American countries to be swapped for local 
currency investments in conservation. The President's announcement 
and similar legislative initiatives introduced by Representative 
Dante Fascell (D-FL), Peter Kostmayer (D-PA), and others represent 
the first substantial moves by the U.S. government to pursue debt
for-naLure.
 

As you know, the 101st Congress passed legislation (S.2830) 
authorizing the President to renegotiate P.L.480 loans and allow
 
interest on the restructured loans to be paid in local currency
 
into environmental trust funds. Legislation authorizing AID loans 
to be similarly treated (H.R. 5855) passed the House but was never 
acted on in the Senate. 

The Enterprise for the Americas Initiative links for the first 
time bilateral debt restructuring and funding for environmental 
programs. We supported the Farm Bill's provision authorizing 
P.L.480 debt reduction with local currency interest payments to 
conservation trust funds. In particular, we supported provisions 
providing for participation by local nongovernmental conservation 
organizations in the program development and management of these 
funds. This provision empowers local groups and creates 
institutions -- the Conservation Trust Funds I have discussed 
earlier -- which can attract other pools of debt as well as private 
and public donations. We hope Congress will approve the inclusion 
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of AID, EXIM and CCC debt in the near future under the same 
provisions. Bilateral 
debt owed by Latin America to all donor
 
countries totals over $50 billion of the region's $400 billion debt
 
burden; the U.S.'s share of that $50 billion is $12 billion. While

writing down the U.S. government portion of this debt alone will
 
not solve the overall debt problem, it does significantly relieve
 
the debt burden of a number of small Caribbean and Central American
 
countries who have a proportionately large percentage of their debt
 
in U.S. bilateral obligations.
 

Our major concern with EAI to date 
is that an excessively

strict adherence to the economic eligibility criteria could keep

a majority of countries from participating in the foreseeable
 
future. Time is of the essence. Therefore, maximum flexibility
 
on the "flaming hoops" of eligibility should be encouraged if

countries 
are making good faith efforts towards reasonable economic
 
goals. Only Bolivia, Chile, Jamaica, and Costa Rica are thought

likely to be eligible in the near future.
 

In addition to including foreign assistance debt as eligible

for forgiveness and debt-for-nature swaps, Congress and the 
Executive Branch should strongly encourage other bilateral donors 
to do the same. 

Recommendation 2.
 

Congress and the administration should use its influence to
 
encourage the World Bank and other development banks to make
 
grants and loans to countries and NOOs for the purpose of 
converting commercial debt into Conservation Trust Funds.
 

Such official assistance has been provided by the U.S.,

Swedish and Dutch governments to developing countries for the
 
purpose of purchasing their debt from commercial banks. Last year,

a USAID-funded debt swap in Madagascar generated $2 million for
 
conservation. 
This year, AID plans to fund a much larger debt buy
back in Panama, as approved by this Committee last year. The World

Bank is presently establishing their Global Environmental Facility,

which, if properly designed, should be in a good position to assist
 
in financing suitable commercial debt conversions as well.
 

Recommendation 3.
 

Debt-for-nature 
aust become a part of commercial debt
 
negotiations, with the purpose of creating national
Conservation Trust Funds in every indebted developing county.. 
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The most intriguing and so far unattainable idea for making 
commercial debt work for the environment in to "get a seat at the 
table" during Brady Plan negotiations for commercial debt 
reductions. These negotiations take place on a country-by-country 
basis and inolude all major actors: the central banki 
representatives of all the bank creditors; the U.S. Treasury; the 
World Bank; IMF; and other important bilateral donors. For 
example, the World Bank has approved a $200 million loan to the 
Philippines for the repurchase of $400 million of debt with n2 

ionmlal conditions. If this "debt buy back" earmarked just 
ten percent of that loan for conservation, the $40 million it would 
have generated .-ild have dramatically increased the size of the 
Philippines' naA',al park system, funded a national environmental 
education programa, acnd upported the development of a sustainable 
forestry industry in the country.
 

Debt negotiations and readjustments have become a permanent
 
feature of the United States' relationship with the developing
 
world, especially Latin America. Brady Plan debt restructuring
 
agreements inevitably involve concessions by both debtors and
 
creditors and, therefore, offer extraordinary opportunities to make
 
available even a small fraction of negotiated debt for swapping.
 
Funds generated by such swaps would capitalize the national
 
Conservation Trust Funds in each indebted country, thereby
 
providing a sustainable source of public funding for conservation, 
environmental protection, and environmentally friendly development. 

This process could be accelerated by the U.S. and other 
governments more vigorously exploring regulatory and tax changes 
to facilitate commercial debt donations. Minor modifications of 
tax and accounting regulations could create a significant incentive 
for commercial banks to donate part of their debt portfolio for 
debt-for-nature swaps. Although this is outside the purview of 
this Committee it is important to mention. 

The involvement of First World governments and multilateral
 
development agencies could expand the scope of today's debt-for
nature swaps by several orders of magnitude. Congress$ action
 
authorizing the swapping of PL 480 Latin American debt sets us on
 
a hopeful path in these directions. Debt swaps on a much larger
 
scale are not just gleams in the eyes of conservationists, but
 
necessary imperatives if meaningful progress is to be made in
 
protecting global natural resources, providing for sustainable 
development, and reducing developing country debt.
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THURSDAY, MARCH 7, 1991,
AGENCY FOR INTERNATIONAL DEVELOPMENT 

WITNESS
 
RONALD W. ROSKENS, ADMINISTRATOR
 

CHAIRMAN'S OPENING REMAUuL
 
Mr. OBEY. We may have 
a very short hearing this morning. Mr.Darman is playing one of his usual sneaky games with budget accounting with respect to the Israeli aid request.
Mr. ROSKENS. I am glad you 
are not feeling badly about me atthe moment.
Mr. OBEY. You may have a very short hearing this morning. Youwill get off easy.Dr. Roskens, excuse me for starting this meeting this late. Wehave another ego battle going on between the Office of Management and Budget and the State Department. I hope the Administration can submerge its ego long enough to get their act togetherwith respect to the Supplemental which they have asked the Congress to pass today. 

I will suspend any opening remarks I have in the interest oftime. We are going to try to get you out of here by 11:30 so that wecan try to follow whatever directions the Administration managesto send on this issue.I would simply ask you to summarize your statement briefly sowe can get right to questions. 

MR. ROSKENS' OPENING STATEMENT
 
Mr. ROSKENS. 
 Thank you very much, Mr. Chairman.I have submitted a written statement, which I would ask to beaccepted for the record. I would like to make just a few comments.In view of time limitations, I will be quite brief.I want to thank you for this opportunity to present our 1992 foreign assistance request. I want to discuss how we can work together to respond to the momentous changes 
we have seen over thepast 24 months, and what kind of resources are going to be necessary to carry us forward.It is obvious that not very many of us could have predicted whata propitious point in time March 1991 would be for the executiveand legislative branches to be discussing the direction of America'srole in the developing world.But here we are. A.I.D. remains very much focused on its traditional humanitarian mission, but the limitations on our resourcesrequire us to manage those resources in a manner that has a maximum effect on development. 

(427) 
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Clearly, recent changes in the world have had an impact on our 
mission and our mandate. So to be effective in this rapidly chang
ing world, I think we are going to have to move to stress the idea 
of international partnerships. 

What I am suggesting is that in the future, we won't be working 
so much with, so to speak, recipient countries, but with partner 
countries. We won't be using various private sector entities as 
agents, but rather will enroll the energies of private sector volun
teer agencies, universities, and profit-maling enterprises and so on. 

We will not be asking state and federal and local agencies to 
bend their activities to accommodate A.I.D., but when their 
strengths are needed, we will support them in doing what they do 
best. 

If we build and strengthen the partnerships that we have with 
the Congress, we will be doing our best, an objective to which I am 
personally committed. 

I have other things I could say about the Development Fund for 
Africa, my trip to Africa, et cetera, but perhaps in view of the time 
limitations, we ought to dispense with that and go to what you 
would rather do in terms of questions. 

[The information follows:] 
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Z* Z]IODUC!ZON 

Mr. Chairman and distinguished members ocf the Comittee, thank" 

you for this -oppiortunity: to presentl the' Adminstration's T 1992. 

Foreign Assistance rquest. 

The focus of my testimony Inon what A.Z.D. has been doing to 

respond to the momentous changes that we have seen over the past 
tvo years and the kinds of resources required to carry us forward 
to the future. I vill review our now A.I.D. mission statement and 

our initiatives on the environment,: democracy, business and 
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development partnership, and:the -family. While our basic 

objectives of relieving suffering andsreduclng,,poverty remain the 

same as they have always been, ve need to adjust to changing 

circumstances and.look for new ways to make our assistance more 

efficient and effective. lvillalso underscore the ways in which 

our management initiative seeks to strengthen the accountability of 

the Agency and to improve 'he standards of our stewardship of 

public funds. 

My testimony will highlight the degree to which our work is 

becoming a cluster of partnerships with recipient countries, with 

other donors, with many U.S. federal and state agencies and with 

the American private sector. I particularly want to emphasize_ my 

commitment to a partnership with the Congress.. I cannot promise 

that we will 'always agree, but I can promise that we will always 

pursue meaningful consultations with the Congress on the overall 

direction and strategies of our foriegn assistance program. 

To undertake ,these activities, the administration is 

requesting FY 1992 bilateral aid programs to be managed by A.I.D. 

totalling $6.6 billion in new appropriations, excluding P.L. 480 

food assistance programs which are being requested by the 

Department of Agriculture. In a time of severe budget austerities, 

this is a prudent request, with only a very modest increase over 

the levels of FY 1991. In order to provide the flexibility 

required to respond to rapidly changing conditions in every part of 
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3the world, ,the Administration is requesting. that developmentassistance funds be appropriated in ngle accout.,
 

fl. BSTABUXL.!Rjg m X3R3MTZODIL PlATUI[IN V2
 
Over the past 
two years we have witnessed the collapse of. 

repressive governments in country after country in Central and 
Eastern Europe, a rising movement tovard political liberalization
 
and economic reform in Africa, and renewed .affirmation of the 
democratic process in Latin America and in Asia.
 

There are some important things that have 
not changed,
however. Americans remain committed to the same basic values which 
have guided our foreign policy and foreign assistance program from

the beginning. 
For over fifty years, since Franklin D. Roosevelt,

American foreign policy and economic assistance have been guided by
 
a vision of a world foun4ed upon four essential human freedoms:
 

0 Freedom of speech and expression,
 
0 Freedom of every person to worship in his or her own way; 
0 Freedom from want, to be realized from the dynamism of 

free enterprise and international economic cooperation
 

throughout the world; and
 
o Freedom from fear -- a world in which no nation will be
 

permitted to commit an act of physical aggression against
 
any neighbor.
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eican men an.d'wosen-continuedReCenitly'in ~the. Fer*ian Gulf, 

to uphold a long "mrican tradition of sarific to secure a atable 

not justfor Americans but for,from aggqression,world order free 

the orld's 'oitiions Their' commtment, along with the.all 

aiied coalition, shois th.ecommitment of our partners i n th 

visionttOh:e demands offthe future. 
relevance of thiu'senduring 

We need'to thinkingWe cannot be complacent. reassess our 

approach our traditionaland the ways in which weabout development 

our mission. are to be effective in carrying out
objectives if we 

new international
We particularly have an opportunity to establish 

In the future we will not be working
partnerships for development. 

with recipient countries but with partner countries. 
We will not
 

but enroll thesector entities as agents,use various private 


agencies, universities 
 and
 of private voluntary
energies 

We will
 

profit-making enterprises in the development 
challenge. 


state and local agencies to bend their 
not ask other federal, 

but when their strengths are needed purposes,activities to A.I.D. 

we will support their doing what they do best.' 

we build and strengthen these partnerships, 
the Congress


As 

firmly believe that 
must also be a participant in this process. I 

serious dialogue with the Congress, and careful consideration of 
a 

the expression of congressional views and 
priorities, will improve
 

run: and it is essential for securing the 
our program over the long 

bipartisan support which is necessary for 
its continuing success.
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Theme new, partnerships are necessary to sustain the changes w' 
wouldtlikg to see firmly cementad. They are essentialto creating:
 
the democratic base that gives p,%ople a stake in their political!
 
future; to protecting the environment against destruction and 
neglect: to -giving all people, especially the poor, women and 
children, the opportunity for full participation in economic 

development..,
 

XZx. MM DUVBLOHMT 7=FO AnZA 
1990 was thethird year-of A.Z.D.,s implementation of the 

Development Fund .for Africa,, (DFA), example of the ' kind -of
an 


innovative 
program which,,. ispossible when there 
is, a genuine
 
partnership between the executive branch andtheCongress.',Working
 
toward the objective. specified in the DFA Action Plan, A.I.D. has
 
made significant changes'in the way it operates in this, region.
 
These have laid the foundation fora program for the next decade
 
which can have a positive impact on the lives of 'the average 
African citizen in the approximately twenty countries in which we 
are concentrating DFA assistance. 

A.Z.D. is looking toits field mission staff to design the
 
assistance strategy best 
suited to each 
country's development
 

needs. The flexibility of the DFA allows Missions 
to focus on
 
achieving results, not just meeting functional account requirements
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or fulfilling earmarks. The structure of the DFA has enabled us to 

put resources where they are most: needed; and the evidence 

indicates that this has significantly enhanced the effectiveness of 

our development programs. The importance of this way of managing 

our programs has important implications for our worldwide program, 

and its potential cannot be overemphasized.
 

we recognize the magnitude of the goals we have met foz 

ourselves under the DFA. Looking at the statistics which are most 

readily available, it is easy to be pessimistiq about the long-term 

prospects for Africa. However, the analyses and evaluations we 

have conducted are providing the first new encouraging evidence
 

that an economic turnaround may be in the offing for many countries
 

in Africa. As noted earlier, the data indicate that the economic
 

reforms initiated by several countries in the early 1980s have 

helped trim public sector deficits, spur non-traditional exports 

and raise personal incomes. In twenty-two out of twenty-three DFA 

counties, a reversal in declining income trends is now evident and 

may be paralleled by a rise in agricultural output. 

These economies are still fragile, however, and are subject to 

sudden reversals. One only has to look at the famine emergency 

food requests in Sudan, Ethiopia, Angola, Hozambique and Liberia to 

understand the food, insecurity which so many African countries 

continue to face. The rapidly growing population places enormous 

demands on these economies, and when needs are not net, can 
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generate'socia- and poiitical;!unrest.
 

Nonetheless, we believe that there '.:is nov a, basis for some 
optimism. . The increasing participation of the private sector-in 
many economies has demonstrated unequivocally that markets work. 
and that better access to goods and services and (to some extent)
 
Jobs can result. For example, evidence from The Gambia and Mali 
suggests that deregulation of grain markets has probably increased
 
the food security of many of the residents of those countries.>
 

Environmental awareness 
is also grwing. 
Several countrie.
 
(for example, Niger, Zimbabwe; Rwanda, Madagascar, Ugandar.Kenyait:
 
and Tanzania) are 
beginning 
to find that when the interests of.
 
citizens are engaged, environmental conservation and economic 
growth are not incompatible. -More examples of'encouraging trends
 
can also be cited: in population planning, in famine emergency
 
preparedness, in handling of the new issue of AIDS, and in getting
 

agriculture moving.
 

Recently I visited six countries in Africa with Secretary of
 
Health and Human Services, Louis Sullivan, and was ablepersonally 
to confirm this picture of, major problems mixed with real elements 
of hope. In Nalawi, for example, we were stunned with the news of 
increases in the deaths of children associated with rising rates of 
HIV/AIDS and of malaria resistant to the current standard treatment 
with chloroquine. 
After years of improvements.in child survival,
 

http:improvements.in
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this reversal in past trends ishighly discouraging.: But the 

apparently open recognition of HIV/AIDS at all, levels of the health.' 

care system and among'-,government, leaders' we talked -tO,, and the 

positive . approach to'! HIV/ADS education we m.saw was - vary 

encouraging.
 

In Nigeria, we were - struck ,with the link,. between political"-, 

liberalization and a growing commitment to extending primary health 

care programs to rural -areas. -1The Nigerian Minister of Health 

noted the progress being made in the "demoratizationu of the 

health care system. Decintralization of -the Ministry of Health, 

aleading wedge in the broader political. 
,.supported by A.I.D., is 

process to encourage increased local responsibility.
 

In Uganda, we visited a grandmother who had lost five sons and 

three daughters-in-law to AIDS. With her two remaining children,
 

she was parenting twenty grandchildren. We heard from one-private 

voluntary organization working with orphans that fully ton-percent 

of the population of one district was orphaned, most through the
 

death of one or both parents through AIDS. The government's family 

care approach to this problem is clearly cost-effective and 

Of the $5.0 million that A.I.D.
preferred bypeople in the area. 


plans to obligate in FY 1991 to assist displaced and orphaned 

children, $3.5 million of that will be programmed for activities in 

Africa and will permit us%to provide some direct assistance- to 

program such as these.- However, continued strong political 
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leadership Is vital 
for HITV control and for.managing the'tragic
 
levels of adult and child mortality expected over thi next'decade.
 

In the coming years, the challenge for A.I.D. is to reinforce
 
the positive trends we are now beginning to see, and to help ensu'r 
that they add up to a better life *for-the ncxt generation of 
Africans. We areprogra Iming the FY 1991 fincrease in" the DFA to 
accomplish these objectives.
 

A.I.D. is strengthening the capacity of those countries which 
are committed to reform to meet key objectives in the development'
 
of social services and natural resources. About two-thirds of 
these funds bewill used to support population, :child survival, 
education and AIDS prevention efforts.' We are 'also supporting 

emerging democratic trends in countries such- a Nanibia, South 

Africa and Benin.
 

A.I.D. alone cannot meet the magnitude and diversity of 
Africa's needs. We have already increased our efforts to work more 
closely with other donor organizations. 
Many of our missions in 
Africa now regularly encourage and sponsor, partnerships between 
local non-governmental organizations and U.S. private voluntary 
organizationc. In joint efforts with the World Bank, A.I.D. has 
become more 
involved 
in such areas as fodd security and 
agricultural research in Africa. 
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IV. M 1 1992:BU1TIUREQUEST 

For its FY 1992 bilateral foreign economic assistance
 

programs, A.I.D. requests, $6,556,257,000 in new appropriationS,
 

which includes $41,351,000 for the already authorized annual
 

payment to, the. Foreign Service Retirement and Disability Fund' 

(FSRDF), and $48,000,000 in reappropriations under
 

deobligation-reobligation authority. This does not include uses of 

permanent appropriations authorities to pay an estimated 

$31,460,000 for prior-year Housing Guaranty costs.
 

This request is compared to the, FY 1991 appropriation of 

$6,412,162,000 (prior to the 1.9% sequester). This F!Y 1991 amount 

includes $40,341,000 appropriated for the, retirementifund and a, 

total of $74,000,000 appropriated for the deobligation-reobligation 

authority.
 

The requested appropriation level includes funding for
 

Development Assistance (DA),' the Economic Support Fund (ESF), and 

the Special Assistance Initiatives. (SAX) program. It excludes food 

assistance under Titles -II and: III of P.L. 480, which will* be 

requested by the U.S. Department of Agriculture but administered by 

A.I.D. 

These funds will be used to support a wide variety of economic 

assistance activities throughout the, world. -'For example, we 
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propose funding child survival actiVities 'with at 
least $189. 
million of Development Program funds and $12 million of 187. 
A.I.D. re-emphasized its commitment to child survival activities at 
the recent World Summit for Children when we' launched two new 
programs. The first commits A.I.D. to provide $50 million over the:
 
next five years to combat measles among children in develioping 
countries. The second is a atudy' of the barrier to immrovina

vaccines for children. 

We propose funding-AIDSactivities at"a level of $55 million. 
Since 1986i A.I.D. has worked to support new.partneruhips-among 

multilateral, bilateral, Public and private agencies in an effort 
to halt the spread of AIDS. We will continue to expand these 
critical efforts in ii 1992.l 

In FY 1992, A.I.D.'plans. to provide at least' $2i0 million in 
Development Program 'forfunds environmental. activities "and 
programs. In addition, we expect to fund activities under the DFA;* 
ESF and SAX which will'substantially increase this laval. 

We intend to allocate more than $70 million in Development 
Program funds for basic education. A.I.D. 'willcontinue to help
 
countries to design and implement comprehensive education sector 

reforms. Increasing the number and proportion childrenof who 
successfully complete primary and secondary school, wellas as 
raising the level of 
adult literacy, are essential 
for the
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emergence .of increasingly; sophisticated eonoies and the fulir 

participation of citizens in the dsoratic prcess. 

Development Assistance
 

For Development Assistance, the FY 1992 appropriation request. 

is i2,756,257,000, a very modest increase over $2,737,687,000 in FY 

1991. This request includes Development Programs, the Development 

Fund for Africa (DFA), 
the American Schools and Hospitals Abroad
 

(ASHA) program, International Disaster Assistance, the Housing 

Guaranty program, the Private Sector Investment program, and 

Operating Expenses for A.I.D. and the A.I.D. inspector General.
 

1. Development Proarams. 
 The Agency's FY 1992 appropriation
 

request for Development Programs totals $1,277,000,000 (excluding
 

$36,000,000 in reappropriations for. deobligation/roobligation
 

activities). This compares with the FY 1991 
appropriation ,of
 

$1,259,083,000 (after transfers) for the Functional Development 

Assistance Program, in 
 addition to reappropriations for 

deobligation-reobligation activities of $60,000,000. 

A major innovation in the Administration's ,TY 1992 

appropriation request is that the eight functional accounts be 

replaced by a single non-functional Development Programs account. 

We feel strongly that this is essential if we are to, remain 

relevant and,effective in the fast-changing world we now face. 'The 
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Secretary of state and I are ftully'aware of the concerns.'expresed 

by members of this and other' committees that eliminating the 

current functional accounts may result in a diminution of att'ention 

to certain area. of high concern-t6congress. 

We have already met with committee'staff to share with them 

our analysis of .what the budget would be like ereoit 

submitted according to the traditional functional accounts. These, 

consultations have helped, I hope, to show that with ongoing 
congressional consultations, we'can reach-agrieuent on allocations
 

which respect our mutual priorities,, while giving the program the
 

benefits of additional operating flexibility.
 

In response to concerns raised by this and other committees in 

Congress, and because we think, assistance for AIDS, basic 

education, child survival, the environment, and family planning are 

of unusual importance, we will ensure that these areas continue to 

receive funding under this new single account at levels consistent
 

with current-year allocations.
 

If circumstances make it necessary to redirect resources away
 

from these areas, we will not do so without conferring with you and 

other congressional committees. I know this commitment can be kept 

because it has been kept under the Development Fund for Africa, 

where Congress has encouraged and supported flexibility and the 

Administration has successfully met your targets for specific
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assistance uiies, 

We are under tight budgetary constraints and must meet many 
challenges. This prevents us from increasing every program, but we 
do want to maintain our strengths wherever possible. For example, 
we remain fully committed to family planning and in addition to 
funds in the Development Programs account, we also will be funding 
a significant level of population activities under the EST and DFA
 
programs. A.I.D. is the pre-eminent donor in the field of 
population. Because of its technical*and programmatic innovations, 
strong field presence, sustained commitment and, wide range of 
specialized technical assistance, A.I.D. remains the world leader 
in population and family planning programs, and I intend to keep it
 

that way.
 

2. Develooment Fund for Africa. In earlier sectionan of 
this testimony, I reviewed in some detail our past experience with 
the DFA and our plans for the future. The FY 1992 request includes 
$800,000,000 for the DFA, the same amount enacted in FY 1991, 
including $50,000,000 to support the activities of the Southern 
Africa Development Coordination Conference (SAdCC). 

In the current fiscal year, $22,000,000 of DFA funds are being 
used for .Operating Expenses,purposes, considerably less .than the 
ceiling of 5% (or $40,000,090):authorized under the appropriations 

act for WY 1991.
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3. Other pevelooment A-sistance Prarams. 
Private sector 

XnTVstment Guaranties promote market-oriented approachesapprochesto 
development by supporting key private sector activities through 
loan guaranties at commercial market rates of interest, especially 
for small and medium enterprises. The program leverages our scarce 
foreign assistance resources by attracting private capital on a
 
three- or four-to-one basis. 
 A.I.0. requests a loan guaranty 
limdit'ion of,$114,000,O0o, thie same level provided for FY 1991,
 
and $1367, 000 for administrative costs nov required to be budgeted 
separatelyunder the nev credit inform 1r4.1.f.'..... 

American chools and Hospitals Abroad (ASHA) assists private, 
non-profit American-spnsored schools and hospitals overseas which 
demonstrate American ideas and practices in education and medicine 

"whaeserving the citizens of the countries in which they are 
located. For FY 1992, we are requesting $30,000,000 for the ASHA 
program, a slight increase over the amount aunronriatad 4 Vv f-WV 


International Disaster Assistance isprovided through A.X. D. a 
Office of U.S. Foreign Disaster Assistance (OFDA), 
 which
 
coordinates U.S. private and public emergency relief work overseas 
to alleviate the effects of natural and 
man-made disasters
 
threatening human life. A.X.D. is requesting $40,000,000 for the 
disaster relief component of this program. OFDA also helps foreign 
countries better prepare for emergency relief efforts by taking 
precautionary mitigating steps, preparing disaster response
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capabilities, and establishing early varning..ystems. In'FY 1992,
 

A.I.D. plans to allocate $5,500,000 under the Development'Programs 

account for this component. of the program. For FY 1991,' the: 

disaster assistance appropriation was $40,000,000 for both portions.: 

of the OFDA program. 

The Housing Guaranty program is used to guarantee housing and 

infrastructure loans from -american financial institutions to 

developing countries at various income levels to provide affordable 

shelter and related facilities. Resources also are made available 

for technical assistance, institutional development and training to 

encourage private sector solutions to these problems. At this 

time, A.I.D. is requesting. $100,000,000 in WY 1992 guaranty 

authority (versus $150,000,000 in PY 1991) and $9,500,000 in 

program funds for administrative and loan subsidy costs, as newly 

required by credit reform.
 

operating m1penses (o) cover salaries and other support costs 

of A.i.D. operations in, Washington and at overseas locations, 

except for the Office of the Inspector General and the costs of
 

administering the Agency's credit programs. The O request for WY 

1992 is $483,300,000. This request compares with a total WY 1991 

level of $466,280,000, consisting of a new O appropriation of 

$435,000,000 plus $31,280,000 in other funds which Congress 

authorized this year for O purposes. It will permit A.I.D. to 

maintain essentially the same level of operations. However, it is 
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important to note1 that;'his' oreaseod9.t, wi3:labsorb6 the full 
costs of managing A.I.D.' and 
begin to. reduce the' Agency's
 

'dependence on local currency' trust fundsi,'which has grown 

substantially over'the last'decade,
 

Inspector General (IG) Operating Expenuesare appropriated 

separately and cover the.cost of domestic and oveseas operations 

of A.I.D.'s Inspector General. A.I.D. is requesting '37,739,000 

for FY 1992, c6mpared'Vith $33,884,000 appropriated,for'FYI 991. 

Economic sunport
F"nd
 

Economic'support Fund (ESP) resources address economic and
 

political foreign policy interests of the United States, frequently
 

in conjunction with military base or access rights agreements. 

While ESP is generally provided to countries facing threats to 

their economic or political stability, to the extent feasible, it 

is programmed and used to address key development problems. 

Because it is a flexible tool, ES? can finance balance of payments 

and economic stabilization programs, frequently in a multi-donor 

context. It can support policy reforms at the macroeconomic or 

sectoral level, and it can finance development projects. It is a
 

vital part of both our effort to enhance the long-term security of
 

the United States and our program to advance development.
 

The FY 1992 request is $3,229,000,000 (excluding 
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deobligation-reobligationoperations estimated to be $12,000,000).
 

This compares 
with,'the FT 1991., appropriated ES. level of. 
$3,130,800,00 (xcluding deobligation-roobligation, activities 

amounting to $14,000,000 and including transfers). 

ajor ESP programs are in Israel, Egypt, the Philippines and, 

Central American countries. ESP also funds a key part of our, 

Andean Narcotics initiative. Of this total, $250,000,000 is the
 

increment for the Andean Narcotics Initiative, a significant 

increase over $175,000,000 appropriated as the increment for this
 

activity in Ft 1991. 

We do appreciate the-efforts that you and the Committee have 

made which resulted in lower total ESF earmarks in FT 1991. This
 

was very positive, and-v!evwnt to continue to work closely with you
 

on this inthe future.
 

Special Assistance Initiatives (SAII 

The SAX program, begun in F¥ 1990, provides ifunding. for 

extraordinary economic assistance in developing countries. 'Thus
 

far, it has been used to finance the U.S. contribution to the 

Philippines Multilateral Assistance Initiative (MhZ) and to support 

the democratic evolution in Eastern Europe.,,, lv.F1991, the 

amounts provided (after transfers) were $160,000,000 and 

$369,675,000, respectively. For IT 1992, A.I.D. in requesting a 
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total of $560,00000, of which $160,000,000 is being requested for 
the A! iand $400,o000000 for Eastern Europe to continue activities 

started in FY 1990 and FY 1991.
 

The* Multilateral Assistance -Initiative. (MA!): hasI been -the 

subject of, a Consultative Group meeting which just concludedlin
 

Hong Kong. 
The results of that meeting are still being reviewed. 

We and other donors emphasized the need for continued progress by 

the Government of the Philippines in implementing its economic 

reform program and improving its efficiency in.' using 'donor 

assistance and reducing the pipeline. For FY 1992, we are planning 

an additional major allocation of funds for r'environmental 

activities, the single largest proqran the U.B. is sunnartiner nnav. 

the MA!. 

As in 1991, our program in Eastern Europe will continue to
 

promote : the development of democratic institutions, the 

transformation of centrally planned economies to market-oriented 

economies led by the private sector, and improvement in the basic 

quality of life 'while this region undergoes the difficult and 

disruptive process of economic restructuring and political reform. 

Assistance to reduce industrial pollution and improve the 

environment will be the principle vehicle for improving the quality 

of life, but we will also support humanitarian activities and 

improvements in the standard of health care. 
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For example, while in Poland I was able to visit; arural. 

water supply project operated by a private voluntary,organization 

using P.L. 480 local currency proceeds. This project, and others 

like it in Poland, are bringing clear benefits to long neglected 

rural areas. Visiting this project strengthened my conviction that 

our humanitarian activities must continue alongside our support for 

the right economic policies. Within only a few months of. 

congressional action earmarking $4 million in FY 1990 supplemental 

funds to help address the appalling conditions of children in 

Romanian institutions, A.X.D. executed grant agreements with U.S. 

private voluntary organizations and those programs are nov being 

implemented. During November and December 1990, A.I.D. provided 

influenza innoculations for 165,000 children and, older people in 

Eastern Europe, and we are now beginning to deliver $10 million of 

emergency medical supplies.
 

From my own .tripto Eastern Europe, I fully recognize that our 

bilateral assistance can only -be part of the solution to the 

problems.of Eastern Europe. An appropriate resolution of debt 

issues, for example, can be more significant over the long term. 

Nonetheless,: even after little more than a year, there is evidence 

that'we are having a positive impact and making a difference. For 

example, with A.I.D. funding, the International Executive Service 

Corps (IESC) volunteers needed only a few short weeks to provide 

critical technical advice that enabled the Government of Poland to 

identify promising firms for privatization and to outline the
 

http:problems.of
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assistance they would ned to be restructured'and make 
a succemiful 
transition to the new economic order. We have assisted the 
Volunteers in Overseas Cooperative Assistance (VOCA)*in Provdin 
expertise to help privatize agriculturalf companies which' Iwould 
otherwise have gone bankrupt, and to developagri-buuiness Joint
 

ventures.
 

A.I.D. has funded a long-term advisor to the, Government of 
Hungary who has helped organize the State- Property. Agency:(SpA) 
which is charged with implementingthe governmentJesprivait ion " 0 
program. This advisor has assisted in formulating the list of 
priorities for privatization, wellas as the criteria for aIsuIiing 
privatization proposals. 
 The program is now moving faster than 
originally anticipated, and 
the SPA has been praised -for
 
establishing a process which is fair, transparent and efficient.
 
In Hungary we have also provided assistance to the new parliament
 
to help them 
develop procedures and systems that 
support' the
 
fundamental principle of sharing information and knowledge with all 
legislators so that laws can be based on informed and thoughtful
 

debate.
 

To carry out ,this program, we are increasing "our field 
presence in Eastern Europe, with a planned total of eight new U.S.
 
direct hire staff (four for Poland and one each for Hungary, 
Czechoslovakia, Bulgaria and Romania) and fourteen new Foreign
 
Service Nationals. We will review this staffing level regularly to 
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ensure that it .is adequate to the task.
 

Enterprise for-the Americas
 

The Administration is requesting a total of $309,68i,000 
for 

the Enterprise for the Anericas Initiative. These fundswillbe
 

used 	 to help reduce the debt burdens of selected Latin American 

countries.
 

P.L. 	 480 and Other Food Prograus 

Funds for the P.L. 480 programs are requested'by the U.S; 

Department of Agriculture and are :inot the responsibility of 'this 

Subcommittee. , However, because A.I.D. implements many 'of these 

country programs, I would like to summarize for you the proposed 

level of P.L. 480 activities.
 

The new farm bill passed by Congress last year reorganized the 

management of international, food assistance. The Department of 

Agriculture is responsible for Title I loan programs and A.I.D. is 

responsible for -Title II, programs (grant-funded private and 

voluntary organization, World Food Program and emergency 

operations) and -Title III activities (grant-funded
 

government-to-government development programs).' A.I.D. also is 

charged with implementing farmer-to-farmer programs and dollar 

grants to private voluntary organizations to support their food 

distribution operations, both financed by P.L. 480. As before,
 

P.L. 	 480 commodities can be monetized and the proceeds used for 
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specific development purposes., 

The Title UX request for.FY 1992 willj permit. a program level 
of $627,000,000, -compared _with $713,000,000 (after a $17,000,000 
transfer from Title I to Title :I) in'comparable grant. in Fl 1991. 
The Title zrz request .for FY1l992 -vll provide a: program level 'of 

$309,200,000, compared with an Fly 1:01 level of $368,500,ooo. 

V. 	 RIUIONDZKg To':T= FUTUNE
 
Mr. Chairman, 05y purpose today is 
 to, address specifically how 

A.I.D.,is responding to thes.new international challengee, an, the 
resources that will be required to-do this., 

A. 	 NW A.I.D. A1pnroaches. 
 We are now making, and' will
 
continue to make, important changes both in our progress and, in our 
way of implementing them. our own experience with development over 
the 	 past several decades, and that of other donors, strongly
 
suggests that ongoing
our 
 traditional 
goals -- improving the
 
quality of human life, expanding individual.opportuhity, reducing
 
poverty, ignorance and 
malnutrition, 
 improving ,agricultural'
 
productivity cannot be attacked effectively by relying solely on 
traditional approaches. 

First, we will place:even greater emphasis on sound ecoonomic
 
polioies and lmproved governance in developing countries: because 
this 	is a critical basis~for sustained, broad based growth. 
We now
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have some years of experience working: onissues Of economic policy 

reform, and I would like to take a moment to! share with the 

Committee some of- what! we have learned thus far. We have been 

especially concerned that economic' policy :refor~tmnot, 'cOne at the 

expense of theImost, vulnerable members of' society - the poor, 

women, children and disadvaitaged ,minriii 

We recently completed a study on the results and impact of our 

efforts to support structural adjustment programs in Aica; and 

the results are significant. 'The evidence clearly demontrates 

that these programs ars.effective. During!the'period 1980-87," 

countries in Africa with reform programs consistently outpaced 

those that did not pursue reforms. They experienced higher rates
 

of growth of output (2.9 percent compared to 1.0 percent); of 
.agriculture (4.1 percent compared to 1' 4 percent) ; of exports '(4 I 

percent compared to negative 1.1 percent); and of imports (2.39 

percent compar.2 to negative 5.4 percent). The clear and 

urmistakabli conclusion is that adjustment programs do work and 

that they iad to substantial increases in overall growth, even 

when external economic events have negative impacts. 

Even more important, the available evidence shows that these 

gains do not come at the expense of the poor. To the contrary, in 

most cases, food prices (a major expenditure for poor families) 

have fallen during periods of adjustment. In addition, structural 

changes have opened the economy, creating new opportunities for 
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micrcenterprises and small businesses. 
Finally these programs are 

as likely to be accompani d by incrasing public expenditures on 

health.and education as by declining leve's.. 

Second, we are strengthening our efforts to establish a 

.partnership with the U.S. and developing country private seater in 

advancing investment and economic growth objectives in developing
 

countries'. 
Third, we are giving greater attention to establishing
 

-developmentally sound mutually beneficial trade linkages between
 

the U.S. and developing countries in an increasingly integrated
 

world economy. A developing country can reduce poverty and improve 

the lives of its citizens not only through humanitarian assistance 

programs, but also through an expanding economy bolstered by 

growing international trade and investment. Beyond that,' as it
 

grows and develops, a developing country can also become "an
 

increasingly active market for U.S. goods and services.
 

As an example, in Africa, working jointly with private firms, 

A.I.D. has facilitated the finalization of some $200 million in
 

joint venture projects, with another $280 million under advanced
 

discussion. In 
Swaziland, Theragen Pharmaceuticals is now in
 

partnership with a local firm to produce medicines to meet local
 

and regional demands for primary 
health care. Host country 

nationals now have medicine at affordable prices, jobs have been 

produced, foreign exchange is being generated, while at the same 

time A.1.D. is helping to address one of the most pressing needs of 

42-V4 0-91-15 
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Africa -- child survival. 7qThis joint',venture-will'contributo to
 

sustainable economic growth, trade, and overall improement in'the";,
 

health sector,
 

Fourth, we are moving toward increasingly close collaboration 

and coordination with other donors and multilateral financial 

institutions. A key element of our new international partnership 

will be joining with them in shaping basic policies guiding our 

common efforts, as well as sharing some of the costs involved. Our 

recent experience suggests that increased bilateral cooperation can 

be especially productive. For example, we have worked closely with 

other bilateral donors to address problems of debt arrearages in
 

Guyana and Zambia, thereby clearing the way for international 

financial institutions which would otherwise not be able to operate 

there. 

Fifth, our economic assistance program must be prepared to 

deal effectively with new demands for flexibility to respond to 

rapidly changing circumstances and new, unanticipated needs. As I 

noted in my earlier remarks about the Development Fund for Africa, 

the flexibility we enjoy in that program enables us to respond 

directly and with increasing effectiveness to the needs of the 

poor. This is why we hope this approach can serve as an example 

for the way in which funds are authorized and appropriated for the 

rest of the Agency's activities. 
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Finally, we are giving increased emphasis to' maaging 
for
 

re.ult. With scarce' budget resources 'and 'growing domestic 
requirements, we cannot accept ae'conomic assistance program which 

is unable to demonstrate clear results.
 

B. Reshanin A.r.D. Prorm 
 A.Z.D. has already started to
 
reshape its program to respond to the demands of this new era and
 
to lay the foundations of the 
new partnership for development. 
When I became Administrator, it soon became clear that we needed to 
restate A.I.D.'s basic mission, making it clear that our economic 
assistance programs are 'based on " Americals tradition of 
international humanitarian concern and generosity combined with an 
active promotion of our national interests. As we considered how
 
we could reformulate A.I.D. s continuing commitment to alleviating
 
poverty and supporting development ins changing world, we had the
 
benefit of consultations 
with the Congress, including this 
Committee. The result was a new mission statement which saws that 

our program will be guided by six principles: 

o concern for individuals and the development of their 

economic and social well-being; 

o Support for free markets and broad-based economic growth; 

o Support for democracy;
 

o Encouragement of responsible environmental policies:'and
 

prudent management of natural resources:
 

o Support for lasting solutions to tranonational problems; 
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end, 

0 Provision of humanitarian assistance to ,thosewho suffer 

crom natural.or man-made disasters,
 

Program management is a closely related issue. Over the last, 

thirty years, A.I.D. has built a record of accomplishment, made 

possible by the innovative management .structure that other 

bilateral development agencies are now emulating. However, I don't 

believe that A.I.D. is properly structured to carry out this,new 

mission. That is why we willingly agreed with the Congress last 

year to have' recommendations from a special , private, sector 

"Commission on Manauement of the Aaencv .for International 

Development." 

In addition,, over the past several months we have pulled 

together a number of management studies and instituted a review of 

our current, management structure. Some changes have already been 

initiated. For example, as a part of our commitment to improved 

accountability for the use of funds appropriated to A.I.D., we have 

developed a significantly expanded evaluation capacity and have 

targeted a number of specific areas, (such as microenterprise 

development) for more intensive data collection and improved 

examination. Other organizational and management changes are still 

being considered. However, I want to make clear that we are in the 

early stages of this review and no final decisions have yet been 

made. 
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Our starting4point is this: whatever we do, We-want to do it 

well. Once an. acceptabile management structure is drafted.(and ,we 

will consult fully andoopenly withthe Congress aswe go through 

this process), w intend to move quickly to implement it. 

VI. 	 NEW A.X.D,eIITIATZVES. 

As we framed our now initiatives, had detailed and-we ..

intensive consultations with private and voluntary organizations 

over a broad range . of activities (such as the environment, 

microenterpriue development, .food aid, our programs in Africa, 

women in development, and-poverty indicators). We devoted two days 

to intensive consultations with a broad spectrum of congressional 

staff members, and made changes to reflect congressional concerns 

and suggestions. 

We also have been in close contact with other federal agencies 

and departments, including, among others, the Departments of State, 

Health and Human:Services, Commerce, Treasury, Labor, Defense and 

Agriculture, the Export-Import Bank, the U.S. Information Agency, 

the Peace Corps, the Environmental Protection Agency, and the 

Overseas Private Investment Corporation. In addition, we have had 

many meetings with international development institutions and other
 

bilateral donors. The experience to date has convinced me that 

A.I.D. can fulfill its mandate to lead the way on international 

development, yet be an effective partner with all who will join us. 
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The prudent and responsible management of. natural.':resources 

and reduction of environmental pollution will continue-to; be a 

major development challenge throughout the world. In May 1990,
 

A.I.D. announced an Environmental Initiative which includes not

only funding of specific development programs, but also a
 

commitment to strengthening internal staff resources. A.I.D. is
 

planning three major areas of intervention in this sector. First,
 

we will devote staff and resources to the design and implementation
 

of improved economic and environmental policies. Second, A.I.D
 

will help build an indigenous public and private sector capacity to
 

promote environmentally sound programs and policies. Finally,.we
 

will continue efforts to address priority problem areas ,in each
 

geographic region (e.g., management of *tropical 
forests, and
 

rangelands in Africa; energy efficiency in Asia. urban and
 

industrial pollution in Eastern Europe; 
coastal zone and watershed
 

management in Latin America).
 

In addition, in-December 1990, A.I.D launched four. other
 

initiatives to refocus and redefine our program for the future.
 

These do not replace our continuing interest in attacking poverty
 

through ongoing programs such as increasing agricultural
 

productivity, providing voluntary family planning, improving health
 

services, addressing specific threats to the health and welfare of
 

children, and systems. also
strengthening education We 
 will
 

continue to give a high priority to economic reforms and the
 

emergence of market-oriented economies. However, these Initiatives
 

http:Finally,.we
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are designd to6adress ew and critical: issU of te90.whch
 

cut across the development spectrum andwhich should be reflected
 

in all of our programs and activities.
 

asopuFuose orrne Family ana Develooment Initiative is to use
 
the family, a sometimes forgotten unit, asa'starting point i
for
 
analysis of what people ned,rho 
they usethe resources they have.
 

and as an organizing principle for mobilizing the energy of peoplei',
 

to create progress. The'family,plays a principal role in shaping
 

the abilities and desires of individuals to participate in and take 

advantage of opportunities in society. The ;;objecties o f this 

initiative are to:
 

1. Strengthen and increase the participation of. families in 

the development process;
 

2. Identify innovativs 'waysto increase the mobilization of 

family resources to stimulate growth and social developmentr 

3. Build 'on succeqsful programs that have focused on the 

family as the key to the achievement of' development
 

objectivesl
 

4. Expand the use of the 
fa ily 's a critcal unit of
 

analysis in understanding people's needs, 
aspirations and
 

patterns of resource use; and,
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_5. Use the family concept and analyticali frameworkto improve 

and enrich the result. ofuonitoring, research and evaluation 

of development impacts. 

The Democracy Initiative will support and strengthen local 

institutions in their. efforts to develop democratic systems. 

Specifically, wevill focus.A..D. experience, skills and resources
 

to:
 

1. 'Strengthen democratic institutions, such as effective 

electoral bodies, informed legislatures and independent 

judiciaries, 

2. Establishthe promotion of democracy as a strategi''.goal
 

over the broad range of 'A.I.D. programs;
 

'3.., Include progress in establishing democracy asa factor in
 

,determining allocations of A.I.D. funds; and,
 

-to4. Seek legislative authorities. respond'quicly to 

democratic breakthroughs,, .and create new programming 

mechanisms to meet unanticipated.,needs. 

Implementing this initiative will be a major challenge, and we'-. 

intend to work closely with other organizations in tackling this* 

complex problem. There is 'an' enormous opportunity,-to make. 



significant contributions to strengthening democratic institutioni 

and promoting democratic practices in the developing world. Wi 
recognize that it is incumbent upon us to strengthen A.I.D.s 
relationship with other U.S. Government agencies, such as USIA, ir 
order to build on the skills, and experience of each agency and t6 
complement each other's strengths. 
 In the same spirit, we will
 

also continue to 
collaborate with various nongovernmental 

organizations such as the American Bar Association, the Asia 

Foundation, the Center for:.Democracy, the State University of New 
York at Albany, and the National Endowment for Democracy.
 

While describing what this initiative will itdo, also-is 

important to emphasize what it is not intended to do. A.I.D.'is 

not attempting to export American institutions and impose them on 
developing countries. It, would be unacceptable and ultimately 

self-defeating to totry recreate 
exact copies of American
 

institutions, support specific parties or candidates, or 
manipulate
 

the political process to achieve 
specific results. Respect for
 

national sovereignty and self-determination is fundamental to the
 

way democracies conduct their foreign affairs and is a cornerstone
 

of U.S. foreign policy.
 

The objective of the Business and Develonment Partnership is
 
to engage the American. private sector in efforts to develop and 

sustain, free-market principles and broad-based economic growth. 

&.I.D. believes the U.S. private sector can be an effective vehicle 
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to reduce poverty -and help; emerging countries 
achieve their.,
 

development objectives..i 
We envision using our economic assistance
 

program for the mutual benefit of ,noth developing countries and the 

U.S. economy.
 

The goal of ourStrategic Manaaement Initiative is to dofewer
 

things, and to 
do them very wall. We want to achieve a
 

high-quality, program 
and to demonstrate excellence' in the
 

stewardship of resources. 
 The near-term objectives are to
 

undertake major evaluations of current programsi tighten financial 

controls and accounting systems; develop human resources within 

A.I.D.: and improve incentives for excellent performance; and 

..streamline. administrative procedures and upgrade information 

technologies.
 

Over the long term we intend to focus country program 

strategies further, asking our field missions to concentrate their 

energies and limitedresources in a fewer number of areas. As an 

agency A.I.D. will not be cutting any one sector from its portfolio 

of activities, but we need greater focus at the country level if we 

are to be effective. The alternative in to dissipate our resources 

across a broad range of sectors and make little or no difference in 

,anyone-of them. Finally, we intend to develop a management system 

emphasizing quality, results-oriented programs and services. 



VIZ. A NEW FORIGN ASSS TNCE ACT 

It'is hard.to escape the conclusion that the prement:Foreign. 

Assistance Act (FAA) no longer serves the best interests of the 

United States. Conceived in the middle of the Cold War thirty 

years ago, the current FAA is caught in an old framework which is
 

rapidly becoming less relevant to the future.-It 
has been amended 

to such an extent that it is nowalmost five times an longeas the 

original law. 

The result is that the current Foreign Assistance Act has too.. 

many distinct, and~often incompatible objectives -- approximately 

thirty of though-the A.I.D. program today is quite 
different from that of the early 1960s, many of the tools we now 

have are almost that old. Most need sharpening and some need to be
 

redesigned. We now are struggling with 
a cumbersome economic
 

assistance system which is not well equipped to deal with the
 

international challenges of the 1990s 
and which no longer binds
 

together the strong domestic constituency required to sustain a 
strong, active and effective foreign assistance program.
 

Resolving this problem requires a partnership between the 

Congress and the Administration and agreement on priority 

objectives for foreign assistance. The time is right for a 

restatement of the basic legislative framework for our foreign 

assistance program. The Administration has been invited by the 
Chairman of the House Foreign Affairs Committee to work with his 
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committee on this5 task 'and w4e eipe'tc to tranit. raf legislation 
to them once',Admi'nistration deliberation. are complated.r 

Mr. Chairman and members of the Commttee,-thank 'you for this' 
opportunity to present :the Administration$ ' FV 1992budget request 
for A.I.D. 'I will be happy to respond to your questions.
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Mr. OBEY. Thank you. 
Mr. McHugh.
Mr. McHUGH. Thank you very much, Mr. Chairman.
Thank you, Administrator, for being with us. I have a number ofquestions, some of which I think we will have to submit for the

record in terms of time.
But let me ask you a number of things which we have an interest in. One of the areas we have increased our commitment in thepast, in fiscal 1991 notably, is the area of development aid for 

Africa. 

AID FOR AFRICA 

You have recently been to Africa, and you were kind enough tocall on my office to report on some of your impressions there.There are a number of things in your testimony which raise questions in my mind. For example, you make reference to structural
adjustment loans in the Development Fund for Africa account.I wonder if you could touch on that briefly. I am concerned because my recollection is that we, in establishing that Fund, did notanticipate, and indeed the report language expressly said that thefunds should not be used for structural adjustment loans, perhaps
for sectoral loans, but not for the broad structural adjustmentloans that traditionally have been provided at times in other pro
grams.

Can you clarify for me why we using funds from the Development Fund for Africa for structural adjustment loans; and if so, towhat extent, and is that consistent with what we had originally
provided for? 

Mr. ROsKENS. Mr. McHugh, I think what we are doing in termsof our utilization of the funds that have been provided to the DFA
is totally consistent with what has been legislated.

I do not recall at the moment mentioning use of funds for structural loan purposes, except to say that when we talk about structural adjustment per se, sectorial loans would be part and parcel ofthat. There maybe a language problem here that is causing this
communication difficulty.

Mr. McHUGH. Well, the sectorial loans would 6e in my mindsomewhat more targeted to a particular sector like agriculture,let's say, whereas structural adjustment loans would be loans forthe general macro-economic purpose of a particular country. Sothey have a broader purpose, perhaps more flexible use of funds.And I think there is a distinction there, and perhaps for therecord, we can have that clarified for me, because I do think it wasthe intent of Congress that this particular Fund, at least, not beused for the macro-economic purpose that the structural adjust
ment loan would be normally used for.

Mr. ROsKENs. Let me try to make it clearer. All of our programsare sectorial in Africa. We do not use the DFA for macroeconomic,
structural adjustment purposes.

Mr. McHUGH. On page 24 of your testimony, you make referenceto the success of structural adjustment programs in Africa. You 
may be referring there to sectorial programs. 
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Mr. RosKENS.That is true. In some instances A.ID.'ssectoral 
programs are done in conjunction with IMF or World Btink struc
tural adjustment programs. 

[The information follows:] 

StUCTuRAL AwumEw AND SaCWrolL RsromRms 
The problem here is a semantic one. The World Bank and the academic communi

ty use the term "structural adjustment" as a generic term, referring to all economic 
policy reform activities, both macroeconomic and sectoral. It was in ths sense that I 
referred to our policy reform programs in the Development Fund for Africa (DFA).
These programs are, as is clearly spelled out in the legislation, limited to sectoral 
level reform programs, programs intended to improve performance in the agricul
tural or educational or transport sectors, for example. While our sectoral reform 
programs under the DFA are always consistent with macroeconomic objectives and 
may have macroeconomic impacts, the reform programs themselves address the 
problem of improving allocative efficiency at the sectoral level. 

Mr. McHUGH. That may explain it; because my staff pointed out 
to me that there was an article recently written by the chief econo
mist in your Africa Bureau, which among other things raises some 
cautionary notes about judging the economic success in Africa. I 
will quote you a paragraph from his article: 

Understanding the reality and complexity of African economies requires two 
things. First, one must regard official statistics about almost all aspects of the econ-
omy-GDP, exports, agricultural production, infant mortality rates-cautiously, 
since they cannot be trusted to be even sketchily accurate. 

Second, one must think of African economies as having two sepa
rate, but interrelated parts, a formal, official economy and an in
formal, unofficial, hidden, sometimes illegal, and largely uninea
sured economy. 

On the face of it, we are trying to assess what is really happen
ing in Africa, as you are, having visited there recently and I am 
sure within your agency, generally trying to make some reasonable 
assessment. 

Your testimony suggests, I think, on page 24, that there really is 
some progress, and that is encouraging, and yet we read this arti
cle, and it suggests that these statistics, which you refer to or at 
least you do relate some statistics, should be taken with a grain of 
salt. 

I wonder if, based on your recent trip as well as what you have 
learned since you have been Administrator, how you reconcile 
these two things. What is really happening in Africa? We have ap
propriated significantly larger amounts for this region because of 
the desperate conditions there, and we have some responsibility on 
the committee to determine where we are making progress.

But, frankly, when you look at these statistics and then the arti
cle which says, don't pay much attention to statistics, it is very
hard for us to make a judgment. 

Mr. RosKENS. Mr. McHugh, I could not agree more with you
about the ability of various people to make informed judgments
about Africa. 

One of the problems, I think, is that there is a tendency on the 
part of many to regard Africa as a nation as opposed to a number 
of nations. What is the last count? I think 45, something like that. 
And that creates some difficulty, because we are inclined to gener
alize. I do the same and I confess that. 
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But to come more to,your point, I think, with respect to our visi 
to Africa, we noted some improvements. And I think I can say
saw veery distinct, improvements, which I will cite quickly. We o
served various instances of improvements throughout seven coun
tries-I am inclined to say eight, but we were only in the one fo 
two hours. 

For example, there are the child survival developments tha
have occurred through U.S. assistance particularly as it relates t4
reducton in measels and diarrhea-related deaths. These are veri
visible improvements that we have helped to achieve.
 

Again, I can't say that for the whole of Afric r
 . I am talking ir 
erms of some of the countries we have visited. 

At the same time, we observed, as you have read and as yot
know, that although AIDS and the related HIV problems hav(
been dealt with much more sensibly and much more forthright 3now by many people than was the case before, nevertheless, this iE 
an intensifying problem.

I also found a problem that I was not as familiar with and that i
that chloroquine resistant malaria is an increasingly urgent prob
lem. 

Also, there is continued need in some countries for much more
emphasis in family planning. Still, we saw evidence of reduction in
population growth in a few countries. I don't want to go on and on
belaboring this but there are differences in view points, in part, be
cause people look at one piece as opposed to several pieces of a 
puzzle. 

ASSESSING AFRICAN ECONOMIES 

Mr. McHUGH. Well, how do we assess these economies in Africa?
What kind of standards can we use? You mentioned the success of
the child survival fund program in at least some of the countries 
and that is good; that is a targeted program.

But the larger question in these countries, and you are right to
 
suggest they should be distinguished because there are differences

in these countries, but how do we make a judgment about whether
 
we are making any progress in terms of improving the general eco
nomic condition in some of these countries, given what your chief

economist in the Africa Bureau suggests about statistics and the

usual standard we apply in making these judgments?


Mr. ROSKENS. Well, let me say from my own perspective, I think
it is important to be very cautious about utilizing statistics per se,
because there is not a reliable data base in many respects with
regard to Africa. Indeed, one of the things we note in our report to
the President regarding that trip is that we are definitely in need
of a more stable and reliable data base, as several African repre
sentatives told us. 

That is not to say that we can't get some evidence of trends or
tendencies or apparent movements in a given direction. It is on
those bases that I was responding to your earlier question.

We have to be cautious. And you know many members of Con
gress as well as who have been to Africa and have seen some of
what is happening. Our observation is really one of the best pieces 
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of evidence that we have, and it is on that bas that Iam replying
in part to your question. I am replying,

Mr. McHUGH. I have a series of other questions, Mr. Chairman. 
Perhaps I can come back to them. 

Mr. OBEY. Mr. Lewis. 
Mr. LEWiS. I have indicated to John that I am going to defer 

questions at this point. I do want to, in case we don't get back to it,
ask a number of questions for the record regarding the Agency's
work with the challenge of AIDS and the impact, not only in
Africa, but what we are doing with the impact around the rest of 
the world. 

SUSTAINABLE DEVELOPMENT 

Mr. PORTER. I want to thank my colleague from California for 
yielding.

Dr. Roskens, thank you for the fine job you are doing at AID. I
want to pick up on a line of questions in a little different way than 
the gentleman from New York. 

In 1800, this planet had about a billion people. By 1930, we had 
two billion people. Now, we have five billion people. Rapid popula
tion growth is a concern from a number of different standpoints, 
one of which is the environment. Some of the programs at AID are 
designed to provide immediate help.

Child survival is one of them, but we must look to the future and 
see if we can't improve the economies of developing countries in 
ways that work for them.

I wonder if you could tell me what mechanism you have at AID 
that looks at development from a sustainable standpoint. I think
the world has learned over the last couple of decades that develop
ment is a good goal, but if it is development that simply destroys
the environment for the short-term and plays out very quickly,
that is not going to help developing countries. They need a sustain
able method of preserving their resources. 

Mr. ROSKENS. I would like, first, to thank you for your opening
comment. And let me say, I am in total accord with your view
about how the relationship between development and population
and certainly the whole subject of environment come together.

Many people haven't seen that, I regret to say, and I am not 
talking about A.I.D., just in general.

Now, with respect to our own operation, to take the matter of en
vironment, we have placed a tremendous emphasis on that subject
in recent times. I can't sperk with any degree of authority about
the past, though I don't want it to sound as though I am suggesting
it just started when I came. But you understand how I am trying to 
get at this. 

Mr. PORTER. Yes, sir. 
Mr. ROSKENS. We announced an initiative last July, which was

the second or third month of my tenure, which was designed to em
phasize the overriding importance of the environment in virtually
everything that we do. Subsequent to that, we have tried very hard 
to imbue that point of view throughout the agency.

What means have we used? 
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Well, we will heve rather intensive sessions on the environmentI could go on and on. We have added a considerable number olpeople, which was in part congressionally, if not mandated, certain.y authorized. And I think it is fair to say that we are moving ine right direction with respect to taking the environment into account in any project or program that we are about to initiate.Mr. PORTER. There really are three things working here, one iseconomic development, one is population, and the other is sustain

ability.
Economic development, when you look at lesser developing countries, as I look at it, means micro-enterprise.How do you get people into a position where they can earn theirown way in sustainable development in their own countries, andisn't there also the link that if you involve women in the processperhaps even target women and empower them-that you arelikely in the longrun, to get the population restraint that comeswith an improved economy and also with the emancipation of 

women.
One of the places where they are using sustainable development-and you may be well aware of it-is in Ecuador. The population is collecting an agricultural product called Tagua nut, andthey are making these nuts into buttons. Tagua is vegetable ivorywhich, when it dries out, becomes extremely hard. Two U.S. clothing manufacturers, Smith and Hawkin and Patagonia, now usethese buttons which provides a market here in the United Statesfor products from Ecuador that perhaps wouldn't otherwise be mar

keted.
Is there any link between the kinds of sustainable developmentyou are encouraging with some A.I.D. programs and a market inthe United States tbr sale of those kinds of products in the waythat this is an example?
Mr. ROSKENS. We don't have what I would call a data bank thatwould enable me to respond in the context of having direct links inevery instance. But the business and development partnership initiative, which we are initiating does indeed address that point-theinvolvement, to a groater extent, of the private sector in this country relating to other countries.
Mr. PORTER. I think that an obvious requirement of A.I.D.'s success in encouraging sustainable development is having a market
for the products produced. I am not encouraging U.S. manufacturers to do things against their interests. In this case, it makes perfect sense for our country and their country, it provides encouragement for micro-enterprise and, therefore, for free enterprise.
The sustainable development of a 
country, using products thatare grown there without tearing down the rain forests helps, Ithink, in the long run control population.Mr. ROSKENS. In a P.S. to what ya said, we need to do more publicizing of this kind of activity. That is the sort of thing that helpsa great deal in terms of public interest and energy in seeing howwe can be helpful in other countries as well as helping ourselves.Mr. LEWIS. John, if I may, let's assume that A.I.D. people are inthe field in Ecuador, and someone may have been exposed to thisproduct. I would hope that there was some mechanism for communication coming the other way where we are the catalyst for simu



470
 

lating this kind of discussion in the community, business communi
ty and others. 

John is raising a very important point.
Mr. ROSKENS. May I say to you, that is precisely the kind of di

rection in which I hope we can move. In other words, it is a part of 
my sense of purpose and direction for this agency that we should 
have that very kind of information coming from the field so that it 
can be disseminated to useful places.

Mr. LEWIS. I just wonder-excuse me, I think this is important
sometimes we have in service training and education programs for 
American entrepreneurs because they tend to have blinders on rel
ative to the marketplace in this country. So we train businessmen 
as to what markets are about. 

I wonder if we shouldn't consider some seminar relative to our 
entrepreneurs for whom the bulb might not automatically turn on? 

Mr. ROSKENS. That is an important point. One of the important
factors I have learned in the time I have been associated with this 
agency is that we must increasingly find ways for two-way commu
nication to occur. We have the technology to do that sort of thing,
host-country to this country and vice versa on matters like that, as 
well as official government-to-government communications. 

Mr. LEWIS. Thank you.
 
Mr. PORTER. Thank you, Jerry.
 

WOMEN IN DEVELOPMENT 

To conclude this subject, I think it is also important that we take 
a close look at the situation of women in looking at our programs
for sustainable development and micro-enterprise and hopefully in 
combining both. But if we can target some of these resources specif
ically to women, I think we do them a great service and eventually
the entire world a great service in emancipating them and giving
them some control over their own reproductive lives in the long
term sense. 

ROMANIA: FAMILY PLANNING/CHILD SURVIVAL 

Can I ask about the Romanian family planning and child surviv
al funds we put in last year? We put in a million and a half for 
family planning services in Romania, another million and a half 
was for child survival at that time. Our hope was that if we were 
able to supply birth control devices to Romanian women, they
would be able to stop relying on abortion as a means of birth con
trol, which was out of control a year ago.

Can you bring us up to date on both those programs?
Mr. ROSKENS. Let me try to do that. 
With respect to the funds for family planning, we have a grant of 

$1.5 million to the Center for Development and Population Activi
ties. 

And that grant is about ready to be signed this month. It will 
begin to be implemented just after the congressional notification 
expires. We expect personnel related to that grant to be in Roma
nia by the first of April. So we are, in fact, right on target with 
that. 

Mr. PORTER. And the child survival? 
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Mr. RosicNs. That was primarily to assist with orphans.
In September of 1990, a $2 million grant was made to UNICEF,and we also had a $2 million cooperative agreement with a consortium of PVOs. So those are underway. 

DEBT FOR NATURE SWAPS 
Mr. PORTER. I have some other questions for the record, but canyou bring us up-to-date on debt for nature swaps where we havetaken a strong position at AID in support of those types of arrange

ments?
Mr. ROSKENS. Well, I can say that certainly in general I think adebt for nature swap is a splendid arrangement, both in terms ofalleviating the debt of a given country and in enhancing the natural resources base that it has. W,- plan to continue that sort ofthing or advance it, if you will, to the extent possible.I think most every project of which I have heard has been eitherwholly implemented or is in process. In other words, as far as Iknow, there isn't any real objection or uncertainty about using that

method. 
Mr. PORTER. I would encourage you to do this with participationof the NGOs here in the United States and across the world. Youcan get an awful lot of benefit and the United States ought to be

leading these efforts.
A million dollars here and there can really make a difference.
Mr. ROSKENS. Absolutely.
May I add a P.S. to something? I don't want to be appearingsilent on a subject that you addressed very aptly. I would just liketo say, I agree on the matter of women and development. It is tooeasy for people to assume, if I don't saying something here, and Isay this in the best sense of the word, that I am letting it slide by.It is a subject like the environment. I don't mean it is comparable, but it is in a way. Namely, we must be very sensitive to theimportance of women and there is no need for me to repeat whatyou said, because you said it very aptly. I just want you to know I am in total accord with that. 

Mr. PORTER. Thank you, Mr. Chairman. 
Mr. OBEY. Mr. Coleman. 
Mr. COLEMAN. Thank you, Mr. Chairman. 

DEMOCRATIC INITIATIVES FUNDS FOR PALESTINE 
Welcome, again, to the committee. I am interested, particularlyin light of the President's speech on the Middle East last night andespecially because this committee at the Senate's instigation lastyear provided funds. I was looking at the report language which indicated that the committee had received a report from the Agencyfor International Development detailing $15 million expended insupport of its worldwide democratic initiatives program, and that iswhere the committee commended AID for that program, and encouraged AID to make available under its program not less than$350,000 for private citizens involving both Israelis and Palestinians. The goal there is to achieve a mutual understanding between

the peoples. 
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I guess my question is, have we done that? Can you give us anupdate about what is happening?
Mr. RosKms. That is a subject on which I am not fully attunedand I will get back to you on that, if that is all right.
[The information follows:] 

DsmocTAnc INrrrnvs 
Developing a viable mechanism to encourage Israeli-Palestinian dialogue is clearly part of A.I.D.'s Democracy Initiative. We are consulting with State and field postsin Jerusalem and Tel Aviv seeking their views on how to structure such a program.Regrettably, the delicate security and political environment since the beginning ofthe Gulf crisis has delayed planning. We assure the Committee that A.I.D. is mind

ful of the Senate Committee's interest and that our interests are mutual. 
Mr. COLEMAN. I ask the question because I think that a lot of usthink that peace is going to be the answer to many of the issuesconfronting us Nation in the Middle East, and I thinkas a now

that the role of AID there could certainly be enhanced or strength
ened by even what the President said last night.It seems to me the ball will really be in your court on this issueto a larger extent, perhaps, than some in your own agency may re
alize. 

Mr. McHUGH. Could you yield on that?I appreciate your raising the question because I have written theAdministrator on this earlier. I think the report language, although it was originated in the Senate, reflects my views as well as 
yours.

$350,000, assuming there are effective nongovernment organizations on the ground, which I think there are, who can work effectively on a person to person basis between the Palestinian community and the Israeli community, this is a small amount of money,which could conceivably promote the kind of understanding amongpeople on a personal level that could be very beneficial. So i wouldhope, Dr. Roskens, that you would take a personal interest in thisand follow up on Mr. Coleman's suggestion.I got a letter back to my letter to you from the Assistant Administrator for Legislative Affairs, which was rather noncommittal,
saying, in effect, well, we will take a look at it.
That is fair enough, but we really do want you to look at it. It is
$350,000 out of a $15 billion account in an area so sensitive andvital to our interest; it seems to me it is a responsible thing to do.So I certainly want to second Mr. Coleman's concern. 

Thank you.
Mr. COLEMAN. The reason also, as I understand the mission ofAID, there are private sector organizations, Palestinian or Israeli,who may play a role there and do the kinds of things that weresuggested by that report of the House and Senate Conference.Mr. ROSKENS. I do recall there are four or five U.S. PBO groupsin that area which we are supporting and there may be three in

digenous PBO groups working there.
Mr. COLEMAN. I think there are.Mr. RosKEs. There should be more information coming to us inthe relatively near future as we get further into the planningphase. That program is not one that we are letting just lie idle. 
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I quite agree that this was relevant in terms of the President'i
 

comments last night. 

ENMoMETAjL STAFFING 
Mr. CoLEMAN. I also wrote a letter last year to your office andreceived a very detailed response and I am very pleased with. theletter with respect to the global environmental concerns in which 

your agency has played a role.
One paragraph there said that:
 

A few AID missions have implemented projects in the past couple years, but these
efforts are not yet widespread in part because field staff lack knowledge of the application. As a result of our staffing and operating expense operation, we no longerrecruit and hire employees. 
Let me ask whetier or not you would be able to tell us whatyour agency would need to have both in funding and personnel foryou to have the necessary staff trained so that it is not a wastedeffort in any arena, but rather something that is effective whereverwe are putting forth our concerns and efforts.Mr. ROSKENS. Again, let me say, I am in total accord with thepoint of view that you are expressing; namely, that we need to beinvolved in this whole question of global environment. It is quiteclear to me we are going to need additional expertise, some of it in.house full time, some of it perhaps more on a part-time basis, but we are going to need more of it.I cannot give you specific numbers, but I will try to respond tothat in detail. 

[The information follows:] 

ADDITIONAL PERSONNEL AND TRAINING
A.I.D. plans call for adding approximately twenty energy, environmental and nat,ural resources (ENR) specialists each year from FY 1990 to FY 1992. As of March1991, thirty positions have been established and sixteen have been filled. More posi.tions will be added as country-level ENR initiatives developed and approvedare 

during the coming years.The emphasis to date has been on hiring contract staff. Twenty.three of the thirtynew ENR positions established so far are contract and seven are direct-hire (DH).Our long range intention is to increase the direct-hire ratio as this initiative gathersmomentum. In this regard, the Environmental Working Group has recommendedhiring fifteen additional employees

ENR activities 

in FY 1991 and FY 1992 to manage and direct
throughout the Agency. That recommendation has been approved,but the positions must be established within the overall direct-hire ceilings set forA.I.D. As part of the current reorganization effort, I have asked the workforce planning group to determine the Agency's workforce skills requirements, including ENR
personnel. Thus, increased needs for ENR staff are expected to be offset by reductions elsewhere in the workforce.With regard to training for direct-hire staff, A.I.D. has a contract with the Institute for International Research to design and implement a five-year ENR trainingagenda. The program is called A.I.D. Staff Strengthening through EnvironmentalTraining (ASSET). Under the program, IIR will offer two to three week courses several times each year on environmental impact assessment, environmentally sounddevelopment planning and on the environmental dimensions of economic analysis.In addition, 11R will provide seminars, speakers and modules for other A.I.D. training activities, including those designed for Mission Directors and other senior levelstaff. Approximately 100 A.I.D. employees will attend the environmental trainingcourses yearly, and another 100 are expected to be reached through seminars endENR training modules in other training programs.For FY 1992, we have included in our operating expenses budget request the cOstsror direct-hire ENR employees and for travel of current DH staff to attend ENR 
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training. Therefore, in response to your query about what more the Congress can 
do, we ask that you fully fund our FY 1992 OE budget request. 

MEXICAN STUDENT SCHOLARSHIPS 

Mr. COLEMAN. Finally, I know AID provides scholarship assist
ance to students from Mexico who come to the United States. 

I want to commend that program. Can you give us an update, for 
the record would be fine, concerning your continued efforts in that 
regard and what costs there may be associated with that. 

I think it is a program that all of us, particularly in light of the 
changes in the Republic of Mexico over the past several years, can 
envision a United States education playing a role. 

If you look at the Salinas administration and others associated 
with it, from whence they have received their degrees, I think ev
eryone can understand that it is having a positive effect. 

[The information follows:] 

MExico TRAINING PROGRAM 

A.I.D.'s Training Program in Mexico has served as a means of developing coopera
tion between Mexico, the U.S. and other Latin nations. The LAC Training Initia
tives (LAC-Il) Training Program, ending in March 1991, has trained 1,031 Mexicans 
in long and short-term programs in agriculture, energy, business, forestry, environ
ment, and fisheries. 

The Advanced Developing Country Training Project, which replaces LAC-Il, tar
gets 360 mid-career professionals and potentialleaders for short-term and 75 leaders 
for long-term academic training in four priority areas: private enterprise, agricul
ture, administration of justice, and energy technology.

A.I.D. has been very successful in containing training costs. Through special fi
nancial arrangements with the University of Texas at El Paso, and several schools 
of the University of California system, A.I.D. is able to stretch funds in order to 
make academic training in the U.S. available to a larger number of Mexicans. A.I.D. 
also facilitates the training in Mexico of A.I.D.-sponsored participants from other 
Latin American Countries. 

The budget level for FY-1991 training is currently $230,000. 

ASSISTANCE FOR MEXICO 

Mr. COLEMAN. Just one last question; is AID planning to increase 
its presence in Mexico or its efforts there, particularly in light of 
the free trade agreement that is being proposed by the President? 

Mr. ROSKENS. I don't think it would be fair to say that we are 
planning to increase our contribution there. We are involved in 
several projects or programs there at the moment, not extensively.

It is a modest amount in several sectors. 
Mr. COLEMAN. I think what I would really be interested in is 

whether you could provide this committee or me personally with 
our strategy, particularly regarding Mexico. As the Mexican Minis
ter of Commerce put it at a meeting here in Washington several 
weeks ago, whether we have an agreement or not, there is one 
thing that will not change, and that is that the United States and 
Mexico will be neighbors. 

We understand what that plan is, that is critical, so that all of us 
dealing with our own constituencies can make our case for AID
funding.

Mr. ROSKENS. I will be glad to do that because there, obviously, 
are items that need resolution in terms of bilateral, social, and eco
nomic concerns relating to the two countries. 

[The information follows:] 
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Mzxico AwISTANCE STRATEGY 
We are currently reviewing our assistance strategy for Mexico over the next fiveyears. The program has been running at an annual level of some $45 million, including $30 million in Section 416 food aid. Program objectives are to: (1) promotecommercial, scientific and technological linkages conducive to a more open bilateraltrade relationship; and (2) seek socio-economic improvements in selected sectors, including population, health and nutrition, narcotics reduction, and environmental

protection.
Looking to the future, we see two priorities, both of which contribute to our U.S.Government strategic objectives of broad-based, sustainable economic growth andhealthy, evolving democratic societies. These are:1. consolidate and build upon our current program to support joint Mexican-USefforts in trade liberalization and support key socio-economic improvements; and2. support Mexican and regional cooperation to advance the Enterprise for theAmerican Initiative and Global Climate Change Program.These elements of strategy include encouraging Mexico to expand its multilateralrole in the region. In recognition of Mexico's leadership, the A.I.D.-Mexico partner

ship will:
(a) enhance the private sector's role in development of the region;(b) facilitate commercial, scientific and technical exchange between Latin American countries with Mexican participation and leadership whenever appropriate; and(c) strengthen the institutional capabilities of entities working to improve regionalcooperation, such as the Mexican Institute for Economic Studies, Monterey Technical Institute, Central American Business School, U.S. Private Voluntary Organizations such as Junior Achievement, Conservation International, The Nature Conservancy, Partners for the Americas, Inter-American Foundation, World Wildlife Fund,among other agencies active in Mexico and the region.A.I.D.-Mexico program will help strengthen cooperation between Latin Americancountries and Mexico and increase their capacity for joint action to achieve commonobjectives in areas such as: (1) mutual reduction of trade barriers, both tariff andnon-tariff; (2) simplifying procedures to improve trade and investment climates; (3)environmental protection through such means as debt for nature swaps; and (4)other areas of commercial, scientific and technical exchange. 
Mr. COLEMAN. Thank you, Mr. Chairman. 

POPUlATION GROWTH IN AFRICA 

Mr. OBEY. Mr. Green.

Mr. GREEN. Thank you, Mr. Chairman.
I would like to start by merging two themes that my colleagues
have raised. The first, African economic statistics, and, the second,population issues, because I was struck by a statement that my
staff found by Barber Conable in the preface to the 1990 World
Bank Development Report in which our former colleague says: "Insubsaharan Africa, the expected growth in gross domestic product
of 3.7 percent a year, although significantly higher than in 1980's,
will not be sufficient to offset the effects of rapid populationgrowth, and the number of poor will increase.It seems to me in a nutshell, that assessment really does sum upthe fact that if we are not prepared to address the populationissues, a lot of the good work you are doing just isn't going fast

enough to keep up.
I wonder if you could comment on that?Mr. ROSKENS. In many ways, you are right. We are not able to

keep up.
On the other hand, I would not want to leave this room withoutgiving the impression that population growth alleviation is a veryimportant subject in our total portfolio. For that matter, as we lookat some of the statistics, and you remember we were talking earlierabout being careful about statistics, in some of the 28 countries 



476
 

that have received the largest amount of population assistance 
from A.I.D., the average number of children per family has 
dropped from 6.1 in the mid-1960s to about 4.5 today. And we have 
some evidence of fertility rates declining dramatically in countries 
in almost every region we have programs. So, there are some evi
dences, I think, of possible success on our part. 

But the population problem, is not somethin~g that will not go 
away, and we are very much committed to keeping on that track. 

POPULATION PROGRAM 

Mr. GREEN. Last June, before the House floor debate on the For
eign Operations bills, you wrote me to oppose increases in the pop
ulation account. Most recently, the fiscal year 1992 Presidential re
quest for population of $228 million falls short of the fiscal year 
1991 appropriation level of $250 million. 

So while I appreciate your words on the population issue, it 
seems to me that you are sending Congress a rather mixed message 
when you look at the numbers. 

Mr. ROSKENS. As a matter of fact, I think I can explain that. 
That happens to have resulted from the fact that there were con
gressional earmarks which required us to reduce all of our ac
counts for FY 1991. 

Every Lunctional account was reduced proportionately. That is 
why we went down from 250. For FY 1992, we are, as you indicat
ed, requesting 228, but that is only DA money. We are planning at 
least 65 million from the Africa Fund, which would put us up over 
292, so we are not going down. 

Mr. GREEN. That gets you back to where you were in 1985? 
Mr. ROSKENS. But I am just talking about this two-year period. It 

is not a lack of commitment. It is a problem of funding earmarks 
as well as meeting our commitm ents. 

GAO REPORT ON POPULATION PROGRAM 

Mr. GREEN. I am not sure in the end that there is not a distinc
tion between funds and commitment in this business. There was a 
GAO report in May of last year critical of A.I.D. management of its 
bilateral family planning assistance. 

Have you taken any steps to address the concerns raised in that 
GAO report?

Mr. ROSKENS. We have taken some steps. I have forgotten what 
the specifics of the GAO report were now. 

Mr. GREEN. Maybe you could give us a response to that for the 
record. 

Mr. RosKENs. I would be glad to do that. 
[The information follows:] 

GAO REvIw OF A.I.D.'s POPULATION PROGRAM 

The GAO report raised some concerns about the focus, management, coordination 
and evaluation of A.I.D.'s population program. A.I.D. his been committed to deliver
ing family planning services since 1965, with a clear and consistent strategy based 
on the premise that providing family planning services is the most appropriate re
sponse to the developing world's population problem. A.I.D. is committed to reduc
ing rates of population growth as a means to achieving the broader objective of 
better social, economic, environmental, and health conditions in the developing
world. 
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Unfortunately, the GAO report equated decentralization of the population program with management diffusion and lack of coordination. Such an assessment failsto recognize the important features of A.I.D.'s decentralized management structurewhich emphasizes a strong field orientation and the many formal and informalmechanisms that insure effective coordination. These mechanisms include the Population Sector Council which discusses strategy, budget and programming issues; regular and ad hoc meetings between the Office of Population and technical staff in theregional bureaus and the missions; repular staff rotations between Washington andthe field; and the Office of Population s resource allocation plan which identifies theOffice's country priorities and budget allocations that complement mission programs.The GAO identified some areas for improvement which A.I.D. has moved quicklyto implement. One of the GAO's recommendations concerned strengthening A.I.D. spopulation evaluation program. A new evaluation unit has been established in theOffice of Population. This unit has been charged with improving understanding ofthe impact of population assistance and country programs on fertility and familyplanning behavior; improving the methodological toolsproving for measuring impact; imuse of existing data for population program evaluation; carrying out fieldevaluation studies; and assisting missions and host country organizationslish and institutionalize population evaluation systems. A 

to estab
new project is currentlyunder design to carry out these objectives.The GAO report also recommended establishing a population management information system. There is already a considerable amount of data on population programs and projects. A.I.D. is development ways to use these data more effectively.The new evaluation program will more effectively analyze available data. Authorityto use FY 1991 program funds for operating expense costs will provide improved automation for the population program staff, permitting staff to accessprogram and project information that is already being collected. 

and analyze 

FUNDING UNFPA
 
Mr. GREEN. 
 Could you clarify for the subcommittee the preciseconditions under which the A.I.D. would resume the contributionsto the UNFPA?
Last year Senator Hatfield and I had a meeting with staff fromthe White House who are involved in setting policy on UNFPA,and when I asked the White House staff what is it that theUNFPA does in China that is so terrible, I was told they assist theChinese Government in developing demographic statistics. At thatpoint, we were in the midst of the census and given the problemswe were having in our own county, I suggested maybe we ought tohire the UNFPA to help us develop demographic statistics.But, if that is the problem, what has to be done to overcome
that? Because generally the UNFPA is rated 
as a very good performer.

Mr. ROSKENS. We have had $10 million on hold for the UNFPA.We have not made a decision regarding what to do with that, although I am prepared to do that fairly soon. It probably is going to
be disseminated elsewhere, because our staff has evidence that the
Chinese are 
still enforcing compelled abortion. Therefore, we arenot able to contribute to that, nor will we.Mr. GREEN. Even if the UNFPA funding has nothing to do withthat program?Mr. ROSKENS. I am talking about $10 million that would go tothem for that purpose.Mr. GREEN. I understand that, but my understanding from theWhite House is that what UNFPA is doing in China is assistingthe Chinese Government in developing demographic statistics, forexample, telling them the birth rate is higher in Salt Lake Citthan in New York City. And I really don't see any olna,l ]ot ya 



478
 

ship there with compelled abortions and I am wondering, what is it 
that would have to happen on the part of UNFPA so that we would 
fund them? 

Mr. RosKENs. I think what would be necessary from our perspec.
tive is absolute assurance that there is no commingling of funds, if 
you will. 

Mr. GREEN. There has been no evidence that there is commin
gling of funds, as far as I am aware. 

Mr. ROSKENS. Let me say this. You well know that this is a sub
ject of considerable disagreement and it has been, for some time. 
There has been a considerable amount of study relating to China 
and the UNFPA. We have taken the position which we have taken 
on the basis of evidence that we think suggests that the whole 
matter is not clear with respect to where the funds would go. Con
sequently, we are holding to that policy.

Mr. GREEN. Could I ask you for the record to spell out in greater 
detail what you think it is that the UNFPA does that causes you 
trouble? 

Mr. RosKENS. I will be glad to do that. 
[The information follows:1 

UNFPA AcTivrrls IN CHINA 

I think it is necessary to clarify for the record any misunderstanding about com
mitngling funds that might have developed during my testimony before the Subcom
mittee. Segregating a United States contribution to UNFPA from funds it uses in 
China is not acceptable. The United States would still be associated with a program 
of coercive abortion because funds are fungible, and in addition, a segregated ac
count would not be lawful under the Kemp-Kasten amendment. 

The United Nations Population Fund (UNFPA) is not eligible for funding for 
A.I.D. because the Kemp-Kasten amendment prohibits Utnited States assistance to 
an organization that supports or participates in the management of a program of 
coercive abortion or involuntary sterilization. Although UNFPA does not directly fi. 
nance abortion or coercion, this restriction applies to UNFPA because of the man
agement assistance, including training, it provides to China. 

In order to explain why the United States is troubled by the support UNFPA pro
vides to China, it is necessary first to understand the China program. The funda
mental problems in China are its one-child policy and the manner in which it is 
implemented. The Government sets targets for authorized births that are appor
tioned down to the local level and, ultimately, to each work unit. These targets
often are treated as quotas by family planning workers and other officials whose 
performance is reinforced by a system of rewards for success and punishment for 
failure. Special benefits are provided to couples who comply with policy, and eco
nomic and other penalties are imposed on those who do not. This system has set in 
place a program for population control that has resulted in a wide variety of abuses, 
including coerced abortion and involuntcry sterilization. 

To set these targets, monitor compliance with them, and enforce the one-child 
policy, China needs to obtain and analyze demographic information effectively. The 
quality and amount of management and training assistance UNFPA has provided to 
China has had a significant impact; on China's ability to obtain and analyze the in
formation China needs for these purposes. While China has been implementing this 
coercive program, UNFPA helped China develup the modern capability to establish 
and monitor compliance with authorized birth targets, including assistance and sul'
port for computer hardware, management information systems, the State Fqmil3
Planning Commission and other governmental agencies responsible for policy devel
opment and implementation of China's population program, institutions to make 
China self-sufficient in training of demographers, basic and clinical research (such
as studies of reproductive epidemiology and social, behavioral and psycho-social as
pects of contraceptive use), and training for family planning workers who imple
ment China's abusive program which results in coerced abortion and involuntary
sterilization. 
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In 1985, the A.I.D.Administrator concluded on behalf of the President that theKemp-Kasten amendment applies to UNFPA because of the management assistanceit provides to China, and this determination was sustained in the federal courts.Since then, there has not been significant change either in the China program or inUNFPA's support for it that would justify A.I.D.'s making a contribution toUNFPA. In fact, the President vetoed the 1990 foreign assistance appropriations billshortly after UNFPA earmarked for UNFPA and its new program is not significanty different from the previous two. The bill would have required UNFPA to place.I.D. funds in a segregated account which could not be used for China, but fundsare fungible and the President believed this would not be an effective way to express United States concern about coercion in China.


I certainly agree with the President's decision.
 

IMPLEMENTATION OF MEXICO CITY POLICY 

Mr. GREEN. In the same general area, you had a study on theMexico City policy implementation within your agency. It was Occasional Paper, Number 5, published November 21, 1991, population technical assistance project, and the paper basically found thatthe only problem you were having implementing the policy was over cautiousness on the part of AID staff in the field. As a resultof this, things that are not banned by the Mexico City policy arenonetheless not being done because of excessive concern and fearabout the Mexico City policy. There is a four-point recommendatior
to AID as to how to deal with that problem outlined in the report.The first one of those recommendations was that the standardclause could be revised to clarify what is permitted in important
areas such as research in the treatment of septic abortion cases.Have you done anything to implement those recommendations?

Mr. ROSKENS. I am not familiar with the report that you arequoting. When I say "familiar," I don't remember it at the 
moment.
 

Mr. GREEN. If you could, for the record-

Mr. ROSKENS. I would be very glad to do that. This is a subject on

which we should be very clear. 
[The information follows:] 

Msxico CITY PoucY IMPLEMENTATION STUDY 
The "Mexico City Policy Implementation Study" (John Blane, Matthew Friedman,POPTECH Occasional Paper No. 5, November 1990) found that Cooperating Agencies implementing the policy guidelines are taking reasonable steps to verify thattheir subgrantees are in compliance with the policy. All of the subprojects reviewed-49 subprojects in 6 countries-were found to be in compliance with the
standard clauses implementing the policy. The team also found that most of the subprojects visited have not been significantly affected by the policy.
However, the team reported anecdotal evidence that several project managers in
foreign countries have reacted to the requirements in an over-cautious way by applying restrictions to activities permitted under the policy. Based on this anecdotalevidence, the team observed that imperfect understanding of the policy at locallevels and excessive caution in complying with the policy's restrictions could
hamper people's ability to obtain family planning and health services. This led the
team to suggest that A.I.D. revise the standard clauses implementing the Mexico
City Policy to: clarify what is permitted under the policy; state that if a violationoccurred, subgrantees would be given an opportunity to correct the problem beforethe agreement would be terminated.

In addition, the team suggested that cooperating agencies provide more help tosubgrantees to understand the requirements of their subagreements, and that ashort publication providing examples of what is and is not permitted under the
standard clause be prepared.

A.I.D. is taking steps to implement these suggested changes. I have asked theGeneral Counsel to start the process by developing amendments to the standard 
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clauses clarifying their meaning. After this is done, A.I.D. will instruct cooperating
agencies to work more closely with their foreign subgrantees to ensure that they
fully understand A.I.D.'s procedures for implementing the Mexico City Policy. 

Mr. GREEN. I have some questions on energy I would like to 
submit for the record out of deference to Mr. Gray. 

Mr. GRAY. It is quite all right. 
Mr. OBEY. Mr. Gray. 
Mr. GRAY.Thank you, Mr. Chairman. 
It is good to see you again. I have about four concerns. 

NATIONAL ENDOWMENT FOR DEMOCRACY AND SOUTH AFRICA 

The first one is that in the submittal for fiscal year 1990, this 
committee appropriated $10 million to assist the victims toward a 
nonracial democracy. The language specifically said that' the 
money should be sent through the National Endowment for Democ
racy the South African Council of Churches amd other organiza
tions. That was a bipartisan recommendation made by myself and 
Mr. Gallo, after we had returned from an extensive trip to South 
Africa to meet with Mandela and President de Klerk following the 
release of Nelson Mandela. 

Could you brief us on the status of that $10 million? 
Mr. ROSKENS. The staff had begun discussions regarding how to 

implement that fund. We were moving in directions that we discov
ered were not going to be satisfactory to many of you. So we pulled 
back. We are taking a second look at how those funds might best 
be used more in accord with what you are committing on. 

Mr. GRAY. So, as of this date, Dr. Roskens, we have not allocated 
those funds to any of the antiaparthied groups in South Africa to 
help facilitate moving them to the negotiating table? 

Mr. ROSKENS. At this point we have not allocated any, that is 
correct.
 

Mr. GRAY. I was very concerned and disturbed to learn that the 
National Endowment for Democracy has been operating under the 
assumption that this $10 million was to go to them as a grant, en
suring them to then subcontract based on their own judgment. 

I must say that that was never the intent. That $10 million was 
to provide assistance to antiaparthied groups in South Africa to 
prepare them for negotiations. That $10 million was supposed to 
provide computers, typewriters, et cetera-the kind of equipment 
that could be useful. 

I am disturbed, therefore Dr. Roskens, by reports that NED has 
been assuming this $10 million was for programs, to be determined 
by them. Also, in your notification, the South African Council of 
Churches has been totally excluded, despite the fact that the lan
guage of the legislation clearly says both NED and SECC are to dis
close the funds in question.

What is even more disturbing was the fact that the National En
dowment for Democracy, I am told, let it be known that they were 
prepared to use the $10 million for such "wonderful" items as 
American-organized on "democracy" and "pluralism" conferences. 

I want to say very clearly that that was not the legislative intent 
of this measure. I don't think the South Africans, either the Major
ity or the Minority, white or black, needs Carnegie Endowment for 
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International Peace or any other U.S. organization sending ovsome experts to tell them how to establish a democracy.What that money was intended for was to provide groups like-Mr. LEwis. I am not sure about the blacks, but I can talk abouthe whites, if you like.Mr. GRAY. Well, that money was intended to provide computerand other equipment to assist anti-apartheid groups in the altempts to remotely approach equal footing in their dealings wit]

the government.
I have U.S.-based organizations come to my office to ask for m'support for their plans to go to South Africa to conduct symposion freedom and democracy. I have had to make it clear that mlsupport could not be counted on.Mr. OBEY. If the gentleman would yield, I would simply like t(back up what Mr. Gray is saying.In my judgment, the National Endowment for Democracy is erunaway operation. They are trying to take advantage of the factthat they have an attractive name to build an empire to the exclu.sion of everything else, including congressional direction.It seems to me Mr. Gray's words ought to be heeded, because ifthey are not, they will have a considerably smaller budget to dealwith next year than this year.Mr. GRAY. So I would hope you would get on top of this, Dr. Roskens. NED is simply to be a "pass-through, along with SACC. Theyare to be channels through which these resources flow to those antiapartheid groups that would eventually be at the table.
The Pan Africanist Congress, 
 the Black Consciousness movement, and others were the intended recipients. This $10mm is notto be a pot of gold for American policy centers and universities togo over and instruct folk on freedom. I-But please see if we can get that money out Dr. Roskens. It isnow, I guess, almost 12 months since we returned from our trip.This $10mm represents a bipartisanrecommendation coming fromDean Gallo, who is no longer on this committee and Jim McCreryon the other side. Yet these monies still have not been disbursed.

The reason I am told-Mr. Lzwis. I was not on that trip and I understand the thrust ofthe gentleman's concern, and I agree with that concern. I know
that you don't intend that there be no oversight of those monies; as
they flow for obviously any group receiving the funds you wantsome reasonable assurance the funds will be used for our purpose
as well.
But having said that, I would hope that when the Congress designates a specific interest, that there would be a response that is efficient and hopefully directed towards the purpose intended.
Mr. GRAY.Well, I am 
also aware that NED is opposed to beingrequired to enter into any cooperative agreement with State andA.I.D.

I am informed that and advised that their preference is to have astraight grant since under that scenario, there would be no over
sight.I wrote the legislation and the legislative intent was always thatoversight be an A.I.D. responsibility. 



482
 

That money should have been spent by now. It has been almost a 
year. 

And I thank the gentleman for his comments. 
Let me-
Mr. RoSKENs. May I just insert a comment quickly, Mr. Gray. I 

want to express my appreciation to you for clarifying this matter 
and helping some of us see it a little more clearly. Even in an earli
er conversation with you and in part, as a result of that, we are in 
better shape with respect to responding. I can assure you in the 
future our intention will be to respond with greater alacrity. 

Mr. GRAY. I just want to see the money moved. I want to make it 
clear that A.I.D. has a responsibility. NED is a pass-through. This 
is not the program money or grant money for them at all. 

Mr. ROsKENs. We understand. 

ASSISTANCE TO AFRICA 

Mr. GRAY. In the fiscal year 1991, U.S. Foreign Assistance to 
Africa, was increased rather substantially, thanks to the bipartisan 
work of the committee. 

Could you explain to us what the impact of this program has 
been in A.I.D.'s program activities in subsaharan Africa? 

Mr. ROSKENS. It has made a great difference. We have been able 
to do more than we were able to do before. I think it doesn't have 
to be said here that Africa is a continent in which there are coun
tries that need considerable amounts of project assistance in the 
areas of population, child survival, education, AIDS, et cetera, 
some of which problems I saw on a recent trip. The increase which 
was provided was appreciated. 

Now, it could be asked, are you going to be able to use the $800 
million. 

Mr. GRAY. That was the next question. 
Mr. ROSKENS. I did anticipate that question. 
Mr. GRAY. You are a good anticipator. 
Mr. ROSKENS. Let me say quickly that we hope we will be able to 

do so. But the Persian Gulf problem, which has necessitated bring
ing some people out from Tanzania, for example, as you well know. 
There may be somewhat of a short-term problem, but it is not a 
problem of inability to expend the funds if all conditions were 
right. 

Do you understand what I am saying? 
\.Mr. GRAY. Yes. 

'\Mr.RosKF s. I don't want to give any impression that we are un
appreciative of the funding or unwilling to try to expend it. But 
there are some problems that intervene. 

Mr. GRAY. Is one of those problems the fact that there have been 
cutbacks in staff in the Africa department? 

Mr. ROSKENS. I don't think there have been any cutbacks of any 
significance. Let me ask to be sure. 

Mr. GRAY. It may be helpful in order to improve the distribution 
of that amount of money, and since it is a rather sizable increase, 
that the staff is in place to help facilitate the distribution of those 
resources. 
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There are those of us who are very concerned that concomitanwith a sizeable increase in the foreign assistance budget for Afric4there have been significant staff reductions. I am sure you'll agrethat this would make it very difficult to effectively allocate thesiincreased funds.
Mr. ROSKENS. I don't think that was the case. I didn't mean t(interrupt. I am sorry.
Mr. GRAY. I was saying that staff cutbacks will create a problenif we're trying to implement an expanded Africa program.Mr. ROSKENS. Let me say that I have absolutely no disagreemeni

whatsoever.
Mr. GRAY. Finally, one last question, and I will submit my otherquestions for the record. 
AFRICA BUREAU'S MARKET DEVELOPMENT AND INVESTMENT GROUP 
Regarding the Africa Bureau'a market development and investment group, could you give the subcommittee any information onthe extent to which historically black colleges and universitieshave been utilized in research and consu!ting and other capacitiesin that Bureau's marketing and development investing group?Mr. ROSKENS. I can't give you a detailed response as to how muchhistorically black institutions may have been involved in that par"icular project.
I do know we are very conscious of keeping them involved in anumber of programs. In fact, we have established floorv that willassure their continued role in programs.

But I will be glad to get you the specific information on that.

[The information follows:] 

MARKET DEVELOPMENT AND INVESTMENT GROUP 
The majority of work carried out by the Africa Bureau's Market Development andInvestment group is implemented by disadvantaged minority small businesses selected under the Section 8 (a) set aside program. Its core project is being implemented for the most part by Labat-Anderson International, a firm that was eligibleunder the Section 8 (a) set aside program when it was selected but that has justgraduated from the program. There is a program being finalized at this time withHoward University to assist in the development of venture capital in Africa. TheMarket Development and Investment group's work in this area is carried out byHarvey & Company, a black-owned company selected under the Section 8 (a) set

aside program. 
Mr. GRAY. Could you get me information on the Bureau's marketdevelopment and investment group? I know AID has been doing a
very good job in most cases in HBCUs, but I am concerned that in
this one particular area HBCUs could be better utilized. I wouldlike to see HBCU's be better utilized.
So could you give us some figures?
[The information follows:] 

MARKET DEVELOPMENT AND INVESTMENT GROUP 
The majority of research and consulting work commissioned by the Africa Bureauis undertaken by units other than the Market Development and Investment group.That group works directly with the private in andsector Africa in the UnitedStates. The Market Development and Investment group has done very little work todate with any un'versities. At this time, negotiations Rre under way to work withHoward University on the promotion of venture capital in Africa. 
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Mr. OBEY. Mr. Lewis. 
Mr. .iwm. Thank you, Mr. Chairman. 
I formally welcome Dr. Roskens. 
About the earlier question I was going to submit for the record, I 

would like to have for our record a rather detailed description, if 
you would, of A.I.D.'s work with the challenge of the disease AIDS, 
not just in terms of African countries, but other parts of the world 
where your work is impacted.

In 1983, I carried a resolution calling for a blue ribbon commis
sion to coordinate domestically information, educational efforts, et 
cetera, needs regarding this disease. 

At a point in time, Democratic and Republican colleagues who I 
asked to cosponsor that resolution were saying, you want to do 
what? And since that time we have learned one more time that the 
world is a shrinking world and challenges like this are not likely 
set aside for convenient communities or countries. 

If you would vescribe for me at any point some of those efforts 
and projects that are having success, particularly in Africa, I would 
apppreciate it. 

But beyond that, I would like to know if there is a major effort 
that involves multiagency coordination, an effort to take informa
tion :s developed, experienced developed in places like Africa, com
mun'.cating that to the challenges we face here at home and in 
other parts of the world. 

Mr. RosKENs. Yes, let me respond to the last part first, if I may. 
The multiagency aspect would, of course, involve some of the 

United Nations agencies. There are very direct linkages, for exam
ple, with the World Health Organization, with respect to AIDS. 

Demography is very important, that is to say, statistical evidence 
to the best of our ability to generate it, among all the groups in
volved. There is cooperative motion in that regard. 

I rather imagine that it would not be out of order for us-and I 
am not talking A.I.D. now, I am talking about us as a country or as 
a government-to press even harder for more participation and co
ordination with other worldwide agencies, other countries, even 
other donor countries, in addressing this problem so we are not 
moving in a number of directions and sometimes overriding each 
other. 

Now, what was the first part of your question? 
Mr. LEWIs. I specifically wanted to know what kinds of success 

you are having in your experiences in African countries. 
Mr. ROSKENS. I was very impressed to discover unique kinds of 

communication or educational techniques that are being employed 
in Africa. We did not necessarily teach them this. 

I am just saying our resources enabled them to do some of those 
things. For example, as you well know, in some parts of Africa 
there is a high rate of illiteracy. To communicate through the writ
ten word is not possible. Of course, they don't have television, so 
that is not very useful. 

What we saw, for example, were some dramatic performances, 
literal drama, families instructed through a dramatic play. We saw 
that type of demonstration two or three times. Performers go out 
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into the villages with a play which is very explicit and leaves nothing to the imagination. They are communicating to people the tremendous problems and difficulties with AIDS that exist and, moreimportantly, ways to prevent its further advancement-how to use 
condoms, et cetera.

All of this is explicitly done through drama. I think it is something that we haven't thought of in this country, so far as I know,and I give them great credit for moving in that flirection.
Mr. LEwis. One of my concerns is that this challenge is a veryreal worldwide challenge and it is going to explode in our owncountry in a way that a lot of people, I believe, are not ready for,and there is a tendency under those circumstances for the public toreact in fear and public policy that is developed is not necessarily

the best policy.
Experiences in other countries where they have really faced thedevastating impact of this disease would be helpful to us if we understand the value of sharing information and insist upon meclia

nisms for communicating it.
For example, there is broad discussion currently regarding whatI consider to be pretty strong policy change or suggestion forchange regarding Immigration services as it relates to this issue.Are people concerned about almost knee-jerk reaction to thisshrinking world? I would hope that A.I.D. would force itself tobecome a catalyst for this kind of sharing and communication, etcetera, I mean, to the highest levels of our own government.
One other question, Mr. Chairman, if I may, and if you supple

ment that for the record-
Mr. ROSKENS. I would be glad to. I think that is a very important

topic.
[The informe tion follows:] 

A.I.D. AND INTERNATIONAL AmD EFFORTs 

A.I.D.'s involvement in international efforts to prevent and control AIDS began in1985. Although AIDS and HIV infection are found in all regions, Africa continues tobe the continent most affected. As of mid-1990, a very conservative estimate of totalHIV infections in Africa was over 5 million as reported by the World Health Organization's Global Programme AIDSon (WHO/GPA). In the absence of a vaccine
against the virus, programs that promote behavioral change are the best tools available to prevent the spread of HIV infection. The goal of AIDS education programs is
to help people translate information about AIDS into the adoption of the safest pro
tective behavior possible.


Because of its extensive, successful experience with information, education, communications and social marketing in health, nutrition and population programs,A.I.D. has given these activities prominence in its bilateral AIDS prevention andcontrol strategy. Examples of programs currently underway in African countries 
are:

In less than 13 months, an A.I.D. pilot social marketing project has succeeded inselling more condoms than had been distributed in the history of contraceptive service delivery in Zaire. Population Services International, a U.S.-based private voluntary organization, is creating a social marketing structure to sell condums donatedby A.I.D. at a subsidized price through existing commercial outlets. Nation-wide, 80percent of about 5,000 targeted commercial outlets participate in the project. Inmetropolitan Kinshasa, 90 percent of the pharmacies are part of this project. Totalsales have increased steadily from 1 mi.lion in 1988 to 8 million sold in 1990. For1991, sales of 15 million condoms are projected.
An educational play written and performed by health care personel appeared onnational television and has been performed in over 50 locations thro.,ghout Zambia.It is part of an AIDS control program in Zambia aimed at reducing the incidence of 

42-M 0-91-16 
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sexually transmitted diseases (STDs) and HIV by sponsoring sex education activities 
in high schools and 45 STD clinics located throughout the country.

To develop appropriate materials for educating Mali students in different age 
groups about HIV prevention, focus group sessions were held with adolescents to 
learn about their differing levels of sexual awareness, AIDS awareness and their re
sponses to different types of educational materials. 

Next, a two-week conference was convened with educators, religious leaders, art
ists, writers and students to get their input to the design of materials. A teachers' 
guide has been drafted and work has begun on a student handbook. 

A.I.D. is able to capitalize on its own experience and that of our cooperating agen
cies in carrying out IEC and social marketing programs for AIDS prevention. While 
successful experience in promoting nutrition, oral rehydration, immunizations, and 
family planning are not directly applicable to AIDS prevention and control, the un
derlying principles and basic approaches we have applied are relevant. The Agen
cy's prominenco in the field internationally was recognized early by WHO/GPA in 
requesting the detail of A.I.D.'s direct-hire expert in communications for a two year
period. Since returning to A.I.D., he has been devoting considerable time und effort 
to AIDS communication activities. A.I.D. does not have all the answers in -promoting
changes in the behaviors that spread HIV; but if successful experience in related 
areas is an indicator of potential success, then there is hope that A.I.D. will begin to 
see the results of our IEC efforts in this difficult area also. 

If and when we do, the Agency is in a position to share lessons learned with inter
national and domestic agencies involved in AIDS prevention mid control. A.I.D. is 
involved in coordination efforts on both the international and domestic levels. A.I.D. 
played a catalytic role in establishing the World Health Organization's Global Pro
gramme on AIDS (WHO/GPA) in 1988 and continues to work closely with them. 
WHO/GPA provides global leadership and coordination in the development of poli
cies, strategies, and guidelines for international and national AIDS prevention and 
control programs.

Domestically, A.I.D. participates in two key U.S. Government bodies concerned 
with AIDS prevention and control: the Federal Coordinating Committee on the HIV 
Epidemic, which was convened by the U.S. Public Health Service, and the Inter
agency Working Group (IWG) on International Aspects of AIDS, convened by the 
Department of State. A.I.D. coordinates the international activities of U.S. govern
ment agencies in HIV-related prevention and control by chairing the International 
Subcommittee of the Federal Coordinating Committee on the HIV Epidemic. The 
subcommittee meets regularly to review the international AIDS activities and relat
ed research of all agencies, including the Departments of Defense, Health and 
Human Services, and State. A.I.D. is also a member of the IWG subcommittee on 
AIDS Models and Methods, which coordinates the efforts of U.S. Government agen
cies to monitor the spread of HIV infection, assesses its impact on development, and 
coordinates the AIDS modeling efforts of U.S. Government agencies. Recently, a 
U.S. Government AIDS coordinator has been designated in each country abroad. 

These mechanisms have fostered information sharing and a high level of inter
agency cooperation and collaboration. 

ELIMINATING FUNCTIONAL ACCOUNTS 

Mr. LEwIs. The President's speech mentioned a foreign policy
free of micro-management. I understand you have a promise to pro
posal designed to move development assistance in that direction by 
eliminating the functional accounts. For example, money flows es
sentially to African countries, but I am concerned about developing 
countries and flexibility in programs in places like Latin America. 

Mr. ROSKENS. A proposal is underway for submission to the Con
gress which would revise the Foreign Asistance Act. One of its major 
themes is the elimination of functional accounts, so that we would 
have greater flexibility to respond in a more timely fashion in 
instances where such responses would be in order. 

These are the general themes that permeate the Administra
tion's rewrite, and I hope that this will be available to send up 
withih. a very few days. 
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Mr. LEwis. We would be very much interested in those proposals.I feel there is a great need, especially in Latin countries, for a gooddeal more flexibility so that people working in the field in smallcountries can respond in efficient and effective fashion. So if you
would help personalize that, I would appreciate it.

Mr. RosKENs. We are very much in tune with your point of view. 
CHARLES DARWIN CENTER 

Mr. LEwIs. Tagging on to Bill Gray's discussion larit year in conference, we did earmark some funds, a small amount of funds forCharles Darwin's center in the Galapagos. I don't expect you to
have details regarding that, but if you could personalize it, I would
like to know what A.I.D. needs for the people there, so that we canmaybe even use the telephone, since the mails are so slow thesedays, to follow Mr. Gray's suggestion and expedite the process.

Mr. ROSKENS. Let me tell you just two or three things about it.Number one, we are in total agreement with the program that you are addressing. Second, we have discussed the program withthe institute in question just within the last month and a half. A
proposal is being designed for this-for the mission in Ecuador toimplement, Furthermore, money has been transferred for this. So
it is a project that is moving.

But we can give you great detail than I am able to give you
today. 

[The information follows:] 

CHARLEs DARWIN STATION IN THE GALAPAGo8 

A.ID is very supportive of the Charles Darwin Research Station. This center wasestablished in 1961, and has encouraged world-class scientists to do research there,
while making use of their expertise to develop wise management programs to preserve and protect these unique islands. In 1986 A.I.D. provided $150,000 to the Sta
tion in support of its efforts in the Galapagos.

The A.I.D. Mission in Ecuador has begun discussions with the Charles DarwinFoundation for a $100,000 grant to the Station this year that will be matched by theFoundation. The Foundation will submit the proposal following their annual meeting in mid-April. The proposal will include a strong element ofr community participation and education, a focus that A.I.D. feels is essential for ... y successful environmental progress. As soon as this proposal is received and reviewed, the Missionwill proceed with the arrangements to support the Station's important work. 

MEXICO 

Mr. LEwIs. If you would follow through on another subject areathat would be a tag to Mr. Coleman's discussion, I too am very
much concerned about Mexico and Latin America, the bilateralproblem with Mexico is obvious, but if you could have your people
add for the record what kinds of program design we have for LatinAmerica in the next five year planning period, what is working,
what is not working, if indeed they could accept a number of those 
programs, I would appreciate it very much.

Mr. ROSKENS. We would be delighted to do that. 
[The information follows:1 

Mixico AssIsTAzc STRAnTEY 

We are currently reviewing our assistance strategy for Mexico over the next fiveyears. The program has been running at an annual level of some $45 million, in
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eluding $30 million in Section 416 food aid. Program objectiveo are to: 1) promotecommercial, scientific and technological linkages conducive to a more open bilateraltrade relationship; and 2) seek socio-economic improvements in selected sectors, including population, health and nutrition, narcotics reduction, and environmental 
protection.

Looking to the future, we see two priorities, both of which contribute to our U.S.Government strategic objectives of broad-based, sustainable economic growth andhealthy, evolving democratic societies. These are:
1. consolidate and build upon our current program to support joint Mexican.USefforts in trade liberalization and support key socio-economic improvements; and2. support Mexican and regional cooperation to advance the Enterprise for the

Americas Initiative and Global Climate Change Program.
These elements of strategy include encouraging Mexico to expand its multilaterialrole in the region. In recognition of Mexico's !eadership, the A.I.D.-Mexico partner

ship will: 
(a) enhance the private sector's role in development of the region;(b) facilitate commercial, scientific and technical exchange between Latin American countries with Mexican participation and leadership whenever appropriate; and
(c) strengthen the institutional capabilities of entities working to improve regionalcooperation, such as the Mexican Institute for Economic Studies, Mcnterey Technical Institute, Central American Business School, U.S. Private Voluntary Organizations such as Junior Achievement, Conservation International, The Nature Conservancy, Partners for the Americas, Inter-American Foundation, World Wildlife Fund,

among other agencies active in Mexico and the region.A.I.D.-Mexico program will help strengthen cooperation between Latin American
countries and Mexico and increase their capacity for joint action to achieve commonobjectives in areas such as: 1. mutual reduction of trade barriers, both tariff andnon-tariff; 2. simplifying procedures to improve trade and investment climates; 3.environmental protection through such means as debt for nature swaps; and 4.other areas of commercial, scientific and technical exchange. 

MICRO-MANAGEMENT 

Mr. OBEY. Before yielding to Mr. Smith, I should simply point

out in light of the President's comments on micro-management,

that if this committee followed normal procedure, the President

would have no flexibility, because under normal procedure, the
President sends up a request to expend money in a certain way andif we approve it, it can be expended that way and only that way.

He has flexibility only because this committee has through the years given him the courtesy of being able to move money around 
so long as he does so on a consolidated basis.

So if the Pres;dent really wants us to quit micro-managing, we 
van do that. What that means is that he will be bound to expend
money exactly the way he tells Congress he is going to expend it.

Wouldn't that be terrible. The Committee staff has pointed outthe Administration made several hundred requests last year for
changes in the way they wanted to allocate money. So I would sug
gest that if the President really wants us to get out of micro-man
aging, he ought to get into the business of sending down a budget
that he really means in the first place. 

Mr. ROSKENS. Could I make--
Mr. OBEY. Which we have not yet received.
The Administration and the President start from a fundamental

misstatement or misunderstanding of the problem, because the
Constitution says that money is supposed to be spent in accordance
with the appropriation dictated by the Congrmss. It doesn't say Con
gress is supposed to give a blank check to the President. And so the 
arrangement-

Mr. LEwis. There is a big gap between that and micro-managing. 

http:Mexican.US
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Mr. OBEY. We will be happy to end our micro-management if ttPresident is willing to stick with the budget h3 sends up here ithe first place, which would eliminate some 700 changes which l 
has requested.

Mr. RosKENs. On second hand, I would like it placed in th 
record that I complimented you. 

NARCOTICS PROGRAMS IN SUJT' AMERICA 

Mr. SMITH of Florida. Mr. Roskens, up until this year, I was othe other side of authorizations with AID. I dealt with AID in 
slightly different fashion. 

I know that AID has been involved with some somewhat nei programs. First of all, I would like your overall assessment, if yoi
can, on the efficacy of some of the drug programs that are in foxeign countries, especially in the South American and Andean ares
I would like to know, for instance, if any dollars you have draw]out of the Andean initiative have been put into use in Bolivia o
Colombia, and I would also like to talk about the things you hav
instituted in Laos. 

Mr. ROSKENS. We would like to use funds to strengthen the legitimate economies of the Andean nations to enable them to overcom
the destabilizing of eliminating drug aeffects major incom 
earner, which obviously has been part of the problem. We hav(been and will be distributing some funds for those purposes in th(
very near future. We are looking at all the investment possibilitiei 

as 

for cocoa-growing areas. We have encountered problems in Enumber of countries. We are trying to find something that is sus
tainable and that will, in fact, be not only a solution to the problem that we are talking about here, but a solution for the procur. 
ers.

In fiscal year 1991, we are going to provide almost $5 million for
the Andean countries for mobilizing public opinion and political
will to try to get people to see the wisdom of avoiding cocaine pro
duction and trafficking. 

NARCOTICS PROGRAMS AND USIA 

Mr. SMrrH of Florida. Let me stop you there.
First of all, with reference to what you just said, USIA had a program for a number of years we have beLii funding which already

does that. They have been using drug education programs at thelocal level to prevent people from using drugs or getting in the
business of growing or trafficking drugs.

Why does AID want to get into the program that USIA has
alread been in for a number of years?

Mr. RoSKENS. I do not know, but I would be glad to check that 
out for you.

[The information follows:] 
A.I.D.'s NARCOTICS AWARENESS PROGRAMS AND USIA PROGRAMS 

A.I.D. and USIA both have drug awareness programs in developing countrieswhich are both significantly different and complementary. USIA supports the USGdrug.control strategy through providing information to local media outlets andworking with journalists and other media contacts who va e influential. Also, USIAworks with A.I.D.-assisted local institutions on the dissemination of anti-drug infor
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mation, often 81 piang them with U.S. pamphlets, videos, and speakers. This is 
more of a public Sipomacy effort than a development effort. 

Since 1985, with the encouragement of the U.S. Congress, A.I.D. has supported
local institutions in developing drug education programs. These can include school
and workplace based programs as well as progam using mass media. Drug use,
production and trafficking is a development problem for some countries. By working
with and assisting in the establishment of loca institutions, A.I.D. provides long
term support for the USG drug control strategy. In Washingtion, A.I.D. and USIA
work closely together and share the objective of creating indigenous will to combat 
drug use and production.

Under the direction of the Ambassador at each U.S. mission overseas, USIA andA.I.D. work closely with others in the country team to ensure that U.S. objectives 
are met. The country team also coordinates mission activities to avoid duplication of 
effort. 

The following are among the types of A.I.D. program activities undertaken in sup
port of narcotics education and awareness: 

1. Support epidemiological surveys.
2. Support U.S. dialogue on narcotics. 
3. Design public & private programs.
4. Train private sector leaders. 
5. Train local counterparts to institutionalize expertise. 

ANDEAN COUNTER DRUG INITIATIVE 

Mr. SMITH of Florida. In the near future you are going to be re
leasing money. We authorized that money last year on the assump
tion that the Administration, when they requested an Andean ini
tiative appropriation, had something in mind for it. And I am curi
ous what you have in mind. 

When are you going to release the money and why hasn't it been 
released already?

We know what we need in those countries. The President wanted 
an Andean initiative. We gave him well over $100 million. 

The second draw is coming this year for requests. Why are we 
taking so long now to go from the appropriations directly into the 
street value of these dollars, when that program should have been 
ongoing, really, from day one? 

Mr. ROSKENS. I have not been here long enough to know about 
the ongoing programs, but with respect to 1991, we have, in the 
case of Colombia, for example, a total ESF designation of $50 mil
lion, $41 million for balance of payments, $9 million for countcr
drug problems. That's just Colombia. 

For Bolivia-
Mr. SMITH of Florida. What are the $9 billion worth in projects?

That's your allocation on paper. What is that going into, what kind 
of drug programs?

Mr. RoSKENS. Let me, if you don't mind, get back to you on that. 
Mr. SMITH of Florida. And I would like the same for Bolivia and 

Peru, because that is what the initiative was supposed to fund. 
[The information follows:] 

ANDEAN COUNTERDRUG INMATIVE 

A.I.D. began to orient its country rograms in Bolivia, Colombia and Peru toward
the Counternarcotics Initiative in FY 1990, although FY-1991 is the first year of 
appr priated funding for the Initiative. Two principal programmatic conditions areassociated with the Cuunternarcotics funding: sound economic policies and adequate
anti-drug performance, e.g. in law enforcement. We seek to assure that these condi
tions are satisfied before the obligation of economic assistance.

In Colombia, A.I.D. is planning to use $50 million in FY 1991 ESF to support the 
following projects: 
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Economic Cooperation Cash Transfer ($41.0 million). Balance of payments assist ance to finance debt service on official U.S. Government and multilateral debt ($2C

million already obligated).
Judicial Administration Improvement and Judicial Security ($6.5 million), support

of GOC efforts to restructure the justice sector, to improve efficiency and enhance
capability to prosecute and sentence narco-traffickers.

External Training and Technical Consultancies ($1.25 million) for training in theU.S. and in-country with emphasis on subjects which contribute broadly to Colom.
bia's counterdrug efforts, e.g. trade and investment promotion, microenterprise and
small business development, alternative crops, etc.Drug Awareness and Prevention ($1.0 million) to continue programs stressing the
harmful effects of drug trafficking and drug abuse.

Management Information System ($.25 million) to provide timely information onthe progress of counterdrug interventions under the Andean Counternarcotics 
Strategy.

A.I.D.'s proposed counter-drug activities and estimated FY 1991 funding levels($84.60 million, principally ESF, some Development Assistance) for Bolivia are:
Economic Recovery ($66.0 million ESF). Balance of payments assistance to help finance productive imports and service eligible U.S.G. and multilateral debt and, as

appropriate, the buyback of commercial bank debt in cooperation with the World
Bank and other donors. 

Justice Sector ($0.5 million ESF) support for administration ofijustice.Drug Awareness ($2.5 million ESF) to continue educational efforts on the personal
effects of drug abuse and the impact of drug trafficking on Bolivian society.

Export and Investment Promotion ($2.0 million ESF, $2.8 million DA), an amended and expanded project to develop non-traditional exports and stimulate invest
ment in Bolivia. 

Cochabamba Regional Development ($2.75 million ESF, $4.8 million DA), a follow
on to the Chapare project with support for alternative development efforts in Cha
pare and associated High Valleys.

Rural Electrification for Alternative Development ($1.0 million ESF) will fundtechnical assistance for constructing vital facilities in the Chapare and surrounding
High Valleys.

Democratic Institutions ($0.5 million ESF) includes support for electoral reform,the bill-drafting function of Congress, advocacy of democratic principles, etc.
CLASP II Project ($1.0 million ESF) continues Andean Peace Scholarship activity.Project Development and Support ($0.5 million ESF) for design and evaluation of

alternative development efforts. 
Management Information System ($0.25 million ESF).
A.I.D. s proposed counter-drug activities and estimated FY 1991 funding levels

($60 million ESF) for Peru are:
Balance of Payments Support ($50.0 million) to reinforce economic policy reform

and stabilization measures that promote economic expansion and generate jobs, in
comes, and foreign exchange.


Policy Analysis ($2.2 million) to provide technical assistance for alternative development planning and for refining the country's economic stabilization and recovery
 
program.


Drug Awareness and Education ($0.9 million) to continue support for the Center
for Education and Information on Drug Abuse Prevention (CEDRO) efforts 
 to
strengthen public support for drug control.

National Employment Generation ($1.0 million) to provide technical support mid
training for small and micro-enterprises.

Inves.4nent and Expc:-t Promotion ($3.5 million) to help generate foreign exchange
earnings and employment from non-traditional agricultural and manufactured ex
ports.

Upper Huallaga Development ($1.2 million) to continue support to develop legalalternative income activities in the Upper Huallaga Valley.
Administration of Justice ($0.5 million) to increase the efficiency of the judicial

system and improve its capacity to prosecute drug crimes.
Social Adjustment Program (financial support through Title U food grants and

local currency budget, amount to be determined).
Project Development and Support ($0.7 million) for design and evaluation of alter

native development efforts. 
Mr. SMrrH of Florida. I would like the same for Bolivia and Peru,

because that is what the initiative was supposed to fund. 
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AFGHANISTAN 

Now, talk to me a little bit about Afghanistan. Last year while I 
was the Chairman of International Narcotics Task Force on the 
Foreign Affairs Committee, you came up with what I considered to 
be a totally ill-conceived and inappropriate program, which was 
funded at $12 million, to maintain a drug program in Afghanistan 
on control of growth and/or trafficking. We don't have relations 
with Afghanistan; we can't get into the country. You have no in
country people; neither does anybody else. And you have a drug 
program. 

In what condition is that program now? Is it on hold? We put a 
hold on it last year. I am curious whether or not that hold has 
been released, and whether you have put any money into this 
project 

Mr. ROSKENS. -...... 

[The information follows:] 

NARcoTics AwAREsaS AND CONTROL PROJECT 

A.I.D. initiated the Narcotics Awareness and Control Porject (NACP) partly in re
sponse to Congressional sentiment that A.I.D. should support anit-narcotics initia
tives in Afghanistan. We realized when we designed the program in 1989 that im
plementing an anti-narcotics program in Afghanistan would be a difficult undertak
ing. Through the NACP, we believe that we have met this challenge. 

The project consists of three components: (1) narcotics awareness (the use of mass 
media to bring the anti-narcotics message to the Afghan people in Pakistan and 
inside Afghanistan through radio, print media, and various other techniques); (2) 
analysis (the collection of social and economic data to better understand the nature 
of the narcotics problem in Afghanistan and how it can best be addressed), and (3) 
crop/income substitution (the introduction of alternative income activities in select
ed pilot areas). 

As originally conceived, total authorized life of project funding 'as for $12.5 mil
lion, for just over 4 years. It was anticipated that 8-12 areas would be selected to 
undertake pilot income/crop substitution programs. Based on an extensive review of 
the project s implementation plan, A.I.D. decided to scale back the crop/income sub
stitution component initially to 3-4 pilot areas. This will permit us to learn some 
valuable lessons before proceeding in other areas. This will also permit a reduction 
of project costs to the $8 million range. The first two components, which I under
stand have not been the subject of Congressional concern, would remain the same. 

The extensive review of the implementation plan also produced several changes 
which we believe address mutual concerns regarding project implementation. In 
particular, they will enable us to address concerns related to Section 487 of the For
eign Assistance Act, which requires A.I.D. to take steps to ensure that USG assist
ance does not go to persons accused or suspected of being involved in narcotics traf
ficking. 

We have established a monitoring system which meets Section 487 concerns. An 
inter-agency narcotics committee in the Embassy in Islamabad will review all assist
ance requests under the NACP and ensure that assistance does not go to someone 
ineligible under section 487. 

Only when an individual or group passes this test will a Section 487 determina
tion be made. Furthermore, this assessment will be reviewed by a second inter. 
agency committee in Washington to ensure that all available information is consid
ered before assistance is authorized. 

Nonetheless, we recognize that as with other Afghan cross-border program activ
ities, we are not able to maintain the same standards of accountability that A.I.D. 
normally maintains. As in our other cross-border activities, however, we are taking 
steps to ensure that our monitoring system is as good as can be under the present 
circumstances in Afghanistan. Part of that effort is to work more closely with State 
Department's International Narcotics Matters (INM) staff to ensure good coordina
tion and improve project monitoring. We have, for example, reached preliminary 
agreement with INM on the responsibilities of both parties under the project, in
cluding INM assistance in the training of monitors. We will also be coordinating our 



493
 
efforts with TJNFDAC, as well as private voluntary organizations working in Af
ghauistan.

The use of a contractor does increase project costs. But this type of effort requiresthe kind of expertise and administrative resources that the A.I.D. representativeoffice simply does not have. Our contractor will also play an important part in addressing monitoring concerns by hiring appropriate third-country nationals and Afghans who can go inside Afghanistan and monitor all project activities.
We are not counting 
on the NACP to have an immediate, large-scale impact onreducing overall poppy production in Afghanistan, given the project's limited scope.The project's importance is in giving the U.S. Government, and interested Afghans,a better understanding of what works and what doesn't in combatting narcotics production. It's true that A.I.D. already has considerable experience in anti-narcoticsprograms worldwide. But conditions in Afghanistan are much different from thosethat we have encountered elsewhere. Getting a greater appreciation of the nature ofthe problem, what will work, and what anti-narcotics approaches are most effectiveis extremely important in a country that is already the world's second largest producer of poppy. Moreover, the destruction of the Afghanistan countryside has created an environment that is even more attractive for increased production in the
future.

Based on a letter we sent to you and Congressman Solarz last year, we put crop/income substitution activities on hold, pending the review of the implementationplan aforementioned. No funds have been used for income substitution activities.The $3 million obligated to date has been used to fund activities under the awareness and data analysis components. Since we now have in place a system which webelieve meets our mutual concerns, A.I.D. is submitting a Congressional Notification
to Congress to obligate FY 1991 funds.In sum, given the choice between taking no anti-narcotics program at all in theworld's second largest poppy producer or proceeding with the NACP, we believe
that the latter approach is preferable. 

LAOS 
Mr. SMITHr of Florida. What about the Laos program? We funded a program in northern Laos to move a crop substitution program. Ithink it is a little bit of buy off the land, but mostly crop substitutions, to move people growing drugs off the land.
 
Do you know anything about that?

Mr. ROSKENS. I do not, but I would be happy to see you get; that


information.
 
[The information follows:]
 

NARCOTICS PROGRAM IN LAos
 
Under the International Narcotics Control chapter of the Foreign Assistance Act,
funds have been used by the State Department's Bureau of International Narcotics
Matters (INM) for a crop substitution project in Laos. In fiscal years 1989 and 1990,
a total of $775,000 was provided. In fiscal years 1991, $500,000 was provided. INM is
seeking to reprogram an additional $850,000 from other accounts for this programin fiscal year 1991, but in a bi-partisan letter dated February 12, 1991, the Chairman and ranking minority member of the House Foreign Affairs Committee andthe Chairman and Co-Chairman of the Task Force on International Narcotics Control requested that the Administration "not obligate the additional funds ... untilsuch time as the Lao Government demonstrates its commitment to narcotics control programs in a manner that is mutually agreeable to the Executive Branch andthe Cong:ess." The money has not been obligated. INM has requested $2 million forthe Laos program in fiscal year 1992.The crop control project is located in two districts of Houaphanh Province innorthern Laos, a major area of opium production. The project is designed to providesubstitute crops and economic alternatives for opium producers, develop infrastructure such as roads and dams to help opium growers switch to alternative crops, andprovide drug abuse training and improved health care to reduce demand for opium.The Government of Laos has pledged to stop the growth of opium poppy once alternative crops have been introduced and has agreed to the placement of customscheck points on the roads built with U.S. Government funding. 
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The project is designed to last for six years and the project agreement calls for
total funding of $8.7 million over that period. Progress on the project has gone
faster than expected and the Administration wishes to maintain the positive mo
mentum through the re-programming. There was a 27 percent drop in estimated 
opium production in 1990 compared to the previous year. While Lao Government 
cooperation with DEA in law enforcement has been unsatisfactory to date, we are
hopeful recent moves will lead to broader and more effective efforts in the year
ahead. 

Mr. SMrrH of Florida. Thank you very much. 

JORDAN PIPELINE 

Let's talk about the A.I.D. pipeline to the Middle East, Jordan,
Egypt. Can you tell me currently what is in the Jordan pipeline?
Any A.I.D.projects at all? ' r1, 

Mr. ROSKENS. Yes, there are. I don't recall the exact amount, but 
there are some. 

Mr. SMITH of Florida. If you would furnish the amount, I would 
appreciate it, and projects that may be ongoing and any unobligat
ed funds. 

Can you tell me at this moment what your intentions are with 
reference to drawing money for Jordan and whether A.I.D. has 
been advised by the Administration as to what their intentions are 
with reference to money for Jordan for fiscal year 1991? 

Mr. ROSKENs. That is on hold. 
Mr. SMrrH of Florida. Your department, as well? 
Mr. ROSKENS. That is right.
Mr. SMrrIH of Florida. Are you on hold with reference to fiscal 

year 1991 draws, as well? 
Mr. ROSKENS. Yes. 
[The information follows:] 

JORDAN PIPRUN AND COMMITMENTS 

The Jordan pipeline or undisbursed funds from FY 90 and prior year obligations
totaled $57.8 million as of December 31, 1990. Of this amount, approximately $80
million represent amounts committed under various contracts, grants, ongoing
training and commodities on order in support of some 15 ongoing projects and the 
Commodity Import Program.

The balance of $27 million is uncommitted. 

EGYPT PIPELINE 

Mr. SMITH of Florida. What about Egypt?
Mr. ROSKENS. The Agency's total pipeline is in the neighborhood

of $4 billion; the pipeline for Egypt is $2 billion of that. 
Mr. SMITH of Florida. Can you tell me how much of that is obli

gated and how much isn't? 
Mr. ROSKENS. I would be guessing on FY 1991 obligations to date 

in Egypt, so I don't want to do that. I would rather give it to you in 
detail. 

The total A.I.D. pipeline includes funds obligated but not spent.
We don't regard the pipeline amount to be a real problem since 
nearly 90% of it is for firmly established commitments under 
project financing plans.

Mr. SMITH of Florida. Do you know how the amount currently in 
the pipeline compares with how it was about two years ago? 



Mr. ROSKNS. As a matter of fact, I do not, but I would be glad to
respond to that. 

[The information follows:] 

EGYPT's PIPEuNE 
At the end of FY 1990 Egypt's pipeline stood at $2.0 billion. This is down aboutpercent from the $2.2 billion pipeline recorded at the end of FY 1989, and about 1percent down from the $2.3 billion pipeline at the end of FY 1988.All of the present pipeline is obligated in bilateral agreements with the Goverrment of Egypt. In A.I.D. accounting parlance, "uncommitted" refers to funds whicare obligated through such bilateral agreements but have not yet been formallcommitted in instruments with (mostly American) commercial suppliers of goodand services. With this clarification, about $1.2 billion of the present $2.0 billioi

pipeline is "uncommitted."
Based on average annual expenditures of $829.4 million for fiscal years 1988, 1989and 1990, the present pipeline translates into about 2.4 years of annual progranfunding requirements. A.I.D. financial managers consider reasonable a pipeline otwo to three years average annual program funding requirements. 

AMERICAN SCHOOLS AND HOSPITALS ABROAD PROGRAM 

Mr. SMITH of Florida. Let me turn to the ASHA program. I seyou requested $30 million this year. Last year I believe it was $2L 
or $38.

Mr. ROSKENS. $23 million was requested for FY 1991; $29 milion 
was appropriated.

Mr. SMITH of Florida. That program is one that there has beensome consternation about over politicization. It is a program that Ithink is valuable, although I share concerns that the program not
be made too political.

Is the additional $2 million you have requested all you thoughtthat was valuable in terms of funding by us, or that is all the needthat was out there in addition to what we did last year? How did you come to the decision of $30 million?Mr. ROSKENS. It is one of [those kind of] balancing propositions inwhich we try to be realistic as to what we think will be available.Our position has been that we did not anticipate a very significantoverall increase in our budget. So the ASHA level is a modest 
amount. 

Mr. SMITH of Florida. And one of the reasons why is the budget
reality?

Mr. ROSKENS. Exactly. 

DEMOCRACY INITIATIVE 

Mr. SMmTH of Florida. About the democracy initiative-and I willadmit I have had calls from people involved in the process over theyears of using funds as a donee from the U.S. Government to fosterdemocratic initiatives around the world. We have the National Endowment for Democracy, which received funds and which is an umbrella organization with groups such as the Republic Institute, theDemocratic Institute, Chamber of Commerce, the AFL-CIO Demo
cratic Institute, et cetera.

Can you tell me why you think you ought to be getting into thisbusiness directly as the U.S. Government, when our policy or atleast our approach has been that the U.S. Government should notbe directly associated with trying to superimpose democraticideals? We may lose something as a government? Does not funding 
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through private organizations ultimately give us the same result!It would be much more well-received and would probably bodi more for success than the U.S. Government doing it directly.
And how do you see this not basically competing with and dupli

cating things that are already in process, like, again, USIA another things, other agencies of Federal Government and other pri
vate organizations?

Mr. ROSKENS. First of all our purpose in emphasizing democrac3
is because we think that is the method of governance that is themost appropriate for every country in the world. Let me hasten tcsay, at the same time, we are not proposing that we should go intc 
any country and impose our approach to democracy. It is rather-

Mr. SMITH of Florida. How would you avoid that if the U.S. Gov.ernment is funding through A.I.D., which is a direct agency of theU.S. Government, and A.I.D. comes in and tries to set up a pro.
gram for democratization, how do you thatavoid the perceptionthis is a superimposed U.S. program plunked right on top of these 
people?

Mr. ROSKENS. I think our people overseas have skills and capabilities that give them a comparative advantage over other groupsthat we might enlist, even other donor countries or some of thespecific organizations that you mentioned. We have a comparative
advantage in that we have experience on the ground, as it were.Mr. SMrrI of Florida. These programs, A.I.D. officers?

Mr. ROSKENS. No. I was saying A.I.D. has people on the ground. I am trying to make the point that we are there, and consistently,not just con ig in and going out again over short periods. We are 
there. 

Now, with respect to democracy, we are not at all of the mindthat we want in any way to engage in any process that gives theimpression or even the inference that somehow we are imposing
the U.S. approach to government. Rather, we want to help peoplethrough symposia, through discussions, and often through otherparties-through PVO groups, as a matter of fact-to see what thevalues are-not U.S. values. I am talking about the values ofpeople being energized to participate in their government.

Mr. SMITH of Florida. Now, a democratic initiative of this naturenecessarily requires countries where, A, we don't think there is any democracy, or B, sufficient democratic political values or institutions, correct? How do you 
 avoid the perception of a largenumber of people in any country, when the United States comes inand funds directly through a United States agency-how do youavoid the view of these people or perception that the groups whichget the money directly from A.I.D., because I am assuming-let's
say Nicaragua, for example-you won't give money to Noreiga's
people. How do you remove from under the saddle that you aregiving money to these groups; therefore, they are under the controlof the United States Government, that these groups are sympathetic only with the view of the United States, and the reality is noneof the groups would want to come in under your umbrella, becauseit is the United States coming in and trying to flex its muscle?
That is why secondary and third-level groups that we find, we do it
with the ASHA Foundation, a lot of other things. 
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How do you avoid the perception when A.I.D. gets directly into,he business? And you have got American officers from the American Embassy basically laying out and working on programs withdissent groups and countries which are directly identified and are
providees of the United States.

How do you avoid that money, frankly, being wasted, because itdoesn't bring people together at all, because their view of the U.S,is very different from the people that are receiving the money?
Mr. ROSKENS. Our intent really is to encourage pluralism and not

tc in any way support one party versus another.
I can't remember if you were here when we were talking withMr. Gray about South Africa, so let me repeat it a little bit, if you

don't mind. 
Mr. OBEY. Can I ask you to make it short, because we are goingto have a vote, and I still have a lot of questions I need to ask you.Mr. ROSKENS. Well, briefly, we were talking earlier about thematter of democracy in South Africa, and making available fundsthat will be useful. Congressman Gray pointed out that the intent

of the FY 1991 legislation, which appropriated $10 million for thispurpose, was provide, forto example, computers to enable all groups that are interested in developing lists and so on and so
forth. That's the kind of thing in which we are interested.

Mr. SMITH of Florida. Does that mean then that you are going to,or have the desire to reduce funding to other groups that you are now currently funding, because you are going to get into a businessthat you have been funding them to be in, like the National En
dowment?
 

Mr. ROSKENS. No. Let me put it this way.

The democracy initiative, from our perspective, is more a pointof view, is more an emphasis, is more a theme that permeates allof what we do, rather than being a specific development proposi

tion. 
Mr. SMITH of Florida. Thank you, Mr. Chairman.
Mr. OBEY. Mr. Administrator, I have got a lot of boilerplate questions I need to ask you. I would appreciate it if you could keep your


responses as crisp as possible.
 

MIDDLE EAST 

What will A.I.D.'s role be in post-war economic investment in the 
Middle East? 

Mr. ROSKENS. At this point, Mr. Chairman, I don't know. We 
don't know. 

Mr. OBEY. The President expressed his commitment not to pro
vide any assistance to Iraq post-war. Does that pledge hold true interms of providing assistance to, for instance, children who might
be infected by disease because of being displaced?

Mr. RosFms. I can't respond for the President or others, but in my view, I would hope that it would not exclude the possibility of
assisting in matters like that.

Mr. OBEY. A.I.D. employees were pulled out of the Middle Eastand other countries in the region. When will they be returned? 



498 
Mr. Rosews. We are not sure yet. We haven't gotten any specif.ic instructions on that. Obviously, there are some we need to getback in place as soon as we can. 

FAMINE IN SUDAN AND ETHIOPIA 
Mr. OBEY. What about Sudan, Ethiopia, especially with respect toSudan, when the media attention turns away from this war, thereare going to be a hell of a lot of people dying in that part of theworld. How many people are we going to see the networks reporting are dying in Sudan, Ethiopia by next June?Mr. ROSKENS. Obviously, I don't know but I share your concernthat it is a real problem. We are working very hard with otheragencies to find ways to get in there that would be useful; and thusfar, we haven't been very successful.But I understand what you are saying. It is a problem area wehave got to attend. 

Mr. OBEY. I will get back to that in a moment. 
AID'S NEW INITIATIVES 

Let me be very frank. I am extremely concerned about the direction that I think AID is taking. For years we have understood thatwe are not dealing with white, middle class, Anglo Saxon Protestants in the Third World. We are not dealing with traditionalmiddle-class people, middle-class values, middle-class problems,middle-class resources. Yet, when I see some some of the rhetoric andof the program initiatives that AID is talking about, I seemto get the impression that we are.You have released new initiatives for family and development,democracy, business and development partnership, and strategy formanagement. It seems to me at the same time that you are downplaying AID's traditional role in support of basic assistance to verypoor families without resources.
Let me be very blunt about it. Under the Carter Administration,we had a fad which was to deal with the poorest of the poor andput all of our attention into that. I raised considerable questionsabout that, because I thought that we needed a more balanced approach. Now, what I am concerned about is that I see AID developing themes which would morebe appropriate, I think, to theJunior Chamber of Commerce than to an agency charged with theresponsibility to deal with basic development problems. Why do we
see this drift away from 
 what everybody has understood to beA.I.D.'s basic mission for a number of years?
Mr. ROSKENS. 
 I would look at it this way. We are not really drifting away. I would hope we are not drifting away from our traditional concerns anI our traditional mandate. But because of thenature of the world and the manifold changes that have occurred, Ithink we see different ways to attack the problems.For example, if I can just say quickly, we think that economicreform and governance reform go hand in hand with enablingcountry to get on aits own feet with respect to being able to helpitself, in part, with respect to problems of the poor. So it is anintermingling of these objectives, I think, that we are trying to accomplish. 
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Mr. OBEY. Unless the country is litically important, you haveto get out from under the efforts to leverage economic reform. That
is really the way I see it.

Mr. ROSKENS. Our view is, Mr. Chairman, that the more we seeof countries in Africa, or for that matter other parts of the world,where there is sincere effort to modify the economic approach andget, for example, the private enterprise moving-small enterprise;not necessarily large enterprise-and get a governance structurethat lets people feel that they're empowered, then there is initiative to try to tackle some of these problems of poverty.
Mr. OBEY. What I see drifting in here is an ideological approach,rather than an approach focused on investment problems. I see youare drifting away from support for basic agriculture programs, forinstance. I see you are drifting away from basic support for programs that some of the colleges have hoped to carry out to supple

ment A.I.D. with a great deal of skill and with a great deal of focus on long-term problems. And I see, instead, in the context of anoverall budget which does not increase, all kinds of these new initiatives and new directions which A.I.D. is suggesting. I franklythink at this point you are an agency without a direction or a mis
sion. 

You have got about 15 missions which you appear to be trying toaccomplish all at once, and as a result, I think the core job of AIDis about to be neglected, and I wish I could hear you say somethingthat would lead me to believe that wasn't true, but so far, I haven't
heard that.

I have heard a repetition of the same code words, which leads me 
to believe that what I am saying is correct.

Mr. ROSKENS. Let me try to address at least part of what you aretalking about. Let me take, for example, the question of the land 
grant institutions and agriculture.

There is no intent to reduce in significance the importance of agriculture and assistance to agriculture around the world. With respect to the land grant institutions, we have moved somewhat 
away from the approach that we were taking earlier and throughmany years, as a matter of fact-which was to employ only theland grant institutions so far as using college and university talent 
is concernied. 

Now we have created a University Center for Cooperation andDevelopment, which has broadened our outreach and will encour
age other institutions, including, two-year institutions, which I
think can offer a great deal, if I may say so, in Eastern Europe
right now.

That's the kind of thing we are trin'ng to do. I think, given alittle time, we can develop a theme that will suggest, I hope, to you, that what we are doing is not just plowing around and tryingto come up with another initiative here and there, but trying to in
tegrate it.

Mr. OBEY. Here is my problem: You list an environmental initiative. You list a family and development initiative, a business anddevelopment partnership, which it appears to me is aimed more atU.S. 	opportunities, development opportunities.
You list a strategic management initiative, but you haven't included additional funding requests for programs aimed at sustain
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ing children, increasing efforts in AIDs prevention, escalating pro
grams directed to family planning, and in my judgment, if you
don't deal with that issue, all of the rest of the money you are 
spending is being wasted. 

And so I see lots of bells and whistles being added at the expense
of the core mission. 

Mr. MCHUGH. I would like to emphasize this, because it seems to 
me that if you look at the numbers, for example for the core-tra
ditional core mission, agriculture, rural development, nutrition, we 
are finding a request which is less than this fiscal year-$481 mil
lion this year, $437 million requested for next year.

Put in political terms, people like Mr. Obey and I have been traditional supporters of foreign assistance with the traditional mis
sion of your agency. The people, generally speaking, that engage in
the code words that we are now hearing-I am not talking about 
you personally, but people in Congress-don't support foreign as
sistance. They don't vote for it.

To the extent that people like us see the traditional mission erod
ing, and there is less money for it, less commitment to it, and some
of these other initiatives-and we have talked about tied-aid cred
its, which you know is a whistle and a flag to me, particularly if it
is going to ultimately dig into development funds for the tradition
al mission. 

These are things which create real problems for people like us
and you are going to find us much more skeptical about this 
agency and its programs unless we can be reassured along the lines
the Chairman is pursuing.

Mr. ROSKENS. We are going to do everything possible to persuade
 
you that there is no diminution in the importance of the objectives

to which I know both of you are speaking.


Mr. OBEY. But the numbers belie that statement. 
Mr. ROSKENS. I really don't think so. Because we have tried to
keep within the frame of reference of a reasonable budget request,


anticipating there won't be much additional funding available. And
the initiatives that you have listed are not initiatives that require
any additional funding, except environment. 

Mr. OBEY. Well, we will submit more questions for the record,
Mr. Roskens. 

CONGRESSIONAL PRESENTATION 

Mr. OBEY. The President talked about his unhappiness with con
gressional micro-management last night. We would settle sometimes for a little management on the part of the executive branch,
period. Here is what I mean. 

You are up here testifying for your budget. We don't have that
budget yet; we don't have the justifications yet. 'We are supposed to
mark up a bill. We are supposed to evaluate your budget. We are
supposed to have inteiligent questions with respect to that budget.

Six weeks after the President has sent up his press release indi
cating he has got a budget, we still don't know where the hell you
are going on any of these individual programs. When are we goingto have the justifications so that we low what it is you are really
asking for? 
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Why should we receive your documentation on the budget aIfterthis hearing is over?Mr. ROSKENS. I would say that is a very good question. I think ours is at the printer.Mr. OBEY. Well, it ought to be here. The printer doesn't write your budget. We do.Mr. ROSKENS. I know that, but what I am getting at is that thereare clearances that haven't been done as they should have.
Mr. OBEY. 
 Then I suggest, when they squawk about micro-management, maybe there is a little need for micro-management, sincewe are getting so little management from the executive branch onthat score. 

HUMANITARIAN ASSISTANCE TO SUDAN 
Would you describe for us what political obstacles between theGovernments of Sudan and the United States are preventing theU.S. from carrying out humanitarian relief in Sudan? What impediments is that Covernment placing in the efforts to save lives?Mr. ROSKENS. You mean in terms of getting food in there andthat sort of thing?
Mr. OBEY. And anything else they need.Mr. ROSKENS. I am not absolutely sure of the latest information.I hear about that every few days, but I am not absolutely surewhat is occurring there today.But I do know that we have had problems keeping people inthere. We have had very little cooperation from the Government ofSudan, and they have shown only very limited willingness to helpus. But I can't really detail it in sufficient fashion to be helpful.Mr. OBEY. I am not talking now in terms of geopolitics, but I amtalking just as a human being. I guess I am mystified by a UnitedNations, by a world geopolitical arrangement under which we areprepared to send troops to free Kuwait, but the world, in contrast,will stand by while a government systeinatically engages in conduct which will result in the loss of perhaps a million lives inNorth Africa. I wonder what is wrong with the world when we can
steel ourselves to stand by, given the fact that this is allegedly happening internally and therefore, it is beyond our reach, and as aresult, a whole lot more people will be snuffed out than would have
been snuffed out through 20 years of occupation of Kuwait by Iraq.
I am not suggesting that the former was incorrect. I am suggesting there is something wrong with the double standard that, if acountry has got oil, we will respond if something happens to it, butif it simply has dying people, we are going to let them die. It seemsto me, if we are going to have a New World Order, we ought totake into account these matters.

Mr. ROSKENS. I think you are right. 
POPULATION ACCOUNT 

Mr. OBEY. I have a number of questions which I will put in therecord in terms of functional accounts; also a number of questionswith respect to population. 
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I frankly don't understand, as has been expressed several other 
times this morning-I don't understand why the Administration is 
submitting a reduction in those programs. 

Mr. ROSKENS. We are not really suggesting a reduction. That had 
to do with the fact that this fiscal year, because of non-account spe
cific DA earmarks, we had to take funds from all categories of 
funding, and that reduced, for example, the population account to 
$228. 

Mr. OBEY. We provided $250 million. You are requesting $228 
million. Ms. Mole taught me in second grade that that was a reduc
tion. 

Mr. ROSKENS. My teacher also taught me that in the fifth grade. 
But we are also going to fund almost $65 million from the Develop
ment Fund from Africa, for population programs. That will put the 
total well above $250. So I think we will be all right in terms of 
where we were Iast year and this year. 

As I said, we actually had only $228 million this year because of 
earmarked requirements that necessitated reducing it. 

Mr. OBEY. But that problem hasn't gone away this year. 
Mr. ROSKENS. What I am saying is, we have asked for what we 

had this year and, additionally, put some in from the DFA that, 
will put it up to where it is this year. 

Mr. OBEY. We did that last year, didn't we? Won't that $228 
number still have to get reduced? 

Mr. ROSKENs. This year? No, I don't think so. 
Mr. OBEY. Show me how. 
Mr. ROSKENS. I hope not. 

FISCAL YEAR 1992 AIDS REQUEST 

Mr. OBEY. Is it true that in Uganda and similar countries, as 
many as one-third of the population might be dead by the end of, 
the century because of AIDs? 

Mr. ROSKENS. When I was there, I got the impression that that is 
possible. I don't think we have enough sure data to say that, but it 
is possible. 

Mr. OBEY. And this budget contains how much of an increase for 
AIDs? 

Mr. RosKms. For AIDs? Let me get it to you in detail, rather 
than guessing. I don't remember for sure. 

[The information follows:] 

AIDS PROGRAM LEVELS IN FY 1992 BuDowr RzzguwT 

A.I.D. has requested $55 million for AIDS under the proposed Development Pro
grams account in FY 1992. This is a $3 million increase over the FY 1991 functional 
account level. However, AIDS programs also are financed with DFA funds. FY 1992 
funding for AIDS programs from al accounts should reach $71 million or more. 

Mr. OBEY. $3 million?
 
Mr. RoSKENS. I am just not sure.
 
Mr. OBEY. Do you really think that your request has been suffi

cient to deal with the size of the task that awaits? 
Mr. ROSKENS. No, but again, we are restricted by all of these var

ious demands that we really want to attend to, like population, en
vironment, et cetera, and the unlikelihood of a very significant in
crease in the overall budget. 
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Mr. OBEY. I have got some other questions on AIDs I will submifor the record, as well as some questions on children, Rumanian orphans, and AID operating expenses. 

ASIA BUREAU REORGANIZATION 
When I take a look at the division of responsibilities betweensome of your departments, I see a map that I don't quite recognize.A Systems Administrator for Europe and the Near East has administrative responsibility for the Philippines? Is that correct?Mr. ROSKENS. Yes, for the time being.Mr. OBEY. Explain to my grade school geography teacher how thePhilippines wind up in that region.Mr. ROSKENS. May I say, Mr. Chairman, neither your teacher noryou would understand. Based on logic, there is none.
Mr. OBEY. That is right.
Mr. ROSKENS. 

rived, it became 
Let me put it to you this way. Shortly after I arquite obvious that we had anheavy extraordinarilyload in what was then the Asia and NearAdded East Bureau.on, before I arrived, was the responsibilityEurope-what for EasternI think weEurope. And it was 

now would call Eastern and Centralclear to me that that particular bureau wassimply overloaded. We could not persist; we couldn't continue that 
So it happened that we 

way.
had in place people and capability tomove some of that responsibility for Asia into another bureau, atleast for the time being. That was last October. We needed to alleviate the load.There is no doubt-and I say this to you straightforwardly-thatmakes no sense in terms of external logic. Internally, it madesense, because it would work right then, and it has.Mr. OBEY. Mr. Roskens, you make a pretty good defense of a badcase.

Mr. ROSKENS. May I say just one further thing?We are going to make a move there. That's going to be clearedup.Mr. OBEY. Here is my point: An Administrator for the Near Easthas responsibility for the Philippines, Cambodia, Afghanistan, andPakistan, while Asia and Private Enterprise are responsible for Indonesia, Thailand, Bangladesh, Sri Lanka, and Nepal.
One person told me the reason Nepal is still there is because neither the Soviets nor the U.S. has taken an interest in it.The Administrator for Europe and the Near East has been giventhe high-profile programs and the other division has been given the
low-profile or no-profile programs, and I think that causes 
a substantive problem, because if there is any place that isn't getting itsact together, it is the Eastern Europe operation. It is loaded downwithIt wasdelay.the highest priority in this bill two years ago. It was thesecond highest priority in this bill last year, after Africa; and nothing has happened to get that program off the ground.So I would suggest that it is that bureau which is over-burdenedand which is over-reaching.Mr. ROSKENS. That was the one that I began with. 
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Mr. OBEY. I am suggesting that the Europe and Near East 
Bureau is over-burdened, and shouldn't have programs like the 
Phil~pphles that don't have a tling to do with their region, because 
they are already over-burdened. 

Mr. ROSKENS. I left the Philippines and Cambodia in that bureau 
only because there were people there who were very familiar with 
some of the sensitive things going on. It was said at that time that 
that would be temporary. 

So I am, in effect, agreeing with you. 
Mr. OBEY. When are you going to have that done? 
Mr. ROSKENS. The move? We are in the process of doing some re

organizing now, an I I would say that the shift will be no later than 
the first of May. 

EASTERN EUROPE 

Mr. OBEY. Let me say that with respect to Eastern Europe, that 
the committee has heard from a number of groups who are trying 
to apply for contracts under the Eastern Europe Assistance Pro
gram. They say they get very little information about what is being 
planned, so that, as a result, they have to respond to every pro
gram solicitation that comes out, rather than perhaps waiting until 
something comes along that they are better equipped to handle. It 
is hard to know how to play the game if everything is going to be 
piled into the ninth inning. 

We have had others express concerns about the accountability 
and management of those programs. The States play such a close 
role that you wind up, I think, having a lot of things fall between 
the the cracks. 

How are we going to deal with that problem? 
Mr. RoSKENS. The matters of accountability and management are 

subjects that I feel some considerable responsibility for myself. The 
process of review and proposals for restructuring are going on now. 
I hope the result will be an organization that will be more respon
sive throughout and more attentive to the kinds of things you are 
talking about. 

I am very much attuned to the kinds of things you are saying. I 
can't offer much comment with respect to how much difficulty 
there has been for organizations that want to get involved in the 
RFPs and so forth. I can look into that. 

[The information follows:] 

APPLICATION FOR CONTRACTS 

A.I.D. personnel have continued to brief numerous groups and individuals on the 
nature of the economic assistance program for Eastern Europe, including the three 
objectives of the program, the thirty.three projects involved, and many other details. 
Also, there is a press kit with handouts on each project. We have tried to be as open 
and transparent as humanly possible. 

EASTERN EUROPE VULNERABILITY STUDY 

Mr. OBEY. It is my understanding that A.I.D. is carrying out a 
vulnerability study.

Mr. ROSKENS. The vulnerability study is basically an audit by our 
own people. In other words, it is pointing out where there may be 
problem areas. 
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Mr. OBEY. Can we get a copy of that by the end of March, so wecan review it before we have our hearing?Mr. Ros, ENs. Let me tell you this. I am one who believes in getting information up here as soon as we have it. There is not goingto be any hiding.
Mr. OBEY. We need that before our hearing in March.
Mr. ROSKENS. Okay. I am sorry, which hearing?

Mr. OBEY. Eastern Europe.
Mr. ROSKENS. I beg your pardon.Okay, we will have that then. As long as I am around, we are notgoing to be playing any games with you, I will toll you that. 

MANAGEMENT OF EAaTERN EUROPE ASSISTANCE PROGRAM 
Mr. OBEY. Is it true that A.I.D. and State have agreedagement approach on a manto handling the Eastern European AssistanceProgram and that approach is embodied in a memorandum?Mr. ROSKENS. It is true we have agreed on an approach, but Idon't know of any specific memorandum. Deputy Secretary of StateEagleburger's and my letter to you a month or so ago describeswhat we are planning to do-Mr. OBEY. Would you send up a copy of that memorandum, so wedon't have to use our memorandum?Mr. ROSKENS. I don't remember any memorandum. I will be gladto look into that.


Mr. OBEY. I have three other questions on that.
I have a problem. I need to get to the floor, so I am going to askyou to respond to the rest of the questions I have for the record. 
AMERICAN SCHOOLS AND HOSPITALS ABROAD

I know Mr. McHugh has some questions that he would like toask, so I will ask him to take over.There is one more I thought I wanted to ask you directly. Let mesimply say, with respect to ASHA that Mr. Smith said that he was
concerned that the program is too political. That is true, but I have
another view, as well, and that view is that, yes, I think the program is too political. I think one of the reasons 
for that is that thepeople who administer the program have been-have fallen intothe habit of giving preference to old-hand insiders rather thanp.ople who may have an important or useful initiative that oughtto be useful. And, frankly, a number-on awhen number of occasions,we have tried to get from the program administrators theirhonest evaluations of programs, they havethink they would said, well, we don'tmeet standards, but they have not been frankenough to say why.
I find that extremely troublesome. 
Mr. ROSKENS. So do I.Mr. OBEY. So I would

been far too 
say that I fully agree, the program haspolitical, which is one of the reasons I have tried tohold the numbers down.But I also think it has been far too ossified with respect to itsadministration, and I hope that that will change.Mr. ROSIENS. Thank you very much, Mr. Chairman.

Mr. OBEY. Good luck. 
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Mr. RosKms. We are going to need more than that-your help.
Mr. McHUGH. [presiding]. Dr. Roskens, I won't keep you, because 

the Chairman said 11:30, and it is now approaching 12:00. Let me 
follow up quickly with one or two questions, and I will submit the 
rest for the record. 

UNFPA 

Mr. Green and others have pursued the question of population,
and Mr. Green asked you to report to us on what you really find 
that UNFPA is doing in China. I recall, when this issue first arose, 
that AID had a report, which we had a copy of, which indicated 
that UNFPA was not in any way directly involved with objection
able Chinese policy, that is to say, any compulsion on abortions or 
whatever. 

And indeed it was basically working on computer networks 
which would be demographic in nature, but in understanding that 
report, the Administration took the position that UNFPA should 
not be funded. It was involved in some way with objectionable con
duct. 

I don't expect you to respond to this, but my own impression,
frankly, at the time was that it was a political decision. There were 
groups that can create a great deal of heat within the Republican
Party, which ideologically were opposed to the UNFPA, not for rea
sons which related to what they were doing, but just in general 
terms. 

I happen to agree that money should not be spent on abortion, 
compelled or otherwise; that's my own personal view and that's 
been my record here. But UNFPA, based on everything I have 
seen-and I may be wrong, but based on the evidence that I have 
seen-has not been involved in compulsion, has not been involved 
in the kind of objectionable programming that you and I would 
agree is inappropriate for us to fund. 

So I do hope that you will look at this objectively.
Now, my question is, assuming that UNFPA is involved only in 

providing demographic information and assistance to China, would 
it be your own view that the United States should provide some 
funding to the UNFPA, first with respect to China, but then sec
ondly, and perhaps less sensitively, with respect to other program
activity in other countries unrelated to China at all, where there 
hasn't been any question raised about UNFPA's activities? 

What is your view on this? If you want to think about it and get
back to me, that's fine. It is a sensitive political question within the 
Administration, and I don't mean to put you in a delicate position,
but frankly, this is an important issue to people on both sides who 
happen to believe that UNFPA has effective population programs
unrelated to the kind of objectionable programming that we have 
tried to prohibit in our funding decisions in the past-abortion, for 
example.

Mr. ROSKENS. May I say, I fully understand the question that you 
are asking, and I appreciate the sensitive manner in which you
have put it. I think I would prefer to just respond to all of that, in 
terms of what you have asked and what Mr. Green was asking, in 
writing; and we will do that. 
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[The information follows:] 

FUNDING FOR UNFPAI do not believe the United States can or should make a contributionUnited Nations Popuiaton Fund (UNFPA) to th,
A.I.D. funds would even if UNFPA were to agree that n(used in China.UNFPA is not eligible for funding from A.I.D. because the Kemp-Kasten amendment prohibits assistance to anmanagement organizationof a program of coercive 

that supports or participates in thethough UNFPA abortion or involuntarydoes not directly finance sterilization. Al.abortion or coercion, this restrictionvides to China. ap.plies to UNFPA because of the management assistance, including training, it proe in udn tri ng itp -In order to explain my position not to provide funding for UNFPA, it is necessiryto understand the China program. The fundamental problems in China are its onechild policy and the manner in which it is implemented. The Governmentget sets tarfor authorized births that are apportioned down to the local level and, ultimatey, to•each 
 work unit. These targets often are treated as quotas by family planning
workers and other oflicials whose performance is reinforced by afor success and punishment for failure system of rewardscompl Special benefits are provided to couples whowith policy, and economic and other penaties are imposed on those who do
not. T is system has set in place a program for population control that has resultedTo set these 
in a wide variety of abuses, including coerced abortion and involuntary sterilization.targets, monitor compliance with them and enforce the one-childpolicy, China needs to obtain and analyze demographic information effectively. The
8uality and amount of management and training assistance UNFPA has provided tohina has had a significant impact on China's ability to obtain and analformation China needs for these urcoercive program, UNFPA hele 

ses. While China has been implementing thisChina develop the modern capability to establishand monitor compliance with authorized birth targets, including assistance and support for:
 
Computer hardware;

Management information sytems;
The State Family Planning Commission and other governmental agencies responsible for policy development and implementation of China's population program;
Institutions to make China self-sufficient in training of demographers;
Basic and clinical research (such as studies on reproductive epidemiology, andsocial, behavioral and psycho-social aspects of contraceptive use), andTraining for family planning workers who implement China's abusive programwhich results in coerced abortion and involuntary sterilization.In 1985, the A.I.D. Administrator concludedKemp-Kasten amendment applies to UNFPA because of the management assistance 

on behalf of the President that theit provides to China, and this determination was sustained in the federal courts.Since then, there has not been significant change either in the China program or in
UNFPA' 
In fact, the

support for it that would Justify A.I.D.'safter UNFPA a prve it thr providing assistance to UNFPA.Tresident vetoed the 1940O,reiga .... .assistance apprepriahortyronations bill stioreignmaftefr UNPmarked for UN prove -it ive-year program in China Mecause funds were 
ly

and its new program is not significantly different from the preearvious two. The bill would have required UNFPA to place A.I.D. funds in a segregated account which could not be used for China, but funds are fungible and the Presi
dent believed this would not be an effective way to express United States
about coercion in China. concern
 

I certanly agree with the President's decision.
Mr. McHUGH. I appreciate the problem. I just want to reinforce
essentially what Mr. Green was saying and hope we can reachjudgment which is objective-as objective as we could be here. 
a 

REORGANIZATION AND OFFICE OF POPULATIONWith respect to population and reorganization of your agency,there have been some reports that, in the context of your reorganiangrhing about that9 
zation, the Office of Population might be abolished. dan you tell usIn Rsig Ns. Yes I can tell you quickly and emphatically that
there is absolutely not a shred of truth to that. But I can also tell 



508
 

you how it happened, I won't take a lot of time. There are a lot of 
other things that are involved here, but let me just take one little 
piece so you will understand what I am talking about. 

We had a consultant, and that consultant provided us with a pro
posed outline or table of general organization, if you will, that did 
not contain all of the boxes that are in existence now. It shouldn't 
have. A consultant wouldn't provide that detail; that's not their 
business. Our business is to determine who goes where. 

But the point is, where an office wasn't explicitly included, 
people concluded that they were going to be thrown out of busi
ness. 

Nothing could be further from the truth. I can assure you there 
will be a Population Office, if not stronger than the one today. 

Mr. MCHUGH. I thought it was important to get that on the 
record. 

TIED AID 

I don't want to belabor this subject this late in the hearing, but 
let me conclude my direct questions with the tied-aid-credit issue. 
Last year we included some language in our bill which prohibits 
using development funds in your agency for tied-aid credits. Is that 
something which your agency agrees with, or you personally agree 
with? 

Mr. RoSKENS. Yes, we do. 

MIXED CREDITS 

Mr. MCHUGH. Could you bring us up to date on the status of the 
initiative which joins A.I.D. and the Export-Import Bank? How far 
along is that? What is the status? 

Mr. ROSKENS. We have been employing that mechanism in four 
Asian countries-Indonesia, Pakistan, the Philippines, Thailand
and you know what the mixed credit facility was designed to do. 
And I think it is fair to say that, thus far, it has been successful. 

The first successful project was a mixed credit project in Indone
sia that took $60 million from Ex-Im and leveraged $300 million as 
a result. You may recall the case. 

Mr. MCHUGH. The ATT case? 
Mr. ROSKENS. Yes. 
Mr. MCHUGH. That case did pose problems for me, and I may 

have reviewed this with you before. But briefly, my concern with 
the ATT case is that that project did not fit within the priority list
ing of your agency for Indonesia. I am not suggesting that it 
wouldn't improve the development generally of Indonesia; certainly 
that government was going to go ahead in any case. And naturally 
we would be delighted and pleased if ATT got the contract. 

My concern is that AID had a priority list of development con
cerns which cited where in Indonesia we should be focusing our 
limited resources. This project did not fit within that priority list
ing, and yet funds were used for that purpose, which suggests to 
me that the decision on funding was driven not by what you deter
mine to be the most important development priorities, but rather 
by the contract. 
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Now, again, I have no objection, and indeed, I am pleased andhope we get a lot of contracts. But I wonder if that should be thepool which is used to promote contracts. And as you know fromyour prior discussions, I am more than happy to support theExport-Import Bank war chest to make sure we respond to foreignsubsidies when there is a contract competition. I think that weshould not be naive and should be armed to deal with that kind offoreign subsidy. But I don't want limited development funds, whichshould go for the priorities in development, to be the funds that-areused to meet the contract competition. I think that we should keepthat separate and have another fund which is not a developmentfund, per se, but which is a fund to combat foreign subsidies, andthat's the war chest in the Export-Import Bank.If we need an additional pot of funds beyond that, I would support it. But my concern, as you probably know, is that, to theextent we start invading the limited funds whose only purpose is topromote the most important development concerns in given countries-to the extent we invade those funds to meet the commercialproblem of the contract competition and subsidies by foreign countries of those contracts, we are going to wind up in the end withlittle or no funds for the primary development purposes that youragency's mission is designed to deal with. And if you don't, nobody

else will.
And so it is for that reason I have been concerned about any invasion of your development funds for commercial contract purposes. I hope that your agency is going to be sensitive to this, because I think the people like myself, who have supported youragency and have supported American interest in developmentabroad will lose enthusiasm to the extent that we see your missionbeing compromised by another concern which is valid-a valid concern, but one which should not be dealt with with your funds.And so I would like to emphasize that, and I would like to askthat we be kept abreast on a continuing basis of how your funds inany form are being used in conjunction with the Export-ImportBank for these kinds of projects. And I can tell you, I am going tobe looking carefully to try to determine whether or not in thesecases your funds in conjunction with the Export-Import Bank areadvancing not only American contracts, which I am all for, but arealso consistent with the most important development concerns inthese countries, which is what your money is supposed to be used


for.
Mr. ROSKENS. I assure you, we will keep you informed.
Mr. McHUGH. Thank you very much.

Mr. ROSKENS. Thank you very much.
[Questions and answers for the record follow:] 

Questions for the Record Submitted by Chairman Obey 
FAMINE IN AFRICA 

Question. The combination of war and famine in Sudan and Somalia will bringabout more deaths than occurred in the Persian Gulf conflict. An estimated 15 million people are threatened by famine this year in the Horn of Africa.Is the famine situation in the Horn of Africa being given a top priority by theAdministration and has A.ID. resumed operations in Sudan, Somalia and Ethiopia?Are there any political reasons preventing the resumption of humanitarian assistance in the Horn of Africa? 
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Answer. Humanitarian relief efforts in the Horn of Africa are receiving the high
est priority in the Administration. A.I.D. is working closely with the U.N. and other 
donors to overcome the many obstacles slowing relief into the region. In Sudan, for 
instance, A.I.D. moved to approve and put on the high seas, 100,000 metric tons of 
P.L. 480 food commodities, despite the fact that agreements were not in place at 
that time with the Government of Sudan to launch a relief program, and that logis
tical arrangements were not yet finalized. We still face operational problems that 
we continue to negotiate with the Government of Sudan, but we are proceeding with 
the program.

While issues have arisen to slow relief programs, at no time have humanitarian 
relief efforts been suspended in Ethiopia or Sudan. Only in Somalia did relief efforts 
completely come to a halt, due to the anarchy which overtook that country. While 
all expatriate A.I.D. personnel were withdrawn from Sudan due to the Gulf Crisis, 
this did not prevent relief shipments from going forward or cause operational plan
ning to be halted. The A.I.D. Mission Director to Sudan returned to Khartoum on 
March 7, 1991. 

Question. Is there sufficient emergency assistance available to address these 
needs? 

Answer. While the demands for relief assistance in the Horn of Africa and else
where on the continent have placed a strain on USG resources, we believe there are 
sufficient resources available to assume an appropriate share of the overall relief 
burden. 

Question. There have been reports there has been confusion in the direction and 
coordination of relief efforts. Is the United States taking the lead in assuring that 
relief efforts are io.ing effectively carried out? 

Answer. Relief efforts in Sudan have been hampered for several months by reluc
tance on the part of Sudanese authorities to acknowledge the scope of the threat 
facing their country. We believe this earlier position discouraged other donors from 
making food commitments as quickly as they have in the past. The donor response 
was also complicated by the evacuation of much of the expatriate community from 
Sudan just prior to the outbreak of hostilities in the Persian Gulf. Recent commit
ments by the Government of Sudan to settle several outstanding programmatic 
issues surrounding the relief effort will help move relief efforts forward. A recent 
U.S. demarche to the other donors laid out our assessment of the situation and en
couraged other governments to help meet the critical needs there. Our message has 
been very positively received and we expect donors to move to pledge assistance. 

Question. More than 7 million people are threatened by famine in Sudan. Esti
mates in the Sudan are that it may already be too late to save as many as a million 
lives. 

Specifically, what will be the A.I.D. program in Sudan? Are there any political
obstacles between the Government of Sudan and the United States that will prevent 
the U.S. from carrying out a humanitarian relief program in Sudan? 

Answer. We are very concerned that it is too late to prevent a large number of 
deaths due to hunger and hunger-related diseases this year in Sudan. Much of this 
is due to the slow response by the Government of Sudan to the clear warnings of 
large scale crop failures across much of Sudan. In a recent statement issued jointly 
with the United Nations, however, the Government of Sudan indicated that it was 
willing to address a number of operational concerns raised by the donors which 
were hindering large scale relief efforts. We hope this indicates the Government 
of Sudan is now willing to address this problem as seriously as we believe is 
warranted. 

Despite the Government of Sudan's refusal to acknowledge the size of the disaster 
facing it, A.I.D. moved to preposition relief food commodities in anticipation that 
agreements would be in place to allow a relief program to go forward once those 
commodities arrived in the region. At this time, A.I.D. plans to provide up to 
331,000 metfic tons of relief food through P.L. 480 and Section 416 authorities. Most 
of this will be targeted to meet needs in Khartoum and the northern Sudanese prov
ince of Kordofan, as well as continuing our relief operations into southern Sudan 
from Kenya. Relief commodities for northern Sudan will be off-loaded in Port 
Sudan, where they will be consigned to the World Food Program for onward trans
port to primary distribution points further inland. Final distribution will be through
U.S. private voluntary agencies working with local authorities. 
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HUMANITARIAN ASSISTANCE FOR SOMALIAQuestion. In January, the 2 1-year old Siadousted. The country faces 

Barre Government in Somalia wasa grave humanitarian crisis. Is the United States prepared to provide humanitarian assistance for people in Somalia?Answer. The United States is currently providing emergencythrough the International relief to SomaliaCommittee of the Red Cross (ICRC). To date, approxi.mately $2 million of our 1991 contribution to the ICRC for African emergency operations has been spent in Somalia, the largest share of any country.Until recently, assessment teams werenorthern Somalia unable to get into either Mogadishu or 
Upcoming 

to determine the extent of food and other humanitarian needs.assessment visits, willwhich include U.S. Government officials, willlikely result in requests for further U.S. support.The United States is involved in a PVO/NGO working group which meets regularly in Nairobi to share information from people who have visited Somalia and toget any anecdotal information that is available. We have encouraged PVOs, such asMedecins Sans Frontieres, to step up their involvement in the relief effort. We areprepared to move quickly to provide food aid and other humanitarian relief throughsuch organizations to address the situation as it is clarified. 

A.I.D. PRESENCE IN SOMALIA

Question. When will an A.I.D. presence return to Somalia?
Answer. Re-establishing an A.I.D. 
 presence in Somalia in the near future islikely. No bilateral development unprogram is currently being contemplated due tothe uncertain security and political situations, as well as the fact that Somalia remains under Brooke Amendment sanctions.The entire U.S. Mission in Somalia, including A.I.D., was evacuated in January1991 as a result of the civil unrest that overtook the capital. Much of the city's infrastructure, including A.I.D. and Embassy offices, was looted and destroyed duringthis unrest. The situation there remains unstable, with rival clans still jockeying forpolitical power and periodic outbreaks of armed conflict.For the near term, A.I.D. is looking at providing support for humanitarian reliefactivities, in conjunction with other donors to be implemented through the International Red Cross, private voluntary or nongovernmental organizations. A.I.D. intends to provide food aid and other humanitarian relief, onceassessments the requisite needsare completed and the modalities of the programs and the distributionmechanisms are arranged. 

FAMINE IN E 'HIOPIAQuestion. There are
than in 

reports that the famine situation in Ethiopia may be worse1985. What steps has A.I.D.
Answer. In Ethiopia, 

taken this time to be ahead of the problem?relief programs are presentlywatching closely the effect renewed on track, although wefighting will have are on our efforts. A.I.D. estimates Ethiopia will require 750,000 metric tons of food assistance this year for the
provinces of Eritrea, Tigray, Hararghe and Ogaden. A.I.D. plans to meet 
one third
of the need with up to 250,000 metric tons of P.L. 480 food commodities. The Ethiopian relief effort has been greatly aided by the recent reopening of the northern
Ethiopian port of Massawa,

port was 

the primary entry point for northern Ethiopia. This
closed to relief operations when it was captured by Eritrean rebels inMarch 1990. 

FUNCTIONAL AccouNrsQuestion. Since 1973 Congress has appropriated development assistance fundsthrough several line items, which we call functional accounts. Three years ago thissubcommittee initiated, with specific controls, the Development Fund for Africa,which allowed Africa to receive funding without the restrictions of the functionalaccounts.At the time we insisted that the other functional accounts remain in place toassure that priorities in the development program were being addressed.The Administration this year has again requested that the functional accounts beeliminated. 
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FUNCTIONAL ACCOUNT COMPARISONS 

AonMi .4991 1992'-1*PO 0" 

......... ........................ ........ ......... ............ 481.6 .437.3 "44.3 (-9)
 

Population ........................................... .................................... _ ..... ...... 250.0 228.0 - 22.0 (- 9)
 
Health ............................................. 135.0. 127.8 -8.0 (-6)
 
hildS ........................................ .. ..................... ...................... 100.0 108.9 +8.9 (+9)
 

AIDS . ............... 52.0 55.0 + 3.0 (+ 6)
......................................................................... 

Education ..................................................... ........ . ...... 134.2 146.4 +12.2 (+9)
 
Private sector/energy and environment .......................................................... 152.2 165.2 +13.0 (+9)
 
Science and Tech.............. :................................................................................. 8.6 8.6 ... .... ...
 
Africa..................................... :................................... .......................................... 800.0 800.0 .......................
 

- 36.6 (- 2) Total ............................................................................................................... 2,113.6 2,077.0 


If we were to eliminate the functional account process how can we be assured 
that Congressional priorities are being addressed? 

Answer. The approach that A.I.D. and the Congress have used with the Develop. 
ment Fund for Africa (DFA) provides an excellent model for assuring that A.I.D. 
addresses Congressional priorities. A.I.D. has met the Congressional targets for the 
DFA and has consulted regularly and closely with the Congress on a wide range of 
issues. I am personally committed to following a similar strategy vis-a-vis the Con
gress in an A.I.D. without functional accounts. 

Question. When Administrator Alan Woods tried to have the functional accounts 
removed the best he could tell us was that it was his "expectation" that A.I.D. 
would fund these programs at traditional levels. What would be your philosophy? 

Answer. As I stated previously, I intend to engage in frequent, close consultations 
with the Congress to insure that Congressional priorities are adequately reflected in 
the A.I.D. program. I can cite as an example of our willingness to work with the 
Congress on this the fact that our Congressional Presentation included Agency tar
gets for Environment, Child Survival, AIDS, Basic Education and Population activi
ties. These are obvious areas where A.I.D.'s and the Congress's priorities converge. I 
believe, that as our experience with the DFA demonstrates, we can arrive at a mu
tually supported set of Agency emphases without the need for functional accounts. 

Question. What would be your position on establishing regional accounts, like the 
Africa Fund? 

Answer. The Congressional Presentation reflects my position on establishing re
gional accounts. We have requested a Development Programs account along with 
the DFA. In addition, we soon will forward to the Congress new authorizing legisla
tion with the same account structure. 

PRIORITY OF POPULATION 

Question. For Fiscal Year 1991 the Administration requested $193,191,000 for 
international family planning programs, and Congress appropriated $250 million. 
This amount represents a substantial increase ($30 million) in the population ac
count. However, the Administration's Fiscal Year 1992 request of $ million is a 
$22 million or a 10 percent decrease in family planning. 

Why isn't family planning a priority for A.I.D.? Why are you decreasing funding? 
Answer. A.I.D. considers population to be one of the most important developmen

tal sectors. A.I.D.'s estimated funding for population in FY 1991 is expected to reach 
over $350 million-the highest level for population yet. This includes funds from the 
following: Population Account, the Development Fund for Africa and Economic Sup
port Funds. 

A.I.D. is committed to delivering quality family planning services to developing 
world couples. Since the inception of the population program in 1965, A.I.D. has 
maintained that delivering these services is the most effective and appropriate re
sponse to rapid population growth. We believe that reducing rates of population 
growth is important as a means to achieving the broader objective of better social, 
economic, environmental and health conditions in the developing world, rather than 
as an end in itself. 

A.I.D. is aware of the need for increased resources worldwide for population and 
provides an estimated 46% of the total donor assistance for population. Only one 
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country (Norway) devotes a higher percentage of its development assistance budgetto population.

A.I.D. is working at many levels to increase the total resources supporting familyplanning programs. A few examples include:
Stimulating local investments from public and private sector sources;
Initiating a major new private sector initiative to increasefamily planning from the private sector through means 
commitments for 

such as working with private health insurers and employers to provide family planning services;Improving donor coordination to increase other donor commitments, avoid waste-.ful duplication as well as gaps in programming, and capitalize on each donor'sstrong points; andImprove program efficiency by improving program management and by giving increased emphasis to program sustainability. 

OPERATING EXPENSES FOR POPULATION 
Question. Do current operating expenses reflect the increased managementburden given expanded activities?Answer. In FY 1991 Congress approved the use of up to 5 percent of populationprogram funds for operating expenses for administration of family planning assistance programs. This will help strengthen the financial and technical oversight ofA.I.D.'s population program. Notably, these funds will allow the program to:Strengthen management information systems (MIS) and automation by improvingthe existing systems that serve the population program, and installing a computernetwork for the population program.Increase monitoring of programsfield through increased travel for programdesign, monitoring and evaluation. This is particularly important as the scarcity oftravel funds in recent years has hampered the staff's ability to implement and monitor the program.

Further develop the technical and managerial skills of population program staffthrough specialized training classes and programs. 

POPULATION AND AIDS 
Question. The Committee is concerned about the need to increase resources tofight AIDS. How does the population program complement the AIDS program?Answer. A.I.D.'s population and health staff work together very closely in program and planning implementation including the design of the next generation ofAIDS prevention activities. A.I.D.'s family planning programs offeraddressing the sexual transmission of AIDS. Since 

a resource for
1987, the Agency's populationprogram has procured and shipped more than 155 million condoms to AIDS prevention programs worldwide. In addition, some of the 2.5 billion condoms provided tofamily planning programs during this period helped prevent the further spread of
AIDS. The population program 
 has also pioneered condom social marketing programs which offer a cost effective approach to distributing low-cost, high-quality
condoms through commercial channels.The population program offers the best existing AIDS condom distribution program. Its assets include:Technical expertise to identify high-risk populations and forecast condom needs;Ability to provide high-volume condom procurement and shipment worldwide;Use of WHO-consistent condom quality standards which also exceed current U.S.
standards;


Sampling and testing of condom stocks in field programs;
Logistics management expertise for condom delivery systems;Expertise for designing management information systems; andExpertise in condom social marketing and community-based distribution of condoms.
Various A.I.D.-supported family planning training and communications projectsinclude counseling on AIDS and sexually transmitted diseases and other prevention

messages.
The population program has pioneered the use of the mass media to communicatemessages about sexual behavior and practices and to educate target audiences aboutthe correct use of condoms. 
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POPULATION 

Question. The United Nations Population Fund (UNFPA) continues a global 
leader in international population assistance and up until 1985 the United States 
was ita largest donor. 

What is the administration doing to ensure the United States is able to resume its 
once prominent role in this organization? 

Under what condition would you favor resumption of funding for the UNFPA? 
Answer. A.I.D. may not consider making a contribution to the United Nations 

Population Fund (LJNFPA) until it becomes eligible under the Kemp-Kasten amend
ment which prohibits assistance to an organization that supports or participates in 
the management of a program of coercive abortion or involuntary sterilization. This 
restriction applies to UNFPA because of the management assistance it provides to 
China. 

The problem in China is its one-child policy and how it is implemented. Targets 
for authorized births are apportioned down to the local level and, ultimately, to 
each work unit. These targets are treated as quotas by officials whose performance 
is reinforced by a system of rewards for success and punishment for failure. Special 
benefits are provided to couples who comply with policy, and economic and other 
penalties are imposed on those who do not. This system has set in place a program 
for population control that has resulted in a wide variety of abuses, including co
erced abortion and involuntary sterilization. To set these targets, monitor compli
ance with them, and enforce the one-child policy, China needs to obtain and analyze 
demographic information effectively. 

Although UNFPA does not directly fund abortion or coercion in China, the qual
ityr. and amount of management assistance UNFPA provides to China has had a Sig
nificant impact on China's ability to obtain and analyze the information China 
needs to manage its one-child policy. UNFPA has helped China develop the modern 
capability to establish and monitor compliance with authorized birth targets, includ
ing assistance and support for computer hardware, the State Family Planning Com
mission and other governmental agencies responsible for policy development and 
implementation of the China program, institutions to make China self-sufficient in 
training demographers, basic and clinical research (such as studies of reproductive 
epidemiology and social, behavioral and psycho-social aspects of contraceptive use), 
and training for family planning workers who implement China's abusive popula
tion program which results in coerced abortion and involuntary sterilization. 

In 1985, the A.I.D. Administrator concluded that the Kemp-Kasten amendment 
applies to UNFPA because of the management assistance it provides to China, and 
this determination was sustained in the federal courts. Since then, there has not 
been significant change either in the China program or in UNFPA's support for it 
that would justify A.I.D.'s making a contribution to UNFPA. In fact, the President 
vetoed the 1990 foreign assistance epropriations bill shortly after UNFPA started 
its third five-year program in China because funds were earmarked for UNFPA and 
its new program is not significantly different from the previous two five-year pro
grams. 

It is very difficult to speculate about the kinds of changes UNFPA would have to 
make for A.I.D. to resume assistance to it. Certainly, placing U.S. funds in a segre
gated account which cannot be used for China would not satisfy the Kemp-Kasten 
restriction, and would not be an effective way to express United States concern 
about coercion in China. Funds are fungible. As long as China continues to have 
coercive abortion and involuntary sterilization, A.I.D. will not provide support to 
UNFPA unless it ceases to provide assistance to China, or unless UNFPA provides 
the kind of assistance which cannot directly or indirectly support coercive abortion 
and involuntary sterilization in China, as UNFPA currently does with its manage
ment and training assistance, perhaps by providing only contraceptive commodities. 

AIDS PREVENTION IN AFRIcA AND AROUND THE WORLD 

Question. The AIDS epidemic in Africa may be the single largest impediment to 
development. Reports have indicated that in Uganda and other countries as many 
as one third of the population may be dead by the turn of the century. In Africa 
alone there may be as many as one million AIDS orphans. How will your $55 mil
lion request for AIDS begin to meet prevention needs in Africa and around the 
world? 

Answer. The requested $55 million represents a modest growth in the Agency's 
AIDS prevention program and will be supplemented by funds from other A.I.D. ac
counts such as Health, Population, Economic Support Fund and Development Fund 
for Aftrica. Other countries are also contributing to the program. We believe that 
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the $55 million request is appropriate and will enable us to increase activities iseveral countries as well as initiate innovative activities in additional countries.With regard to Africa specifically, in FY 1991 the Agency plans to obligate$30.5 million in Development Fund for Africa resources in addition to an allocatioi 

ove
of approximately $10 million from the AIDS account which will be utilized for prevention activities. A similar amount will be programmed for FY 1992. Additionallya majority of the money A.I.D. gives to WHO/G-A is also spent in sub-SaharatAfrica. 

INVESTMENT IN AIDS PREVENTION FOR DEVELOPMENTQuestion. For Fiscal Year 1991 this Committee appropriated $52 million for MDqand designated that the World Health Organization (WHO) administer half of thefunds. Over the past several years, the U.S. contribution to WHO has been as highas 40 percent. However, this year the administration's request of $25 million wouldrepresent only 25 percent of WHO's budget. What effect is AIDS going to havedevelopment efforts? Are we investing enough in AIDS prevention? on
Answer. AIDS severely threatens economic development in the Third World. Thedeath rate among young adults, the most productive members of society, will doubleor even quadruple in some cities and certain regions of African countries over the

and production due to premature deaths in the 20-49 age group and the costs of lost 

next five years. Projected economic costs include losses in human resources, wages,
business such as tourism in addition to increased health.care costs. Societal costs include decreased rates of child survival and increased numbers of orphaned children.A.I.D. played an important role in the establishment of the World Health Organi-zation/Global Program on AIDS (WHO/GPA) and continues to be its largest finan.cial supporter. WHO/GPA works with individual host countries to set up nationalAIDS Committees,develop short-term and medium-term plans, and evaluate the implementation of these plans. A.I.D. and other bilateral donors are financing and implementing these national plans, directly or through cooperating agencies and 
A.I.D. recognizes that the need for AIDS prevention programs is enormous. In addition to providing U.S. funding, we are encouraging other donors to help build andfinance the additional public and private institutional capacity needed to addressthis global AIDS problem. We believe that the $55 million request, representinglarge contribution to the WHO/GPA budget as well as funds for bilateral assistanceprograms, is an appropriate amount for the United States to contribute. 

a 

COLLABORATION WITH WHO/GPAQuestion. Is A.I.D. collaborating closely with WHO and, if so, where have effortsat collaboration been problematic?Answer. A.I.D. has an excellent working relationship with thestaff of WHO/GPA (World Health Organization/Global Program 
leadership and 

on AIDS). WHO/GPA has taken a global leadership role in AIDS prevention and control, mobilizinand coordinating the efforts of donors and affected developing countries. WHO/GPAassists individual countries to set up national AIDS committees and plans. However,WHO/GPA does not have the capacity to implement these national AIDS programsand has built its program on the assumption that most of the support for countryAIDS programs will come from bilateral sources. A.I.D., along with other bilateraldonors and their cooperating agencies, assists developing countries in financing and
implem;nting the national programs. Coordination with WHO/GPA is both formal,
through the Management Committee of the GPA, and informal, through periodic
meetings between A.I.D. and WHO/GPA officials. 

WHO vs. A.I.D.: COUNTRIES OF OPERATIONQuestion. Is it true that WHO operates in more countries than A.I.D. and thatbecause of current restrictions, A.I.D. is not able to work in a number of countries,including Angola, Ethiopia, Liberia, Somalia and Sudan to name a few. Does A.I.D.
plan to reduce its AIDS assistance to even fewer countries?
Answer. WHO, as
countries than A.I.D., 

the major international health organization, operates in morein part because of their broader country mandate. Statutoryprohibitions, such as those found in sections 512, 513, 518, and 548 of the ForeignAssistance Act, prevented A.I.D. from operating in the countries you cited, until legislation passed in 1990 specifically exempted certain AIDS programs from moststrictions. Beginning in y 1991 we re-
AIDS Prevention are permitted to provide assistance fromand Control theaccount in all of the cited countries except Angola. 
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Because of various policy and operational considerations, however, we do not cur
rently plan to begin AIDS activities in those countries. 

A.LD. currently operates and will continue to operate prevention programs in 47 
countries. However, we plan to increasingly focus major support in ten to fifteen 
countries where we can make the greatest impact on the spread of the disease. 

A.I.D. REPORT ON DISPLACED CHILDREN 

Question. Dr. Roskens, I know that you are aware of the Committee's concern 
over the need to address the needs of children who have been displaced because of 
war disasters, or simply are part of the million street children around the world. It 
is encouraging that for the first time A.I.D. has requested $5 million for this pur
pose, and I underf*and that you have established a program director. 

However, we still have not received the report and study we requested that A.I.D. 
do on this issue. In fact the report is one year late from the original deadline and 
over one month late from the second deadline. Why didn't you submit on February 
1st the plan on a program for displaced children as required by the Committee? 

Answer. A.I.D. was late in forwarding the Action Plan because we needed to clari
fy several issues. First, we needed to ascertain what types of programs could be sup
ported under the legislation. This was done by reviewing the literature and seeking 
the views of knowledgeable individuals and groups as to how A.I.D. could effectively 
help these children. Also, after drafting a plan, the program coordinator spent much 
of January in Ethiopia, a country that has one of the largest populations of or
phaned and displaced children, looking into the potential for further A.I.D. assist
ance, reviewing existing programs, and checking the recommendations in the draft 
plan against what was actually needed and being done there. Based on the trip, the 
coordinator also recommended activities that A.I.D. could support in Ethiopia. 
A.I.D.'s report to Congress was submitted in early March 1991. 

PROGRAM TO ADDRESS DisPLAcED CHILDREN 

Question.Why hasn't A.I.D. set up a comprehensive program to address displaced
children? 

Answer. We recognize the tremendous needs of orphaned and displaced children. 
However, programs to assist orphans and displaced children are a relatively recent 
departure for A.I.D. They do not fit nearly in A.I.D.'s traditional child survival ef
forts, which remain a high priority. It will take time to acquire the specialized ex
pertise needed to mount effective programs for children in exceptional circum
stances. A.I.D. staff will continue to work towards a program for displaced and or
phaned children. Page 9 of the Action Plan contains some of the issues that A.I.D. 
staff in Washington will investigate over the next year in order to further develop a 
wider program. 

AIDS ORPHANS 

Question. In what way will A.I.D. address the possibility of more than 1 million 
orphans created by the AIDS epidemic? 

Answer. Our Mission in Uganda, where the problem is most severe, is in its third 
year of supporting the placement of AIDS orphans within extended family net
works. The $500,000 that has been set aside in 1991 for Uganda will be used to con
duct pilot programs that will help determine which program approaches are the 
most effective. As the problem grows the ability of the extended family to take on 
even more children is being stretched to capacity. Establishing group homes, at the 
community level, with community involvement is the most likely candidate of the 
pilot effort. This work in Uganda should give us an indication of what programs 
may be effective in the African context. As was indicated in the Action Plan for 
Orphans and Displaced Children, submitted to Congress in early March 1991, A.I.D. 
will be investigating the possibility of addressing some of the problems of AIDS or
phans in Africa at a regional level. 

CONVENTION ON RIGHTS OF THE CHILD 

Question. Dr. Roskens, in your statement you indicate (p1l) that A.I.D. reempha
sized its commitment to child survival activities at the recent World Summit for 
Children" . . . But it's my understanding that the United States along with Iraq, 
Iran, Libya, Somalia, Ethiopia and South Africa have not signed the Convention on 
the Rights of the Child. (Which was approved at the World Summit) Why hasn't the 
United States joined more than 65 countries in signing this Convention? hat objec
tions have been raised by the Administration to the Convention? If the Convention 
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is submitted to the Senate for ratification, how will A.I.D. adjust its programs inorder to support the goals of the Convention?Answer. The Convention, which as a treaty would become the law of the land, islenghy, complex and raises difficult issues with respectvrovisonsdeal with matters which in the U..S..are to law and policy. Someregulated primarily or exclusive
yy tate and local governments. The ,Adminitration is studying provisions of theConvention to determine what implementing legislation and what reservationswould be required for the U.S. to ratify it without conflicting with State/local prerogatives in our constitutional system. 
Fr*ten years the U.S. participated actively in drafting the Convention and isfully in accord with its general goals to protect and promote the human rights of

children worldwide. Since the Convention's goals are largely ths uported inA.I.D.'s programs, including child survival, ratification woud tos seup
 
changes in our programs.wo ntreuemjr
 

ROMANIA ORPHANS 

Question. In the 1990 supplemental enacted May 1990, this Committee appropriated $4 million for health care assistance for Romanian children, particularly or
phans. To the extent possible, these funds were to be used to move children out of
institutional care either through family reunification or adoption.Why has it taken A.I.D. since last April to get this emergency operation running? 

Answer. The 1990 Supplemental was enacted in May of 1990. Funds were madeavailable to support the program in September and a grant was awarded to the 
PACT Consortium and UNICEF on September a0,1990. The purpose of the Roma
nian Children's Project is to address immediate needs of the Romanian childrenthrough the establishment of systems within the Romanian health services infra
structure which will enable the provision of physical, psychological, and social reha
bilitation services to infant, child and adolescent populations determined to be in
need; and facilitate adoption of institutionalized children and other feasible alterna
tives to institutional care. PACT, World Vision Relief and Development (WVRD)and Project Concern International (PCI) have made significant progress. For exam
ple:A dialogue has been established with the various ministries and committees 
having custody of the children;

Nine orphanage clusters have been identified and additional staff required for the 
program have been recruited;

Technical assistance is being provided to institutional staff and social workers are 
being trained to work with 100 selected children to be reunited with their families; 

Medical services are being provided to children such as the screening of morethan 1000 children for eye problems and the 51 subsequcnt eye operations to correct
 
strabismus and cataracts;
 

A vWlunteer PCI pe iatrcian is in Romania n diagnostic work with infant vic
timsofAIDS andw V as arranged for two cnicians from Australia to provide
 
srvcestod AI chilrenin tonsants and a pediatric nurse to work at the Infec

tius Disease H-ospital; and,
A sub-grant was awarded to HOLT International Children's Services early in Feb
ruary to implement the adoptions related program.


The FY 1991 earmark is included under the PVO Initiatives Grant Program and 
we anticipate awarding 6 grants (totaling more than $3 million). 

A.I.D. OPERTiNG EXPENSES 
iQstion.One of the largest increases in the request for A.I.D. is for AI.D. Opr

atingi Exkpenses. Thaccount i elstmare to increase from $435 million in fiscal 
year e T e8 millon in . l 199 or an 11% increase in funding.

vill to crease in funding be used to provide additional personnel in the field 
or to fatten up personnel levels in Washingtoa?nser. The Y1992Opeating Epenses request is essentially a straight-line ex
thnson ofeqvalment f amounts. percent increase results
1em The apparent 11
from (1) thewicorporatino he rovision il financed in FY 1991se33 of of expenses 

tomprogram accounts into this account in FY 1992 and (2) the need to offset anexpted reduction in local currency of $9.3 million between FY 1991 and FY 1992. 
On a comparable basis, therefore, the increase is only 1.5 percent, well below antici
pated inflation rates. 

A.I.D. anticipates a small reduction in U.S. direct-hire staff levels overseas, due 
mainly to declines in the size of missions affected by the Gulf War and other recent 

4285O-91--.1' 

http:programs.wo
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poltical events. The small increase planned for Washington will enable the Agency 
to improve financial management and contracting in support of field operations.

Question. There are reports that A.I.D. plans to provide more and more people to 
review programs in Washington, and fewer people to plan and carry out the pro
grams overseas. Is that correct? 

Answer. There will be a slight net increase in Washington to provide additional 
staff in the critical areas of financial management and contracting. However, there 
are continuing changes and new initiatives facing the Agency, such as Eastern 
Europe, which require additional staff resources. These resources will be provided
through reallocations of current Washington staff to cover the higher priority re
quirements.

The Agency is currently reviewing its processes in an effort to reduce the time 
spent in detailed reviews by Washington staff of mission prograrms and to identify
and reduce areas of overlap and duplication. This review may iead to some reduc
tions in overall Washington staffing levels. 

Question. To what extent are increased operating funds being used to address in
creased program funding for Africa and Population programs? 

Answer. In FY 1991 the Agency has applied the authority provided in the FY 
1991 Approporiations Act to use $12 million of DFA for operating expenses for 
Africa. Much of this funding is required for start-up costs of the new mission in Na
mibia and to relocate personnel from lower priority and/or non-performing coun
tries to other countries in support of expanded programs. The FY 1991 funding for 
Africa Operating Expenses will be sufficient to support anticipated staffing levels at 
the overseas missions. For FY 1992, the overall amount of Operating Expenses re
quested will require reductions in total overseas U.S. direct-hire staff. Within the 
reduced total, A.I.D. will increase the number of direct-hire staff assigned to Africa 
in recognition of increased program requirements. Overseas support costs are being
allocated to support the staff levels but will be extremely tight in Africa and else
where given the overall budget request level. It is not yet clear what the full impli
cations of operating within these tight constraints will be on programs for FY 1992. 

To support increased ppulation funding in FY 1991 the Agency has provided an 
additional $1.1 million rom program funds for operating costs. These funds will be 
used for travel for better monitoring of overseas projects, new project development
and evaluation. Some portion will also be directed to staff development. As in 
Africa, a portion of these funds will be for non-recurring costs, such as improved
automation for the Office of Population. 

LOANS FOR THE POOREsfr ENTREPRENEURS 

Question. The Committee has been encouraging a "minimalist" approach to this 
program for a number of years now. In order to encourage A.I.D. to reach the poor
est entrepreneurs, last year we recommended that A.I.D. use $20 million of the mi
croenterprise funds for loans of less than $300. 

What progress has the Agency made in providing loans of less than $300? 
Answer. A substantial proportion of A.I.D.'s microenterprise program supports

loans of less than $300. A.I.D. believes that the amount of such lending under A.I.D.
sponsored programs will continue to grow. A portion of A.I.D.'s funding goes directly
into loan capital. In 1988 this resulted in 41,000 loans of less than $300, or 51% of 
all loans made with A.I.D. funds. The corresponding figures in 1989 were 46,000 and 
46% of the total. A.I.D. does not have data for 1990, but indications are that the 
volume of funding for loan capital continues to increase. A.I.D. is confident that 
roughly half of the loans made with those funds will be below the $300 mark. 

In addition, A.I.D. supports the development of instititutions that make very
small loans. Through grants to U.S. private voluntary organizations such as Catho
lic Relief Services and FINCA, A.I.D. is supporting the development of "village
banking" programs that exclusively offer very small loans. 

MICROENTERPRISE MONITORING 

Question. Congressional guidance on size of loans, economic status and gender of 
recipients and the use of local "grass roots" organizations was incorporated into an 
A.I.D. policy Determination issued in October 1988. GAO testimony from September
26, 1990 reviews: (1) A.I.D.'s management of the microenterprise program and its 
compliance with congressional guidance; and (2)the accuracy of A.I.D.'s March 1990 
reprt to Congress.

The GAO visited three A.I.D. missions (Guatemala, Honduras and Jamaica) ac
countin for a total of 27 percent of the $30.0 million for microenterprise loans in 
Fiscal Year 1989. The GAO reported none of the three countries targeted the poor
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est of the poor. Not one of the countries visited had a system to obtain accurateinformation on loan recipients and therefore much of the data reported from overseas missions were probably based on assumptions. The lack of specific informationwas not noted in the March 1990 report to Congress and consequently the reportgives the impression the data is more factual than is the case. Additionally, 30 percent of missions did not report on loan size or gender and economic issues. Consequently, the report is of questionable reliability.How has the Agency responded to the substantial tracking system problems highlighted in the GAO report?Answer. A.I.D. is in the process of establishing a Microenterpiise MonitoringSystem (MEMS) which will provide accurate and timely data on the Agency's workin the microenterprise sector. A field test of this new system has just been completed in Swaziland, Botswana and Malawi. The new system employs a two-tiered approach: the first tier gathers obligations data from USAID field missior i on :ompliance with the earmark, and the second tier systematically collects specific programinformation directly from the organizations implementing A.I.D. microenterpriseprojects. A.I.D. believes that this new approach will dramatically increase data accuracy, particularly on issues such as loan size and gender of loan recipients which are of significant interest to Congress. 
Implementation of the first tier of the new system is already underway, with preliminary data expected in mid-July, 1991. A.I.D. expects to begin implementation ofthe Second tier by September, 1991. Some data from MEMS will be included in the1992 Microenterprise Report to Congress. 

ENVIRONMENTAL ANALYSIS IN Poucy DIALOGUE AND REFORM 
Question. A.I.D. in June of 1990 announced with great fanfare its "Initiative onthe Environment." The initiative purports to lay out a conceptual approach to responding to the world's environmental problems. It also claims that beginning in FY1991 each bureau (within A.I.D.) will concentrate 75 percent of all new environmental resources to support specific problem areas such as sustainable agriculture, tropical forestry, biological diversity, energy efficiency, and watershed management. Itfurther claims that A.I.D. will use existing project funds and reorient other programs to make this happen.The problem is that the purpose of this initiative, to provide an action frameworkto guide A.I.D.'s environmental programs has produced little or no action.It has been almost a year since this initiative was announced, and its first phaseto develop a field mission action plan has yet to be completed. Further, very few ofthe actions called for have even begun to be implemented. 

For example, the initiative states, "beginning in FY 1991 (A.I.D.)environmental analysis in all will incorporatenew policy dialogue and policy reform programs." Inhow many countries has this occurred, and what have been the results? 
Answer. A.I.D. is actively promoting its Initiative on the Environment.Agency has launched a new Environmental and Natural Resources 

The 
Policy andTraining project (EPAT) to advance recognition by developing country policy
makers of the linkages between economic policy and the sustainable use of the environment and the natural resources base. The project will sponsor training, and applied economic research, institutional strengthening and policy dialogue supportservices to A.I.D. countries worldwide. In addition, A.I.D. is redesigning its currentEnvironmental Planning and Management project to provide, among other things,
specialized 
 training programs, thereby helping developing countries strengthentheir environmental review and analysis. These activities are intended to supportnew country-level policy dialogue efforts to implement key aspects of A.I.D.'s Environmental Initiative. The Agency exvects to engage in dialogue to promote environment policy reform in developing countries this year.This is a complex and often lengthy process, and while we cannot predict thenumber of countries or the results, as a result of initial correspondence with severalof our missions on the EPAT project, we find that dialogue on policies which affectthe environment and natural resources is likely to be important in: Sri Lanka, theASEAN countries, several West African countries, Costa Rica, Honduras, Peru andthe eastern Caribbean countries. 
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GLOBAL ENzRGY EmcmcY INrrI ATIV 

Question. The initiative further calls for "launching a Global Energy Efficiency Ini
tiative," and creating a Feasibility Fund for Clean Energy Technology. Have either 
of these been accomplished? If not, when will they be and what will be their scope?

Answer. In 1990. A.I.D. launched a Global Energy Efficiency Initiative (GEE) to 
improve energy efficiency in A.I.D.-assisted and other "key" countries that have sig
nificant potential for adding to global climate change A.I.D. has budgeted over $4
million in FY 1991 for the GEEI. Under this initiative, A.I.D. in collaboration with 
other has: 

-Established a U.S. Working Group consisting of Department of Energy (and its
national laboratories), Environmental Protection Agency, Office of Technology As
sessment, Battelle Memorial Institute, Princeton University, and energy and envi
ronmental advocacy organizations;

-Designated a program director;
-Completed a comprehensive study of the impact of energy efficiency on global

climate change.
-Moved to establish an International Steering Committee; and 
-Prepared project proposals for Indonesia, India, Brazil, Poland, the Philippines,

and other developing countries. 
Under the Feasibility Fund for Clean Energy Technology, A.I.D. has budgeted 

more than $5 million in FY 1991 to promote preinvestment activities for efficiency
and renewable energy through:

A cooperative agreement with the World Bank. 
A private Sector Feasibility Fund. 
Two new institutions: the International Fund for Renewable Energy and Efficien

cy (IFREE) and the Environmental Enterprises Assistance Fund (EEAF).
IFREE is being established in cooperation with U.S. industry and other U.S. agen

cies (mainly DOE and EPA). The non-profit Environmental Enterprises Assistance
Fund is designed to leverage financing for investment in environmental beneficial
technologies. These funds will be expended in close cooperation with the industry,
the World Bank, other multi-lateral development banks, and NGOs. 

NATURAL FOREST MANAGEMENT IN SELECTED KEY COUNTRIES 

Question. The initiative further calls for the development of comprehensive pro
gram to support natural forest management in selected key countries and that a
minimum of 10 percent of A.I.D.'s total forestry budget will be reoriented to fund 
this in FY 1991. Has this been accomplished? If not, when will it be? 

Answer. A.I.D. has disseminated information about the basic requirements for a
comprehensive program to support natural forest management. Some of the neces
sary components are in place in A.I.D. projects in selected key countries, including
Brazil, Costa Rica, Indonesia, and the Philippines.

In March 1991, A.I.D. co-funded a conference that examined the state of knowl
edge on natural forest management, including the technical, economic, social, and
policy aspects. The results will be used by A.I.D. and others in promoting natural 
forest management activities. 

In FY 1991, more than 10 percent of A.I.D.'s total forestry budget will fund activi
ties that promote natural forest management and sustainable natural resources 
management. We are also increasing activities that conserve and protect natural 
forests as part of A.I.D. tropical forestry projects. 

ENVIRONMENT INITIATIVE: SPECIFIC ACTiONS 

Question. What specific actions mentioned in this initiative has A.I.D. taken?
Answer. A.I.D. has taken and is taking several actions to implement the Environ

mental Initiative: 
-Hired additional contract and direct-hire staff in the environmental sector. 
-Contracted with the Institute for International Research (H1R) to train approxi

mately one hundred Agency staff per year in the environment. 
-Undertaken to design or redesign and implement projects dealing with environ

mental policy, environmental health, sustainable agriculture, environmental train
ing, and urban and industrial pollution control. 

-Recently completed an action plan to implement the Environmental Initiative 
in Washington and the field in FY 1991, FY 1992 (and beyond at the country level).

-Launched a Global Energy Efficiency Initiative (GEEI) to improve energy effi
ciency in A.I.D.-assisted and other "key" countries. 
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-Budgetedtivities m'Ore than $5 million in FY 1991 funds to promote reinvestment acor efficiency and renewable energy through a cooperative agreement withthe World Bank, the Private Sector FeEsibility Fund, the International Fund for Renewable Energy and Efficiency (IFREE), and the Environmental Enterprises Assist. 

ance Fund. 

PasmNvwrmmr FAcITY 
Question. In FY 1991, the Committee directed A.I.D. to devote $5 million to createa preinvestment facility to be managed jointly with DOE and EPA. Its purposewould be to push renewable energy and energy efficiency projects beyond the identification stage to actual financing. Its purpose would be to bridge the gap that developing countries often find themselves in: that is of having many potentialrenewable uses forenergy technology and resources, but of not having the technical expertise to put that potential to use.My understanding is that beth DOE and EPA have committed funding for thisfacility and that A.I.D. is yet to commit.What is the status of A.I.D.'s commitment to this facility? How much will A.I.D.commit to the facility and what will the energy industry's role be it in?Answer. A.I.D.'s has budgeted more than $5 million of FY 91 funds for the facilitythrough an interrelated set of funding mechanisms to identify and assess efficiencyand renewable energy projects. The funding mechanisms are:The new International Fund for Renewable Energy and Efficiency (IFREE), whichis being established in collaboration with U.S. industry;A cooperative agreement with the World Bank; andA new, non-profit Environmental Enterprises Assistance Fund designed to leverage financing or investment in environmentally beneficial technologies.Industry's role in these efforts will be substantial as most of the mechanisms areindustry or trade related. A.I.D. funding for a portion of the activities will gothrough the U.S. Export Council on Renewable Energy, a consortium of trade associations. Already, we have had meetings with representatives of one of those tradeassociations to discuss cooperation in Mexico and Indonesia, with another trade association to discuss the Philippines, Central America, and Kenya, and with severalindividual U.S. companies to look at other opportunities. 

AFRICA 1000 AND VITASAT 
Question. A.I.D. was directed to support innovative technology transfer programssuch as Africa 1000, to assist industry in bringing 1000 African villages on renewable resources by 1995, and VITASAT, a low-orbit satellite to provide renewableenergy maintenance and technical assistance to in-country PVO's in remote areas.What is the status of A.I.D.'s support of these projects?Answer. A.I.D. has held preliminary meetings with VITA to discuss VITASAT,their low-orbit satellite program, and is currently reviewingfunding in 1991. a VITA proposal forWe expect to make a decision in April. A.I.D. staff have met withrepresentatives of the Africa 1000 program several times during the past 18 months
to discuss the program's goals and approaches and to explain A.I.D.'s strategies and
system.We invited them to submit proposals that take account of market demand fortechnology and willingness to pay on the part of villagers. Experience suggests that
otherwise such projects are unlikely to be sustainable and or 
to have more than alimited impact.
Recently the U.S. renewable energy industry joined with the original promoters of
Africa 1000 to establish a corporation. Together they have set up a board of directors that will soon meet to develop a strategy and hire staff. A.I.D. has an on-goingrelationship with the industry (including a cooperative agreement with the industrycouncil) and we believe that the new coalition will submit a proposal. 

ENERGY AND ENVIRONMENT IN EASTERN EUROPZ 
Question. AI.D.'s Eastern Europe SEED monies were established to asaist EasternEurope in meeting environmental problems. Renew able energy and ener~y efficiency industries assert that a strong market exists in environmentally-benigntechnologies in rural areas very short in diesel fuel, and urban areas 

energy
needing electric load reductidn. How much money was directed te the Department of Energy toassist renewable energy, and how much was directed to industry consortin?Answer. A.I.D. is working closely with the Department of Energyeand'the Enironmental Protection Agency in developing the FY 1991 energy and environmental 
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assistance projects for Eastern Europe. Improving energy efficiency and commercializing environmentally-sound technologies are critical to economic restructuring and
improving the quality of life in the region. New FY 1991 projects are under way orplanned that will help achieve short-term energy savings in industries, promote regional cooperation in energy efficiency and renewables, and improve efficiency and
reduce pollution in Krakow, Poland. It is expected that 20-30% of the expected FY
1991 energy funding of approximately $25-30 million will be directed to the Depart
ment of Energy. While the program emphasis and largest market potential is the energy efficiency area, some part of this funding will support renewable resource 
assessments with U.S. industry. 

A.I.D. RESPONSE TO DIRECTIVE ON ENVIRONMENTAL STAFFING 

Question. For the past three years, Congress has specifically directed A.I.D. to in
crease its staffing environmental and energy experts. Congress made these specific
directives to fill a void at A.I.D., and to enable the U.S. to provide technical assist
ance to developing countries concerning energy policy and planning, end use effi
ciency and renewable energy.

Because of supposed shortages in A.I.D operating expenditures, the Committee gave A.I.D. the authority to use program funds to pay for environmental staffing,
and in its FY 1991 report specifically indicated that this was one-year authority and
that A.I.D. should "include in its fiscal year 1992 budget request for operating ex
penses funds necessary to pay for the cost of direct-hire employees." 

Preliminary analysis of the 1992 request (performed without the benefit of A.I.D.budget justification) indicates that A.I.D.'s overall direct-hire staff level will de
crease slightly in FY 1992, and that the hiring of economists has taken over hiring
environmental experts.

In short Mr. Roskens, A.I.D. has ignored the Committee's directive on environ
mental staffing. What is your response?

Answer. I disagree. A.I.D. is strengthening its environmental expertise and plansto add approximately twenty energy, environmental and natural resources (ENR)
specialists annually for the years FY 1990 to FY 1992. As of March 1991, thirty posi
tions have been established, of which sixteen have been filled, including seven
direct-hire experts. More positions will be added as country level ENR initiatives 
are developed and approved during the coming years.

The special program funding authority for direct-hire employees authorized bythe FY 1990 Appropriations Act was not used because it was not a multi-year au
thority and we were concerned that it might not be renewed beyond FY 1991. Al
though the authority is available for FY 1991, A.I.D. has been informed that in FY
1992 the Agency must use operating expense funding to pay the cost of any ENR
direct-hire employees. That has left us in the position of wanting to hire new employees at a time when overall personnel levels must be reduced. The trade-offs are

difficult, but we are committed to increasing the number of ENR direct-hire employ
ees.
 

ADDITIONAL DIREcT HIRE ENVIRONMENTAL STAFF IN FY 1992 
Question. How many additional direct-hire environmental staff positions are con

tained in the FY 1992 request?
Answer. Seven of the thirty new energy, environment and natural resources

(ENR) positions established since FY 1990 are direct-hire; twenty-three are contract.
This represents about one-half of the target established in the Environment Initia
tive, or twenty new positions each year (1990-92). Our long-range intention is to increase the ratio of direct-hire positions. In this regard, the Enviromental Working
Group (EWG) has recommended increasing significantly the number of direct-hire
employees to manage and direct ENR activities throughout the Agency. With theincreased priority being placed on ENR activities in the Agency, we expect to see 
more direct-hire positions established and filled to meet the growing program
demand within the next year. 

MISSIONS WrT Diiwr-IIHi ENR EMPLOyEEs 

Question. How many A.I.D. missions have environmental or energy experts on
their staffs as direct-hire employees?

Answer. Twenty missions (out of 70 total) located throughout the four regionshave a combined total of 28 direct-hire (DH) employees-20 Americans and 8 Na
tionals- working as energy, environmental and natural resources (ENR) experts,
up from half that number five years ago. The number is certain to increase signifi
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cantly in the next five years as country-level ENR projects are developed and ap-Proved, as position ceilings become available for ENR positions, and as ENR specialiss are recruited to fill these new positions.


In addition to these direct-hire experts, A.I.D. has an 
additional twenty-nineAmerican employees working overseas who have academic credentials and/or relevant work experience in ENR matters but are not now assigned to ENR positions.These employees are currently working in areas such as project development or program management where they bring an ENR perspective and capability to mission 
operations.

Also, virtually all of our seventy overseas missions have identified an employee(usually a direct-hire employee) as the mission environmental coordinator. Whilethese individuals may not have a formal academic background in an ENR subjectarea, a number are knowledgeable about and conversant with various aspects of energy, environmental and natural resources matters. 

EDUCATING MISSION DIREToRs ABOuT ENR MAITmn
 
Question. A.I.D. was 
directed to educate Mission Directors on environmental andrenewable energy and energy efficiency. Has A.I.D. begun this program? Have theprogram materials been developed? When are meetings planned to disseminate this 

information? 
Answer. A.I.D. has a contract with the Institute for International Research (IIR)to design and implement a five-year agenda for training Agency staff in energy, environment and natural resources issues. The program is called ASSET, which standsfor A.I.D. Staff Strengthening through Environmental Training. IIR is working incoordination with the Agency's Training Division and A.I.D. environmental managers to develop training materials for the program.Under the ASSET program, IIR will offer two to three week courses several timeseach year on environmental impact assessment, environmentally sound development planning and the environmental dimensions of economic analysis. The firstcourse on environmentally sound development planning is scheduled for June 1991.The first session of the environmental impact assessment course is scheduled forNovember 1991. We expect that about one hundred A.I.D. employees will be trained

each year under the ASSET program.
IIR will also provide seminars, speakers and modules for inclusion in other A.I.D.training activities, conferences and meetings (including those designed for MissionDirectors and other senior-level employees) designed to raise consciousness andawareness of environmental matters. These activities are expected to reach an additional one to two hundred employees per year depending on the number of sessions 

held. 

A.I.D. REORGANIZATION 
Question. It is my understanding that A.I.D. has contracted privately a management study propoing a new reorganization for A.I.D. Part of this reorganizationwould involve the development of a new management level between the AssistantAdministrator and the regional administrators. There is some concern that this newstructure would: require a large expensive new level of bureaucracy at A.I.D.; isolate the Administrator from the regional issues; and delete the current A.I.D./Stateregional relationships. Has this aspect of the reorganization been scrapped?Answer. Let me begin by correcting the impression that A.I.D. has "farmed out"its reo anization to contractors. The reorganization recommendations are currentlybeing eveloped by a total of 38 AID, officers, organized teams eacin threechaired by a senior A.I.D. manager. We did use a consulting firm to look at organizational redundancies. We have kept that firm on as a background rource for ourA.I.D. teams, but I can assure you that contractors are not making, shaping, or guiding any recommendations in the process.
You ask if the reorganization will add a "large new bureaucracy at A.I.D.?". Theanswer is simple: "No". I have instructed the teams to work within the constraintsof present staffing, and to propose no additional staff. You have also asked aboutthe notion of a new management level above the present Assistant Administrators.Many agencies, for example the Environmental Protection Agency, the UnitedStates Information Agency and the Federal Aviation Agency have Associate Administrators between top management and their bureau managers.
We are looking. at this, among other arrangements; however, we have made nofinal decisions. We will take great care to protect the relationships between theA.J.D. and State regional bureaus under any organizational scenario. I will personal
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ly preserve a close relationnhio to the regional DroMMs. for this is the core of our' 
business at A.ID. 

A.I.D.'s Management Action Plan, announced May.9, 1990, follows. 
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May199 

Dear Friends andColleagu: 

This is our 30th anniversary, a propitious time, I think, toreflect upon our condition, and to implement important organizational and management changes in keeping
with our remarkably different world. 

To be sure, reorganization is not an end In itself. It is merely a means through
which to improve the quality ofour performance. Nearly all of us have conduded at one time or another that improvement was possible and desirable to provide better 
quality service. 

We believe restructuring will provide the Agency with several immediate benefits. 
It will: 

- Group units with similar objectives or functions within the same organizational
orbit. 

- Minimize redundancies between organizational units.. 
- Create an internal control staff to give greater visibility and leadership to the

Agency's efforts to improve overall management. 
- Reduce senior management's span of control without impeding communica

tions. 
- Enhance our ability to lead, to monitor and to report accurately and promptly 

on progress as well as problem areas. 

This process was not undertaken lightly. As you know, the credibility ofthe
Agency had been challenged. Some criticisms may have been unwarranted, but we are
not satisfied to be regarded as average. Thus, we have not limited our effort to changeswhich might correct the problems of the past. The charter of our year-long review wasto develop the basis for a strong foreign assistance management framework for the 
1990s and beyond. 

Those whom we serve, including the American taxpayer, expect us to ensure thatbenefits derived from the Agency's activities represent a solid value for every dollarspent. The President and Congress look to us to ensure that every overseas program is
cost-effective and supports the US. foreign policy agenda. 

It is my conviction that this Management Action Plan will help the Agency forInternational Development function more effectively. I hope that you concur. 

Administrator 
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Introduction 

The Agency for International Develop-
ment has undertaken a major initiative to 
assess and enhance the effectiveness of the 
Agency's management and Improve the 
service we provide. Our goal in conducting
this year-long review was to address the 
concerns about management practices
raised by external constituents and by
Agency staff, but also to develop a manage-
ment strategy that ensures the Agency's 
activities are consistent with effective stew-
ardship of America's investment in the 
developing world in the coming decades, 

The events of the past year have under-
scored the urgent need for flexible and 
rapidly available economic, political and 
humanitarian assistance as a vitql instru-
ment of American foreign policy. The 
1990s will be a time of great challenge to the 
United States and the management of U.S. 
foreign assistance. 

The Agency for International Develop-
ment is now moving to develop the basis 
for a strong foreign assistance management 
framewo.'k for the 1990s and beyond. For 
30 years, A.I.D.'s work has been synony
mous with international development 
leadership. Ourstaff has pioneered histori-
cal breakthroughs that have pushed for-
ward the boundaries of human progress in 
the developing world, in areas such as 
health care, agricultural production, lit-
eracy, family planning and individual 
economic opportunity. 

The Agency now faces the challenge of 
linking this development momentum and 
matchless personnel resources to a dramati-

cally altered foreign policy evironment 
and new development lsues 

Although thechallenges are enor
mous, the resources to respond will be 
limited. Budget and trade deficits and 
increasing pressures to limit US. Govern
ment expenditures will continue to influ
ence A.I.D. activities. Big challenges and 
tight resources require dramatic improve
ments in management. This Action Plan 
lays out the steps we will take in the next 
12 months to improve management prac
tices and to position AI.D. to respond 
flexibly and rapidly to future foreign 
assistance developments. 

We now are taking 
decisive action. 

The time has come to move beyond
introspection and analysis. A.I.D. must 
take major actions to strengthen its man
agement practices. Not to do so would be 
to forsake our leadership as the principal
 
instrument of U.S. foreign assistance
 
implementation and squander the
 
Agency's unmatched human resources and 
our unique network of field missions in the 
developing world. 

The Administrator and the Agency's 
executive management team are fully 
committed to improving the quality of 
Agency management. This action plan 
proposes changes which will be imple
mented over the next year to improve the 
quality and cost-effectiveness of Agency 
services. The actions we are taking will 
result in a streamlined organizational
structure and greatly simplified operating 
procedures. Implementation of these ac
tions will require reorganizing the 
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Agency's structure to ensure that each 
Individual and each office or division has a 
clear, well-defined relationship to our basic 
Job: delivering sound development pro-
grams to partner nations overseas, 

Studies and F'Idings 

Over the past several years, a series of 
A.I.D.management studies have been 
conducted. In most cases, recommenda-
tions were made, but, unfortunately, not 
acted upon. Congressional hearings repeat- 
edly have focused on the fact that known 
problems persist from year to year. As the 
call for management reform grew louder in 
1990 and 1991, the Agency initiated a num-
ber of studies to address management 
shortcomings. These studies included: 

o the Bollinger Task Force on Ageuicy 
Redundancy (internal); 
o the Administrator's Management 
Initiatives Task Force (internal); 
o the Administrator's Reorganization 
Task Force (internal); and, 
o Deloitte &Touche (external). 

In addition, the General Accounting 
Office (GAO) is conducting a general man. 
agement review of Agency operations. 

Based on the findings of allthese 

studies, and especially on the work of the 
40 A.I.D. officers on the reorganization task 
force, we have identified the following 
areas in which management reform must be 
focused: 

• Management objectives must bemore 
dearly defined: The past four years have 

2 

seen consWderable tunm-neinsedormm
gement. During this pda me &D. 

managers tended to develop th*efron 
management agendas and took indepen. 
dent initiatives to strengthen specific operm
tions. Although these initiatives were well
intended, in some cases the results dis
rupted thefocus and coordination of 
AI.D.'s organizational units. 

m Managers must be held accountable 
for results: Committee management, 
consensus decision-making and the person
nel rotation policy have reduced the 
Agency's ability tohold individual manag
ers accountable for results. 

Past evaluation measures have fo
cused on inputs, not outputs-answering 
the question, "Did A.I.D. deliver what it 
promised?", not the question, "What devel
opment changes resulted?" Performance 
results were difficult to measure because 
project objectives were not conducive to 
measurement. 

m The Agency has too many activities, 
programs and projects: The Agency must 
focus on what services it delivers. The 
number and types of projects have prolifer
ated, often in response to constituency 
groups. The Agency must be willing to 
terminate projects that do not achieve 
results or which are no longer relevant to 
development problems. 

N Performance incentives must reward 
real contributions: Some observers per
celve that the Agency's current incentive 
process does not uniformly recognize those 
employees or organizational units contrib
uting to the success of Agency objectives. 



AI.D must address complaints that 

o A nments and theIncetive system
are not consistently linked; 
0 Agency objectives are not articulated 
clearly enough tobe linked to performance 
management; 
o Rewards/recognition are often based 
on positions, not actions; and, 
o Incentives emphasize short-term activ
ity performance, not long-term results 

performance. 


I Constituent service has absorbed a 
substantial amount of personnel re-
sources: A significant amount of A.D. 
staff time is spent preparing legislatively 
mandated reports and status papers, con. 
sidering legislatively mandated project 
design factors and responding to requests 
for information from Congress, private 
voluntary organizations, universities and 
other constituents. With an information
intensive mission, the Agency must de-
velop an information system that makes the 
best use of personnel and improves the 
timeliness of responses. 

a The roles and responsibilities of 
bureaus must be more clearly defined: 
Individual managers have interpreted 
A.I.D.'s responsibilities differently and 
have assumed different levels of policy 
formulation and implementation responsi-
bility. Because these responsibilities were 
not dearly defined, the Agency now has 
several bureaus whose management infra. 
structures duplicate services provided by 
other A.I.D. units. 

0 Organization structure must facilitate 
-fective management: The three organiza-
tional 'tiers" that currently exist within the 
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Agency--central bureaus, regional bureaus 
and missions-rely on informal rather than 
fornal reporting relationships. For ex
ample, the absence of a direct reporting 
relationship between the specialized central 
bureaus and the field missions makes it 
unclear how the central bureaus can hold 
the missions accountable for implementing 
policy. 

0 A.D.'s organization structure must 
be aligned with how theAgency now does 
business: The Agency's current organiza
tion structure has changed little since the 
AI.D. reform program of 1972. The num
ber, type and complexity of development 
projects have increased, while the direct
hire work force has been shrinking. A 
significant amount of direct-hire manage
ment time now is spent managing contrac
tors instead of focusing on the technical 
aspects of project implementation. 

a The Administrato's span of control Is 
unnecessarily large: As a key component 
of US. foreign policy, A.D. must commu
nicate and coordinate with a large number 
of organizations, including Congress, the
State Department, multilateral donors, 
private voluntary organizations and univer
sities, as well as with host countries. These 
organizations demand the Administrator's 
individual attention. Yet currently we have 
nine bureaus and eight offices reporting 
directly to the Administrator. 

* AJ.D. must streamline Its processes: 
Agency processes are overly detailed, 
sometimes overstaffed and often require 
substantial documentation and review
before a decision can be reached. It can 
take as long as two-and-one-half years to 
plan and approve a project, by which time 
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the real-world conditions have often 
changed. Internal management reports 
indicate that risk aversion contributes to 
process conplexity. 

m Contracting must be overhauled. 
Procurement staff has been reduced over 
the past 15 years by approximately 25%, 
despite an increasein the annual number of 
contracts processed. All projects, regardless 
of size, go through the same procurement 
process. Because the Agency budget often 
is not passed by Congress until the middleof the fica year, most contracts are not 
ofbte ti
l e mst ctwo quarters, over-
submitted until the last 
loading the procurement office. 

a Information systems must support 
decision-maklng and control: Agency 
information systems are fragmented, and 
many bureaus have information systems
that do not communicate with Agency
thatido nstmupicate with Agenco 
wide systems. Duplicate data collection 
efforts often are undertaken. As a result, 
information cannot be quickly exchanged, 
and there are profound difficulties in a 
signing priorities, analyzing costs or assess-
ing program and project performance. 

a A revitalized personnel system must 

support Agency objectives: Agency staff 

have justifiably voiced complaints about 
current personnel processes. Long-term 
work force needs have not been adequately 
matched with long-term program objec-
tives; work force planning must be up
graded; recruiting and career development 
are not sufficiently responsive to work force 
needs; the Agency lacks an adequate data 
base of personnel capabilities/skills; and 
the Office of Equal Opportunity Programs 
can be strengthened. 

Instituting thee significant reform 
will require senior management and staff 
commint , time and attention. To 
achieve this goal, we have developed an 
action plan to improve the effectiveness of 
Agency operations. 

Action Set #1: 
Reorganization
 

Peter Druckerhas said, Quality in a 
seer pructis sat yut into
service or product is not what you put into 
it. It's what the client or customer gets out 
of It." Reorganizing our structure is not an
end in Itself. It is merely a means by which 

we can focus our organization and position 
ourselves to provide better quality service 
to ourclients and constituents. We believe 
restructuringwill provide the Agency for
International Development with several 
immediate benefits which are necessary in 

odrt mrv te set fAec 
order to improve other aspects of Agency 
management. The new structure is de
sined to: 
m Enhance our ability to lead, to monitor 

and to report accurately and promptly on 

A.I.D.'s progress and accomplishments in 
meeting itsmission; 

a Group units with similar obje-tives or 
functions within the same organizational 
unit to create service delivery effciencies 
and, where possible, economies of scale; 

i Reduce senior management's span of 
control, without impeding the communica
tions procses. Over time a streamlined 
Agency structure will increase middle 
management's span of control to leverage 

4 
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managemfent qertiae and Increase work ganization plan, the Administrator and the 
output senior management team are reaffirming 

their commitment to fix what needs fixing.* Minimize redundancies between orga- to strengthen our management credibilitynizational units by grouping similar work and, over the longer term, to become one ofactivities under a responsible senior man- the best-managed agencies in the US.
 
ager, with emphasis on intra-organization Government
 
cooperation and service delivery; and,
 

* Create an internal control staff to give What will the new A.I.D./
greater visibility and leadership to the
 
Agency's efforts to Improve internal con- Washington look like?
 
trolL
 

The best way to visualize the overallReorganization is not a panacea... structure of A.ID. would be toenvision anbut It is a vital part of the cure. inverted pyramid with our partner nations 
at the top, our field missions just below

Our action plan to improve A.I.D. them and the Washington components ofmanagement is based on recommenda- the Agency at the bottom.
 
tions-most of them developed by teams of

A.I.D. officers-that the Agency shemiine Because they focus on headquarters
its organization structure and take immedi- functions, our charts will have the more
ate action to modify its management pro. conventional shape. The objective, how
ceases. Centralizing the control of key 
 ever, is absolutely dear. We are restructurmanagement functions and resources, Ing around our core development businesswhile at the same time decentralizing overseas. The new structure seeks to placeimplementation authority to the field mis- everyone either in a direct line relationship
sions and regional bureaus, will produce an with our missions, in a direct supporting
agency that is better focused and more role to the missions or in the role of setting
effective and that has greater Impact. the policy and management framework for
Clearly defined objectives, responsibilities our overseas programs.

and performance expectations will provide 
the context in which these organizational 
resources can be most effectively managed. Key Staff Offices 

We are committed to manage this The reorganization involves no signifiagency as a first-rate, cutting-edge institu- cant changes in the activities of several key
tion. In doing so, A.ID. must align itself staff offices. These offices are. Equal Opwith the development environment to meet portunity Programs; General Counsel,the program challenges of the 1990s. We External Affairs; Legislative Affairs; Execu
must do so within the financial constraints tive Secretary; Small and Disadvantaged
of today's budget realities. With this reor- Business Utilization; and Inspector GeneraL 



New Agency Organization Structure
 

IA
 

graphic bureaus which manage the tradi-Operations 	 tional bilateral dollar-funded programs. 
Our goal will be to integrate resources andThe most important single change in technical capacities across the board to

the new organization will be the grouping ensure that we deliver consistent and top
together in one duster of all the Washing- quality support to ourfield missions world
ton elements which are directly involved wide. The Operations duster will comprise
with the planning and delivery of develop- eight bureaus. 
ment programs oversear. It will end the 
historic diaspora of programs such as food Office of the Associate Administraton
aid, housing guarantees, disaster relief, The Associate Administrator for Operations
private voluntary organization core grants, (AA/O) is responsible for integrating and
microenterprise loan resources and others, harmonizing our complex mix of overseas
All of these programs will come under the programs. While front-line management 
same managerial umbrella as the geo- will continue to rest with the assistant 
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of the specialized bureaus, this position Is continuous contact with the Policy staff, the
where the threads all come together. This is AA/O works with the eight Operations
where we will look to ensure that our food bureaus todevelop an integrated resource
aid resources are effectively blended with plan for all overseas activities.
 
our dollar resources in a coherent and
 
consistent manner. This is where we will 
 The Associate Administrator will have
look to see that the goals of our private two staff offices. The Personnel staff acts as 
sector program and those of our environ- a consolidated Executive Management Staff
mental staff are effectively balanced and office for the Operations group. The Fi
matched. The AA/O is the Administrator's nance and Analysis staff develops a consoli
"point person" on issues which relate to the dated budget request, building on budget
assurance of overall timeliness, efficiency plans by each of the Operations bureaus. 
and quality in the delivery of overseas These requests will then be submitted to the 
programs. Working closely with the Fi- Agency Budget Office for review. This 
nance and Administration cluster, and in office will be involved in resolving issues of 

Operations Group 

"-- Atf
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budget policy compliance and reallocation 
of budget resources between countries and 
bureaus. FTE planning for all Operations 
bureaus is coordinated at this level, and 
FIE requests will be directed to the Budget 
Office for review and final recommenda-
tions. 

Five Regional Bureaus: The reorgani- 
zation will shift the allocation of countries 
among bureaus as follows: 

o Africa Bureau: no change from the 
present arrangement; 

o Latin America/Caribbean Bureau: no 
change, 

o Asia Bureau: to the present countries 
will be added Pakistan, Afghanistan, the 
Philippines and Cambodia; 

o Europe Bureau: will continue manage-
ment of programs in Central and Eastern 
Europe and any programming in the USSR 
as well as Ireland and Portugal; and, 

o Near East Bureau: wi continue man-
agement of programs in Morocco, Tunisia, 
Cyprus, Turkey, Egypt, Yemen, Oman, 
Jordan, Lebanon, Israel, and Gaza and West 
Bank. 


As part of our effort to bring together 
everyone in AJ.D. directly involved in 
overseas programs, other bureaus listed 
below also will be part of the'Operations 
group. This will facilitate closer coordina-
tion and integration between the special-
ized programs and the geographic strate
gies of the regional bureaus. 
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a Food and-Humanltarian Assistance 
Bureau: The new Food and Humanitarian 
Assistance Bureau isresponsible for coordi. 
nating disaster assistance, food aid, private 
and voluntary agency support, and the 
American Schools and Hospitals Abroad 
programs. 

The Office of US. Foreign Disaster Assis
tance will remain a discrete unit within this 
bureau. 

m Private Enterprise Bureau: The Pri
vate Enterprise Bureau will be responsible 
for the overall outreach to, and support for, 
domestic and international private sectors. 
This bureau would not compete with the 
regional bureaus; rather, it supports re
gional bureau private sector activities by 
acting as the primary focal point for the 
Agency's private sector programs. 

m Research and Development Bureau: 
The Research and Development Bureau 
(R&D) is the successor to the current Sci
ence and Technology Bureau. R&D sup

ports all regional bureaus and field mis
sions in the deslgn and implementation of 
assistance projects and programs, sector 
analyses and country development strategy 
statements. The program and applied 

research unit will conduct Agency long
term research and provide research mantemearhsup provie researean
agement support to the regional bureaus. 

We will focus on buiding new, stron
ger linkages between R&D technical staff 
and the technical elements of the other 
bureaus.
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Policy Group 

&A%wd. 

Poli 

An important change is planned for the 
Policy function. In the past the Agency's 
policy arm has combined complex budget 
functions and the management of special-
Ized programs such as Women Develop. 
ment with the business of policy oversight. 
We are now structuring the Policy function 
not as a line element of the organization, 
but as a s ", function, reporting directly to 
the Administrator. A somewhat smaller 
Policy team will be freed from thebudget 
management and program management 
responsibilities. 

The Director of the Policy staff advises 
theAdministrator on long-range program 
planning, economic analysis and the devel- 
opment and monitoring of Agency polides. 

9 
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he Office of the Director will include a 
deputy and a special advisor. The Policy 

staff will have three management units. 

m Strategic Plannlng- The Strategic 
Planning unit will be responsible for identi

ng key emerging Issues, monitoring 
long-term foreign assistance and develop
ment environment trends, and identibring 
strategic areas which require senior man
agement attention. 

u Policy Analysis and Budget: The 
Policy Analysis and Budget unit ensures. 
that Agency policies are dearly and cnsis
tently reasoned, articulated and communi
cated to internal and external constituents. 
In this capacity the unit is responsible for 
defining policy options, developing Agency 
policy statements, issuing policy guidance, 



formulating the overall framework f r 
program budgets, defining performance 
Indicators, managing nternal policy com-
munications and monitoring policy compli-
ance. This office will carry out policy work 
necessary for coordination with multilateral 
and bilateral donors. 

The Budget function in Policy will 
perform interagency liaison responsibilities 
for the Administrator and will ensure that 
the Administrator is fully current on all 
major 150 Account issues. It will not, how-
ever, carry out budget execution and over-
sight functions. 

m Center for Development Information 
and Evaluation (CDIE): CDIE is respon-
sible for maintaining a data base of devel- 
opment information, evaluating programs, 
policies and operational performance, and 
monitoring overall Agency performance. 
By better measuring and reporting on our 
program, we expect to gain both internal 
and external benefits. With better evalua-
tion information, managers can more 
readily replicate success and avoid failures. 
With more frequent and reliable reporting 
on program outcomes, we can work 
collaboratively with Congress and with 
cooperating countries toensure that A.ID. 
builds on its strengths and adapts Itspro-
grams to changing development needs. 

Finance and Administration 

The Finance and Administration func
tion coordinates with, and Is consulted by, 
AJ.D.'s other organizational units, ensuring 
the quality and timeliness of administrative 
services necessary to fulfill the Agency's 
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program service responsibilities. 

E Associate Administrator for Finance 
and Admlnlstration: The Associate Ad
ministrator for Finance and Administration 
advises the Administrator on financial and 
management issues and serves as the 
Agency's Chief Financial Officer as set forth 
in the Chief Financial Officer Act of 1990. 
The Associate Administrator oversees audit 
results, manages administrative systems 
and Is responsible for ensuring that the 
Agency rigbrously addresses internal 
control issues. 

Three staff offices will support the 
Associate Administrator. An Internal 
Control staff will support and strengthen 
the Agency's ability to manage its internal 
control efforts. A Management Planning 
and Analysis staff will provide the Agency 
with management analysis and assessment 
capabilities, as well as maintain all Agency 
procedure handbooks. A Procurement 
Executive will be responsible for assuring 
quality control for Agency procurement, 
identifying potential procurement issues 
and ensuring the integrity of the procure
ment process. 

m Budget: The preparation, execution, 
transaction management and tracking of 
the Agency's budget will be centralized in 
this office. Once broad budget policy has 
been established by senior management, 
the operation and management of the 
budget will be conducted by this group. 

* Financial Management: The Financial 
Management unit will be responsible for 
managing all of the Agency's financial 
management functions, including financial 
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the Agenc / Information systems and 
advanced technology requirements. The 
Iformation system of the Agency isbeing 
upgraded to meet program, accountability 
and efficiency objectives, as well as to 
reduce vulnerability to misuse. The infor-
mation resources strategy encompasses 
new hardware, software, better trained 
users and standardized data management 
toensure that all personnel have accurate 
and reliable information, 

m Administration and Logistics: The 
Administration and Logistics unit providei 
A.l.D./Washington with space planning, 
property management, motor pool manage- 
ment, general management, printing, mail, 
administrative purchasing, graphics and 
records management services. 

Action Set #2: Priority 
Management Reforms 

Reorganization is not an event, it is a 
process. The best organizations--be they 
corporations, universities or government 
agencies--are always making adjustments 
to their systems and to their structures, 
What we are doing is aggregating a good 
deal of organizational change into one 
package. 

This package of changes, however, 
won't mean very much if we don't work on 
improving some of the key systems on 
which our Agency depends. The A.I.D. 
staff work which supported the reorganiza
tion planning paid considerable attention to 
shaping an agenda for improving our 
internal systems. We need to move expedi-
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tiously on some of these items others can 
take a little longer. 

This section, which we are calling 
'Action Set #2' to distinguish it from the 
first set of reorganizational actions, identi
ies some of the areas which need our early 
attention. We have made a conscious effort 
to move the responsibility for these actions 
back into the line structure of A.I.D. Al
though crosscutting teams and committees 
will be needed to provide insight and 
creativity to the tasks, we need to locate 
specific centers of accountability for the 
efforts. We also need to define the time 
frames within which the actions should be 
planned and executed. 

ACTION: Refine the process for design 
and approval of A.LD.'s development 
programs and projects. Have a new, aim
pier system In place when the fiscal year 
begins this October. 

Although the Agency has recently 
attempted to improve this process, much 
more needs to be done to distill procedures 
and enhance outputs. A.LD.'s present 
process contains cumbersome, lengthy and 
redundant components which hamper the 
implementation of sound development 
programs/projects. The length of the 
project process isa function of decision
making by committee and the significant 
number of factors which must be consid
ered. The project cycle is the same whether 
a $5A0,000 or a $20 million project is being 
reviewed. 

We will establish a special committee 
by June 1 to analyze the project design and 
approval process and to develop specific 

12 



0 

recommendations tomake the process
simpler and faster without losses In ac-
countability orquality. The committee,
chaired by the Associate Administrator for
Operations, will be charged with address-
ing several major Issues with respect to theproject/program design process, induding-

Time frame and number of factors 
considered in designing and approving a
project/program; 

a Quality of process outputs and ability
to measure objectives; 

N Decision-making authority and value-
added contributions of process participants;
and, 

a Number of projects reviewed, incud-
ing cost-effectiveness and feasibility of 

larger versus smaler projects. 


This committee will work in coopera-
tionwith the Center for Development

Information and Evaluation to ensure that
project objectives are measurable and to

incorporate lessons learned from project

evaluations into future project design and 

budget approval processes. 

ACTION: Recharge the incentive system 

so that it rewards sound management and 

encourages those employees who are 

getting the business of the Agency done.
Put changes inplace by November 1, 1M. 


"-Teachievements of an organiza
tion," Vince Lombardi said, "are the resultof the combined efforts of each individual." 
Incentives to spur that combined effort are 
critical to improving the management of the 
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Agency. Incentives must be linked to
Agency objectives and rewarded uniformly
to individual personnel and organizational
units for superior performance. A key part
of ensuring that we speak with a unified 
voice on policies and p:ocures,develop
higher morale and create a better sense of 
teamwork is to have an inccntive system inplace that accurately mirrors actual perfor
mance. This will require reforming such 
Agency programs as cash awards and 
assignments to recognize accomplishmentsthat are in line with Agency priorities and 
to motivate behavior that supports Agency 

strategies.
 

ASpecial Committee on Incentives will 
be established to study and recommend to 
the Administrator how to improve theAgency's current incentive system. This

working group will be chaired by the
 
Agency's Director of Human Resources
 
Development and Management. The studyshould address incentives and rewards
currently available, incentives and rewards 
which should be developed, evaluation 
criteria and an implementation action plan.
The special committee should consider the 
ability of the incentive system to: 

0 Encourage people to focus on results 
consistent with Agency objectives; 
S Reward and recognize service, excel. 
Ice, quality and innovao, and, 

i Identfy parameter for anager to 
use in evaluating performance. 

ACtION: Get the Agency's tehnical 
capacities lined up with our nal business: 
delivering developmentovers 



The new Operations organization 
structure reduces organizational redun-
dancy by emphasizing the need for quality, 
timely and cooperative interaction between 
the Research and Development Bureau and 
the other Operations bureaus. In order to 
succeed in this effort, the Agency needs to 
maximize cooperation and synergy among 
bureaus. Improving the quality of 
interbureau services, and avoiding misun
derstandings between bureaus, will require 
that a management process be created to 
address: 

i Delegations of responsibility and 
authority; 

i Parameters for interaction between 
units; 

0 Definition of service levels andcapacl-
ties of the research and development sup
port unit; 

i Determination of regional bureau 
planned techdcal needs, as well as some 
capacity for unplanned technical assistance, 
including the types of talents and skills that 
may be required; and, 

i Creation of a critical mass of technical 
skills for thedevelopment agenda of the 
1990s. 

The Associate Administrator for Op-
erations will be charged with leading an 
Operations unit working group to develop 
this process. In addition to addressing the 
issues listed above, the working group's 
recommendations should identify field 
technical support objectives and perfor-
mance evaluation criteria. The working 
group will be instructed to complete its 
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analysis and recommendations to coincide 
with the Implementation of the new Opera
tions organization structure. 

ACTION: Implement an integrated sys
tern of performance measurement keep
ing score out in the open where Congress 
and the taxpayers can see how well we are 
doing. 

At the beginning of the year the Ad
ministrator initiated a program to 
strengthen the role of evaluation in A.I.D. 
as a means of improving program and 
policy decision-making and enhancing the 
credibility of performance reporting to 
Congress. Beginning this process will 
require articulating measurable objectives 
and defining actionable strategies. Clearly 
stated objectives will allow our constituents 
to evaluate us more effectively. 

The Policy unit's Center for Develop
ment Information and Evaluation will be 
responsible for accelerating development 
and coordination of an Agency perfor
mance information system. Current activi
ties to implement this initiative are focusing 
on: 

u Integrating field and regionalbureau 
management objectives with senior man
agement goals; 

w Improving program performance 
monitoring by strengthening mission and 
other operational-level performance infor-. 
mation systems; and, 

m Developing Agency-wide program 
performance indicators. 

CDIE Is in the process of analyzing and 
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defining the requirements for an Agency 
performance measurement system. lmple
mentatlon is expected to start by November 
1,1991. 

ACTION: Shorten the contracting cycle
and open It up to wider competition. 

Procurement is akey Agency process
which must be improved to provide better 
management control and improved respon-
siveness to the Agercy's field missions. 
Shortening the procurement cycle will
require improving the communication of 
contract requirements between contracting
officers and field staff requesting contracts. 
By soliciting proposals from alarger set of
potential contractors, the Agency can have 
greater assurance of procuring the best 
resources and, therefore, delivering the

highestquality service. 


A special committee, chaired by the 
Associate Administrator for Finance and 
Administration, will beestablished to study
and recommend to the Administrator 
action steps for simplifying and improving

the speed of the Agency's procurement 

process. The special committee should 

examine the following procurement issues: 


0 Sizeof procurement staffrelative to

workload; 


N Competitiveness of the procurement 
process and the type of information given
to potentialcontractors on upcoming pro.
curement; 

* Training program for contracts and 
program officemr 
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ment requirements; and, 

Procurement authorlitlon require. 
ment& 

The Special Committee on Procure
ment should complete its report tothe 
Administrator no later than December 31,
1991. Recommendations should specifically
address required changes, cost Implications
of the changes and an action plan for Imple. 
mentation. 

Conclusion 

I 
The succes of the plan rests with the 

staff of the Agency. 

Our ability to enhance the focus, effec
tiveness and impact of the Agency for 
International Development depends on 
renewing the Agency's commitment to 
excellence. By responding to the needs and 
expectations of our constituents with timelj
ness, professionalism and quality, we will 
not onlyposition ourselves externally as an 
exceptional agency, but also create amore 
satifying and rewarding work environ
ment forour employees. 

Bill Hewlett, of Hewlett-Packard, has 
pointed out that "Men and women want to
do agood job, ",ndif they areprovided the 
proper environment, they will do so." 
Creating the proper management environ
ment iscrtical to improving the quality of 
the Agency's service. Our management
environment must emphasize and mward 

r Setting hg goals ad standards 
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* Ensuring managerial accountal~ty for Oursuccess also will depend 
results; on our constituencies. 

p Idetfying obje . lves andactions The challenging pace of change in 
which unify the Agency; America's relationship with the developing 

world is rapid and will probably continue 
N Developing teamwork through col- toaccelerate. This env-ionment also de
laboration and close professional Inter- mands, as never before, that all the talents 
change among colleagues; and resources of A.I.D.-as well as those of 

our constituents and partners in interns
a Encouraging dedication to service, tional development-be used in efficient 
high ethical standards and personal integ- and harmonious coordination. Together we 
rity, must focus attention on our ability to de

liver results, while restoring administrative 
* Encouraging respect and recognition simplicity, flexibility and accountability to 
between managers and employees; the management of A.I.D. 

* Encouraging risk-taking, while reao- It is necessary and timely that AJ.D. 
nizing responsibility for results; changes the way it does business. The 

* Encouraging participative decision- context for this change is positive: We wantmaking; and, todo our jobs better. 

Arevitalized Agency for Internationala Developing managers who not only 
contribute to successful Agency perfor- Development, working in cooperation with 

mance, but also take responsibility for itsdevelopment partners, provides avital 

developing the next generation of top- instrument of US. foreign policy and hu
man progress to the important and evoluquality Agency m . 
tionary relationship between America and 
the developing world. This Management 
Action Plan ispresented as a significant 
contribution to that revitalization process. 
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Mission Statement
 

US.AgencyforInternationalDevelopment 

The Agency for International Development adinisters economic assistance 
programs that combine an American tradition ofinternational concern and generosity
with the active promotion of America's national interests. A.I.D. assists developing
countries to realize their full national potential through the development of open and 
democratic societies and the dynamism offree markets and individual initiative. A.1.D.
assists nations throughout the world to improve the quality ofhuman life and to expand
the range of individual opportunities by reducing poverty, ignorance and malnutrition. 

A.i.D. meets these objectives through aworldwide network ofcountry missions 
which develop and implement programs guided by six principles: 

* support for free markets and broad-based economic growth; 

*concern for individuals and the development of theireconomic and social wel.l-being; 

*support for democracy,
 

"responsible environmental policiesand prudent management of natural rexxtra
 

* support for lasting solutions to =r.ntinal prblem and, 

*humanitarian assistance to those who suffer from natural or man-nmade disasim. 

A.LD.'s itssion as aforip affairs agency of the U.S. govaenrent is to aate
into action the conviction ofour nation that continued American economic and moral 
leadership is vital to apeaceful and prospeous world. 

SqftMFIE, IN. 
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Question. Prior to implementing the proposed reorganization plan, what type of 
Congressional approval do you intend to seek? When will this occur. What was the 
cost of the reorganization study?

Answer. We have carried out continuous consultation with the concerned Con
gressional staffs throughout the process of the reorganization process. Many sugges
tions and ideas from Congressional staff have been built into the committee's recom
mendations. We will continue to keep these lines open, and we value the contribu
tions from the legislative perspective.

A final note on the cost of our consultant review of organizational redundancies: 
the costs for this work which spanned the period from September 1990 through 
early February 1991 were somewhat under $150,000. 

INITIATIVES VS TRADITIONAL OBJECTIVES 

Question. Recently you announced new Agency initiatives to guide A.I.D. through
out the 1990's. These initiatives include: Democracy, Partnership for Business and 
Development, Family and Development, and Strategic Management.

How do traditional Agency priorities, such as Child Survival, Health, Education 
and Population fit into the new initiatives and the new management structure? 

Answer. Your question is both timely and appropriate. We have just issued our 
first periodic update of progress on the six A.I.D. Initiatives begun in 1990. Four of 
these were launched in December of last year, while the Evaluation Initiative began 
in September and the Environment Initiative dates from early 1990. 

The question you posed: "do these Initiatives replace the current portfolio of 
A.I.D.?" is often asked of me. The simple and direct answer is "no". A.I.D.'s overall 
objectives are formally expressed in the Agency Mission Statement dated September
1990. The Mission Statement embraces all of the major dimensions of the current 
A.I.D. program worldwide. As I repeatedly affirmed in my Congressional testimony,
the Initiatives do not alter our historic concerns for reducing poverty through a 
range of ongoing programs to improve health services, to increase the economic re
turns to agriculture, and to improve the access of the world's poor to education and 
literacy. These Initiatives are lenses through which the Agency is looking ahead at 
the development challenges of the 1990s. All our programming should encourage the 
trend toward more representative governance, recognizing pluralism as a powerful
ally of the forces which support equitable growth. Sound environmental policies and 
the prudent management of natural resources should permeate the entire portfolio 
of development interventions we undertake. 

Some of the Initiatives, Democracy and Environment for example, already have 
substantial sets of project activities underway in all four geographic bureaus. 
Others, such as the Family Initiative and the Business and Development Partner
ship, are in earlier stages of conceptual and programmatic development. It is nei
ther possible nor desirable that specific projects for each of the Initiatives be built 
into each of our country programs. As we strive to focus our country programs
doing fewer things in each country, and doing those few things very well-we will 
have to make choices. Consider a country where our program is entirely geared to 
child survival and AIDS. Although there would be no projects specifically address
ing democracy and environment, we would still look to the portfolio to be conscious 
of our democratic concerns and sensitive to environmental dimensions of the health 
sector interventions it supports. Certainly, we would be seeking ways to build the 
family, as the primary decision making and resource allocating unit, into the pro
gram themes. 

The initiatives are not ends in themselves. They are intended to orient the evolu
tion of the Agency's overall program in the years ahead. I have encouraged our mis
sion directors to seek out opportunities to introduce field perspectives and ground
truth into each of the efforts. We will look for opportunities to build strong bridges
between our traditional concerns and the new initiatives, and we will keep you 
closely informed of the process. 
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1988 1990 1991 1992 

t..................... ... .. ..... ...... ... $81. 800 0 80 0
............. .. .......... 358 0
. ........... 
 245.1 33.7 10.3' 283 
Totl .......................................
...............
.................................................
... 
 633.0 618.7 810.3 8283
 

Question. Dr. Roekens, thanks to initiatives taken by Congress, development assistance for Africa has doubled since fiscal year 1986. However, at the same timeEconomic Support funds for the region have gone from $245 million to $10 million
last year. This year, the Administration has only requested $28 million in ESF for
Africa, down from your request of $56 million last year.
Since most of the ESF support for Africa was for development project assistance,
have we really made much progress in providing assistance to Africa?
Answer. As illustrated by your table, the FY 1992 request for Africa represents a
31% increase over the FY 1986 level. While the doubling of development assistance
funding for Africa has been somewhat offset by the decrease in ESF, we have beenable to make substantial progress by using resources allocated to Africa more effectively within the framework of the Development Fund for Africa (DFA).
Since the DFA was initiated in 1988, thanks in large part to your subcommitteeand your counterparts in the Senate, we have concentrated resources in countrieswhere there is a commitment to, and a potential for, real economic growth and development. Emphasis is placed on approaches which build on local initiatives andmobilize local resources. We have incorporated sector assistance into our program to
improve the environment for sustainable development; we have increased 
our collaborative efforts with the private voluntary community and other donor organizations; and we have emphasized 
host government implementation of A.I.D.-assistedprojects to enhance the prospects for lasting progress.Note for the Committee: According to A.I.D. figures, the FY 1990 ESF level is$28.9 million. Also, in FY 1991, counting $20 million in ESF from the FY 1990 Dire
Emergency Supplemental Appropriations Act which will be obligated in FY 1991,
the ESF level is $33.3 million.
 

FUNDING FOR AFRICA
 
Question. Why have you proposed 
no increase from the $800 million we providedlast year for the Africa Development Fund and only a small increase in Economic


Support Funding?

Answer. There is no question that Africa's development needs are great. The Administration has acknowledged this by increasing its FY 1992 development assistance request for Africa by 40% 
 over the FY 1991 request, consistent with Congressional appropriations for FY 1991.
The levels being proposed for Africa for FY 1992 under the Development Fund for
Africa and the Economic Support Fund were the result of the Administration's integrated budget review process. This process takes into account the different purposes
for which different kinds of resources are requested and the contribution of each tomeeting the Administration's foreign policy objectives. It included tradeoffs betweenkinds of resources (development assistance, economic support fund and food, for example) and among regional and central programs. The choices were not easy, especially given the budgetary caps legislated for the foreign affairs account for FY1992. We believe that the result of the review process was a judicious balance thatmaximizes achievement of the Administration's foreign policy goals, including Africa's long-tarm development. 

ASSISTANCE TO AFRICA
 
Question. Central America with a po
receive a total of $577 million in devel 

ulation of less than 20 million is pro'ected toopment and Economic Support Funs in FY1992 ($197 million in DA and $380 mion in ESF). Most of our African aid recipientcountries have per capita income of less than $400 per year-in Central America it 
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exceeds an average of $1,000. What will it take to bring the Administration around 
to address Africa as a priority and adjust the inequities in funding levels?

Answer. Africa has been accorded a very high priority in the Administration's FY1992 development assistance request, as it would receive $800 million of Develop
ment Assistance (DA) funds, or 50% of our geographic DA allocations. At the sametime, the seven Central American countries would receive $196.725 million in DA,
roughly 12% of the geographic DA allocations.

DA and ESF are justified on different grounds, DA being directed to long-term
development objectives and ESF being directed to promoting economic and political
stability. Whereas Central America's relatively high allocation of ESF is due to its
geopolitical, strategic importance to the United States, Africa's relatively high allo
cation of DA reflects the Administration's belief that Africa's development chal
lenge is greater.

However, our assistance should be considered in light of what donors as a whole are providing in all forms of Official Development Assistance (ODA). The most 
recent OECD statistics on donor commitments (for 1988) show per capita ODA com
mitments of $45.24 for all African countries and $56.18 for Central American countries. Excluding our ESF, the donors as a group committed more ODA per capita for
Africa than for Central America in 1988-$45.16 for Africa and $40.11 for Central
America. Since then, our DA and ESF per capita in Central America has decreased,
increasing the difference to favor Africa more. 

AFRICA DEVELOPMENT FUND 
Question GAO has provided us with a draft copy of a report on the DevelopmentFund for Africa. For GAO it is a fairly positive report on the stability of the Fund 

and its ability to provide assistance to Africa. 
One area of the report indicates however that the Fund has concentrated resources in African countries that have demonstrated a willingness to undertake eco

nomic policy reforms. is this the main criteria used for determining African Devel
opment Fund country levels? 

Answer. This is one criterion we have used in determining Development Fund for
Africa country levels, but the decision process is considerably more inclusive. We
have concentrated our bilateral resources in twenty-three countries. All of these
countries are either engaging in serious economic reform or have good economicpolicies designed to address their development problems. All of the low-income coun
tries which have populations in excess of five million people and are seriously re
forming their policies are included, as are a number of smaller reforming countries.In response to the Committee's concerns, we have reexamined the principles and
factors guiding the annual allocation of DFA funds to give broader scope to poverty
alleviation. Our allocations are based on the factors of need, performance and population. The performance factor includes macroeconomic policy criteria and has beenbroadened to include the host country's commitment to equitable allocation of re
sources. 

GLOBAL ENVIRONMENT FAcIImTY 
Question. A.I.D. intends to contribute $150 million over three years to the GlobalEnvironment Facility to be administered by the World Bank. A.I.D. is in the process

of negotiating with the Bank on procedures and operations. A.I.D. will apparently
assist in project development.

Explain why the U.S. endorsed the concept of creating a Global Environment Fa
cility within the World Bank, given their poor record on developing environmental 
projects.

Answer. During the negotiations leading up to the agreement to create the Global
Environment Facility (GEF), the U.S. expressed concerns about the creation of a
separate facility such as the GEF, and stated that the World Bank should integrateenvironmental considerations into its regular lending. However, the other donors 
made it clear at the Sepatember 1990 meeting in Washington that they were prepared to contribute to the GEF with or without U.S. support. The U.S. subsequently
decided to contribute to the GEF, on a three-year pilot basis, via a parallel financing
mechanism that would allow the U.S. to retain control of its own contribution, and 
to play a strong role in helping the GEF and the World Bank become leaders in 
environmental activities. 

http:1988-$45.16
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Question. The Bank has taken the position that A.I.D. funds, which represent aco-financing arrangement with the Bank, must be "untied." That implies that A.I.D.cannot impose any conditionality on how these funds can be spent. Again given theBank's track record, why shouli A.I.D. or Congress accept such an arrangement?Answer. The term "untied" refers here only to the procurement of non-U.S. goodsand services. It means that A.I.D.'s GEF projects can include the purchase of goodsand services from all free world and non-terrorist countries. A.I.D. will retain fullcontrol of the programming of its contribution to the Fb :ility, which will consist ofenvironmental projects designed and implemented by 'he Agency in coordinationwith the investments of the Bank-controlled Core Fund of the Facility, and consistent with the goals of the GEF.Question. A.I.D. claims to be spending approximately $50 million more in 1992 onenvironmental activities than they did in 1991. This presumably justifies spending$50 million out of Development Assistance funds for the GEF. However, in total, DAfunds actually decrease by $25 million in the FY 1992 request. Where will thismoney come from and why was it not included as additive to FY 1991 levels?Answer. A.I.D.'s overall budget request was developed within the limits established by the Administration and the Congressional leadership last Fall. Within already agreed resource constraints, A.I.D. proposes to allocate within the requestlevels for the Development Fund for Africa (DFA) and Development Assistance (DA)of $2,077,000, a total of $47 million more for environmental programs in FY 1992than we plan to finance in FY 1991. The aggregate estimates are that A.I.D. willfinance $163 million in environmental projects from DFA and DA funds in FY 1991and that A.I.D. will allocate a total of $210 million to such projects in FY 1992.Question. Other concerns raised about the GEF are:
That its creation will allow World Bank overall lending policies 
 to remain unchanged by diverting attention from them.That the existence of the Facility will slow actual funding of environmentalprojects because countries will hold out for grants from the Facility versus pursuingloans from the Bank.That NGOs will not have sufficient access to information about the Facility'sprojects. How do you plan to deal with these concerns?Answer. In order to ensure that the GEF does have an impact on the Bank's ordinary lending, the U.S. has recommended several modifications of GEF procedures.We have asked for the establishment of substantive guidelines for GEF projects andfor the regular Bank projects that ordinarily will be affiliatedWe have with GEF projects.also asked that provision be made for approval and implementation ofGEF components before approval of the associated Bank loan for those situationswhere successful implementation of the GEF component should be a preconditionfor the associated Bank loan. The U.S. will also continue its ongoing efforts to improve the environmental quality of multilateral development bank lending, including compilation of A.I.D.'s 
 List of Multilateral Development Bank Projects WithPossible Environmental Concerns.
It is unlikely that the existence of the GEF will lead to a decrease in funding for
environmental projects. GEF money is additional to the Bank's ordinary lending, soa potential borrower could request both a loan and an attached GEF componentit's not an "either-or" situation.
The U.S. has insisted that GEF Core Fund activities be open and transparent to
the public, especially to local NGOs and affected peoples. In addition, we have requested that information about Bank loans that are affiliated with GEF projectsshould also be available to the public. A.I.D. will encourage meaningful public participation in all of the projects it contributes to the GEF. 

A.I.D. STAFFNG REPORT
 
Question. Mr. Roskeas, in July 1989, in the Committee Report, we requested that
A.I.D. undertake a study of its staffing distribution around the world. This was because the committee believed that A.I.D. 

gram 
had no systematic way of considering procontent and size and integrating that information into decisions concerningoperating expenses and start allocations. 
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That Report was due February 1, 1990. However, the Committee did not receive 

any response until September 14, 1990--seven months late. Then, frankly, thereport did not do what the Committee intended.-Instead, basically it said: "Stay
tuned, we are working on it." The Report in part said:

"... A.I.D. is also moving to establish a central workforce analysis and allocation 
unit within the budget area.... 

"... In the interim, a working group has been established to review and analyzeprogram and workplace information collected from all overseas missions and Wash
ington offices and bureaus." 

Staffing guidelines for program planning purposes are not an unusual idea. It is
precisely those types of guidelines which underlie MEDICARE certification required
for federal funding of state mental health and mental retardation centers. Similar
standards are used in staffing federal and state prisons.

When do you expect that A.I.D. will have developed some staffing guidelines that
the Committee can review and that A.I.D. can use for management purposes?

Answer. A report follows which summarizes progress to date and describes the 
system which A.I.D. will use during the FY 1993 budget reviews to determine overseas workforce allocation levels. The approach employed is on a number of factors 
including country program levels and program configuration. 
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AI.D. WORKFORCE ALLOCATION
 
SYSTEM FOR OVERSEAS MISSIONS
 

This paper provides background on actions taken inthe past two years on the
Agency's efforts to develop a rational workforce allocation system for the AI.D.
missions overseas and steps currently underway to complete this action.
 

BACKGROUND
 
In the summer of 1989, Ina. effort to begin sorting out ways to meet expandingprogram management requirements with limited staff and an Increasingly constrainedoperating budget. A.I.D. conducted a preliminary analysis of staffing In relation toprogram allocations and support costs of its overseas and headquarters operating
units.
 

That analysis revealed some emerging trends and defined the relationship of currentstaffing to program size. But italso raised additional questions and issues, on whichthere was Incomplete Information, inparticular, t highlighted the Incompleteness ofInformation on the size, composition and functions of A.I.D.'s non-direct hire
workforc. t also raised a series of questions about the reasons for the currentconfiguration of direct-hire staff In relation to program management demands, aboutthe basis for future decisions about staff hiring, training and deployment, and a host of 
related personnel planning Issues. 

As a result of that preliminary exercise, Inthe fall of 1989 the Agency initiated a fulkscale study to collect complete data from Its headquarters and field operating units onthe full range of Agency workforce. This study addressed a number of questionsabout workforce size and functions. Italso sought to test several hypotheses aboutthe relationship between staff and differential operating cost and program 
management demands. 

The study gathered extensive data on all types of field and headquarters worlforceAmerican and foreign national direct-hire and non-direct hire staff, contractors andother U.S. Government personnel. Respondents were asked to characterize functionsas well as numbers of staff and to relate program management functions to specificprojects and other program components. These data were related to unit operatingbudgets and program size - obligations, pipelne, numbers of projects, etc. 

42425 0-91-18 
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The resulting data has alowed the Agency to profile the ful workforce InIts 
headquarters and field operating units. Ithas also provided Information on the 
relationship of workforce to support costs and to various measures of program
management demand, such as annual obligation level and size of pipeline. 

The data collected describes how overall staffing is currently allocated to perform
different tasks such as managing projects, performing financial management functions,
general administrative support activities, etc. Itpermits comparisons among and 
between missions and headquarters offices and bureaus of the use of personnel 
resources. 

The data collected shows that InFY 1989 L.D. had a total workforce (defined to 
Include all U.S. and FSN direct-hire, PASAs, RSSAs, IPAs and details-In, and all non-
Implementation contractors, principally PSCs) of about 11,000, of which approximately
4,400 were direct hire employees. About 78% of the total workforce were assigned 
overseas, just under 1/4 of whom were engaged Inprogram and project management
functions. 

Many of the roughly 22 percent of total workforce located in Washington are Involved 
Inactvties which, by their nature, have no overseas counterparts. For example, most 
activities related to legislative affairs, external relations, small and disadvantaged
business aca-ties, equal employment opportunity activities, central budgeting,
development of Agency policy guidance, and certain accounting and personnel
functions are uniquely "headquarters" functions. 

The data has also fleshed out the earlier partial Information about variations intotal 
staff size of the Agency's varius operational units overseas, ranging from certain 
advanced developing countries with a single U.S. direct-hire representative to large
missions, and has (~ermfttcd comparisons of staffing with cost and program 
resources. Using the Information collected, A.I.D. tested some assumptions about 
total costs of operation and staff size relative to various measures of program 
management burden. As a result, we tare now able to define average costs of the 
various types of staffers Inour missions and to establisn ratios of staff to various 
measures of program size. 

The study has confirmed much of what AI.D. believed about Its staffing aliocations. 
and has added to the Agency's understanding of how staff Isdistributed. Among the 
Important findings of the study are the following: 

The avallability of qualified local direct-hire and contract staff Isan Important 
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dtemrnt of the number of U.S. direct-hire employees reeded to staff an 
ALD. mission. The Agency has made great efforts to operate efdenw tlnd 
ecoa lly by utilizing loal stalf where feasible. In1989, more than half of 
the staff engaged inmanaging A.I.D.projects overseas were foreign
national direct-hire or personal service contract employees 
(percentages by region were 43% n Africa, 50% in Latin Anmdca and 
56%InAsia and the Near East). 

0 	 U.S. direct-hire employees (USDH) are the most expensive component of 
A.L.D.'s overseas staff, largely because of housing and other allowances. In 
FY 1989, the average direct cost (exclusive of salary and benefits) of 
maintaining a USDH employee at an overseas mission was about $133,000
(average oDts by mission ranged from under $90,000 In several Latin 
-American posts to over $200,000 Ina few African countries). By way of 
comparison, the average cost of foreign national direct-hire employees
worldwide was under $19,000. 

However, the study was not able to Isolate any combination of program variables 
like annual obligation levels, size of pipeline, or sectoral characteristics - which could 
serve as sufficient basis for workforce allocation decisions. Although there are certain 
rough correlations between staff size and program measures such as size of pipeline,
there are also numerous exceptions. Nevertheless, such comparisons are useful for 
both further workforce analysis and for program planning, and the Agency has 
Incorporated the study's results Into the FY 1993 budget preparation and review 
process.
 

The kinds of Information produced in the study described above are an essential 
starting point. A small workforce analysis and allocation staff, established within 
A.I.D.'s budget office Inearly 1991,will continue to develop and refine a better 
analytical base for the allocation of staff to field and headquarters units. Further, the 
staff works closely with analysts responsible for allocating program funds and 
operating expenses, ensuring greater Integration of Program and OE and workforce 
decision making. 

CURRgNT ACTIONS 

Our efforts to date lead to the conclusion that the application of even complex models 
will not be sufficient to determine 2wtna staffing levels appropriate to any given
mission. ItIs,however, feasible and appropriate that such models be employed to 
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provide a set of standards to determine gK=amer for misslon staffing levels. Our 
observation Is that a relatively simple model based on current year funding levels and 
program configuration, could be applied to determine a range of appropriate staffing.
Precise staffing levels would be determined by adding to the model's results,
judgments concerning variables such as the sophistication of the wenieni country,
availability of local staff and numbers and types of assistance activities. Given these 
conclusions, we have developed a simple model which we will be using during the
 
upcoming budget season.
 

Applying the model to A.I.D.'s FY 1991 Operating Year Budget and FY 1992 request
yields predictable results: the African missions are staffed less adequately than those 
In the other regions. Infact, African posts are, In aggregate, staffed at levels generally
consistent with the model, while those InAsia, the Near East and Latin America have 
more U.S. direct-hire staff than the model would dictate. 

FY 1993 initial regional overseas staffing ceilings will be set by assuming global

conformity with the model by FY 1995 and treating FY 1993 as the first year of
 
transition from FY 1992 to the new levels. While regional bureaus will be allowed to 
distribute the ceilings by country as they choose, significant variations from the 
application of the model on a country specific basis will have to be justified during the 
summer budget reviews. As a result of these reviews, the overall applicability of the
 
model will be determined.
 

In addition to the staffing model, AID's Center for Development Information and 
Evaluation (CDIE), Inconjuncton with other offices. is undertaking a study of overseas 
staffing approaches to determine the most cost-effective way for AID to carry out Its 
program in the future. During the course of this study, planned for completion in 
November, 1991, the reasons for AID's overseas presence will be articulated (e.g., 
program management, knowledge of the recipient country, access to recipient country
decision makers), staffs of selected Missions interviewed to determine whether current 
staffing is consistent with these reasons, the staffing approaches of other donors will 
be reviewed and proposals will be put forward for changes In the way AID staffs Its 
overseas posts. 

The model thus represents a starting point to establishing a consistent approach to 
staffing overseas Missions. The additional information provided by the budget reviews 
(a "reality test" of the model) and by the CDIE overseas staffing study will provide the 
basis for establishing staffing levels for FY 1993 and beyond that are significantly less 
"ad hoc" than those of previous years. 
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HIBSION WMORFORCE hLTMTrON MODEtL
 

A. m(PTTONj: 

That the levels of staffing for field operation are limited 
by the operating Expenses budget appropriation. 

That concern for vulnerability and accountability require
a minimum core presence when bilateral assistance programs are 
underway. 

-- That the construction of the program, the level and mode of,
assistance utilized, has a direct relationship to the level of 
staffing required.
 

That a rational workforce allocation process is dependent
on the establishment and implementation of program development
criteria and controls.
 

B. MINIMUM CORE MISSION STAFFING:
 

When a bilateral assistance program is instituted, experience

has dictated that a minimum core staffing level 
in country is

required to protect Agency and 
U.S. Government stewardship of

appropriated funds. 
A core staffing model for a bilateral Mission
 
would include:
 

MINIMUM CORE STAFFING MODE. 

Principal A.I.D. Officer
 
A.I.D. Controller
 
A.I.D. Executive Officer
 
Program Officer/Project Development Officer
 

The minimum core staffing model assumes that Legal and Contracts
Officer expertise is available on a regional, TDY or shared 
bilateral basis. 



C. 	COUNTRY PROGRAMMING PRYNCIPLs end GUIDLINES:
 

To control and rationalize country 
workforce allocation
levels, it is essential that a met of models be established thebasis of which will determine staffing levels beyond the minimum core staffing requirements. The following is an initial attempt at

creating these models:
 

Segregate Programs by principal driving force:
 

Development Programs
 

-- Category 1 - Large ($30 ml) 
- Multi-Sector.- Good Porf. 
(15 -20 people) 

-- Category 2 -Ned. ($15-30 nil) - 2-3 Sectors - Good Perf.
 
(10-15 people)


-- Category 3 - Small (Less than $15 nil) a- Sector -Good 
Perf. (5-10 people) 

-- Category 4 - Buy-Ins (Less than $15 nil) - 1 sector 
Adequate perf. (0-5 people)
 

PoliticallSecurity Procrams:
 

-- Category 1 -
 Large, highly visible, U.S. Nat'l Interests.
 
$30 million or more (15 or more people)Category 2 - Medium - strategic - $15-30 Nil. (5-15 people)

-- Category 3 - Reconstruction (Emerging Democracies) (1-5
people) 

Advanced Developing Country Proaram:
 

Beyond concessional assistance, S&T focus, Private Sector,
program level, per 
s, not directly relevant. (0-5 people) 

Emergency Relief Programs:
 

-- Countries where sole purpose is disaster rolier - Zthiopia,;
Sudan, Liberia etc. (1-5 people)
 



D. VART LELZFACTORS:
 

Within staffing parameters by program category, additional 
personnel will be added as necessary; taking into consideration: 

Numbers of Sectors
 
No. of activities or management units 
Pipeline size 
Avail. and Competence level of FSN staff 
Degree of Sophistication of LDC Institutions 
Sector/Program/Project Assistance Mode 
P.L. 480 (type and amount)
 
Local Currency generations
 
Policy Reform Focus
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Question. In the 1992 budget process, how did A.I.D. relate and compare staffingneeds across countries and regional bureaus?Answer. A.I.D.'s approach to staffing requirements was based on country specificanalys considering such factors as program magnitude, e.g., obligations, pipeline,number of projects, etc., and such variables as the availability and aptitude and theforeign service nationals, relative sophistication of host country government institutions, etc. This was not a systematic effort to relate or compare country or regionalstaffing levels to one another. In the FY 1993 budget process, we will apply commonstandards to all overseas workforce levels so that final determinations will be basedon comparisons within the established standards as well as on country specific fac

tors. 

DEVELOPMENT ASSISTANCE FOR THE WEST BANK 
Question. The Fiscal Year 1992 request for the Middle East provides for a smallincrease in development assistance for the West Bank (from $15 to $18 million), andgenerally the some levels for other Gulf area countries. Do you foresee any changesin this funding ltvel now that the war is over?Answer. The $18 million in development assistance referred to is for the MiddleEast Regional account. Under this account, three discrete programs will be funded: 

MillionWest Bank and Gaza ...........................................
$12.0o................
Middle East regional cooperation ............... .................... 5.5
Regional project design and studies ................................................................
0.5
I assume your question is directed to the West Bank/Gaza portion of this amount.AC ihis time we do not foresee anincrease in that level.With regard to other pir rams in the region, as a result of the war and competingpriorities, Yemen's recent revel of $20 million has been lowered in FY 1992 to $3.0million, Jordan's level was dropped from $35 million to $30 million, and Tunisia wascut from $10.9 million to $3.0 million.Other funding in the region continues at about the same historical planninglevels, i.e.: Oman ($15 million; Lebanon ($6 million); Morocco ($35 million); Israel($1.2 billion; and Egypt ($815 million). 

PARTNER COUNTRIES 
Question. You also mention in your statement that in the future we will "not beworking with recipient countries but with partner countries." Does this mean thatwe will be selecting our foreign assistance programs based on what they can do forthe United States, or on how we can help these countries?Answer. This refers not to the selection process of countries which will receiveU.S. economic assistance, but to how we will work with these countries to implement our programs. We want to move from a traditional donor-recipient relationship to one which is more of a equal partnership. The developing countries withwhom we work are increasingly sophisticated. Our success in supporting their economic and political reforms, establishing the broadly-based and sustained economicgrowth they seek, and promoting expanded opportunities for the poor in their countries, depend greatly on a relationship of openness, trust and equality. In addition,
our economic relations with the developing world are increasingly interrelated in a
growing and interdependent global economy. Here, too, we need to work together to
find solutions to problems which promote the interests of both partners.
 

A.I.D. STAFFING REPORT 
Question. As you know, the committee has had a lot of concern about the extremely thin staffing that is being proposed for Eastern European programs. It is amazingto me that oday, fifteen months after we appropriat the first money for EasternEurope, we only have one permanent A.I.D. person actually located in the region.Now, we have a letter promising more staff in Eastern Europe by mid-summer. But,my point is that A.I.D. without any staffing guidelines seems to have no rationalapproach to answering the question-what is a reasonable number of staff for theregion, or for each country, for the type of programs that are planned. Do youwith that assessment? If not, can you explain on what basis those staffing decisions

have been made?Answer. A.I.D. has taken a very rational approach to developing staffing guidelines for the East Europn program.As you know, the East European program is being managed and designed inWashington. This structure was guided by the particular circumstances of the SEED 
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I legislation which authorizes the President to appoint, in the Department of State, 
a Coordinator of East European assistance. Both the Coordinator and the two
Deputy Coordinators are in Washington. In order to bring the expertise of the entire 
U.S. Government to bear on Eastern European development issues, it makes the 
most sense for the program managers to be in Washington also. 

In addition, in contrast to most A.I.D. programs, this program is obligated primar
ily in the United States with U.S. organizations, universities, firms and other U.S. 
Government agencies, rather than with foreign governments. In FY 1991 some 80
90% of the program will be obligated in the United States. It certainly has helped to 
be close to the contractors at this early stage of the program when initial contracts 
and grants are being negotiated, rather than dealing with them by phone and FAX 
from Eastern Europe.

By law and policy, a much larger number of other U.S. Government agencies are 
involved in this program than in other A.I.D. programs. The negotiation of inter-
Agency transfers and appropriate monitoring by A.I.D. of other Agency programs
using A.I.D. funds is more easily done at the Washington level, although clearly
their work in the field must also be monitored by the A.I.D. Representatives as well.

It is imperative that our assistance be fast disbursing to show the people of East
ern Europe that the West can move quickly to help them through their initial hard
ship period. We were able to begin design and implementation of the actual pro
gram activities almost immediately from Washington rather than focussing instead 
on the lengthy process of getting clearance and administrative and logistical sup
port for people in the field. 

We currently have over forty people working full-time on the Eastern Europe pro
gram in Washington, compared with ten when the program started in 1989. That 
number will soon expand to over 80 positions working full-time on the program.
Many of these will be performing frequent TDYs to the field. 

Regarding overseas staffing, as mentioned in our previous letter, we have an
A.I.D. Representative in Warsaw who has been serving their since August, 1990. We 
will be augmenting his staff by three positions and placing A.I.D. Representatives in
Hungary, Czechoslovakia, Bulgaria and Romania. By early summer they will be 
supplemented by Foreign Service Nationals hired at each post. We plan to have an 
additional American person in Budapest as well, subject (as are all positions) to Am
bassadorial clearance. 

I have mentioned previously that we will conduct a professional review of our 
field staffing needs in July and every six months thereafter. We will request addi
tional staff any time it becomes necessary, and have done so already even before the 
July review. 

I hope this conveys our rationale for the management structure we have ado ted. 
As mentioned, we will soon have well over 80 Americans working full-time on East
ern Europe between Washington and the field, and on TDY-a not excessively thin 
total. I will keep you and your staff informed as our plans progress. 

Questions for the Record Submitted by Mr. Porter 
FURTHcR EirmTS AGAINST MALARIA 

Question. I read recently that new strains of malaria which are immune to the 
medicines currently given to prevent infection are becoming a real threat in many
developing countries. If this situation continues to get worse, millions worldwide 
could ie infected and tens of thousands could die. 

Part of A.I.D.'s missiop is to facilitate disease prevention and control and related 
health planning and research. What types of programs currently exist within A.I.D. 
that could deal with a problem like the one many developing nations are facing
with malaria? Are there any specific plans to focus on malaria prevention or re
search? 

Answer. A.I.D. strongly supports efforts to develop new tools for prevention, treat
ment and control of malaria. The changing patterns of man and disease contact
driven, in part, by changing environmental conditions in areas of intense economic
development and population migration-have dramatically increased the risk of ma
laria spreading to new or previously controlled areas. This situation has been aggra
vated by a steep rise in drug and insecticide resistance among malaria parasites and 
the mosquito vectors. The yearly impact of malaria is staggering: over 100 million
people infected, and over 1 million deaths, mostly children. The need for develop
ment of new chemotherapeutic and control measures is urgent.

A.I.D. follows an integrated strategy that includes: 
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Interventions which are economically and culturally sustainable;
Strengthening institutional and human resources for preventing, treating and

controlling malaria. 
In FY 1991 A.I.D. committed over $28 million for malaria prevention and control.

about half for development of new tools, including:
On-going support of $1.5 million for WHO's Tropical Disease Research Pro

gramme.
$4 million in grants and technical assistance to support:
Operations research on malaria iii Africa by the Centers for Disease Control;
Trial of bed nets to control transmission of malaria in Africa;
The testing of new diagnostic and control measures.
$1 million in grants to research institutions in Asia, Africa and Latin America.These grants are intended to support basic research on malaria, as well as tn

strengthen the scientific research capabilities of developing country institutions.
$8.5 million to support malaria vaccine research. Progress has been made over thepast several years. Multiple candidate vaccines are now under development. Several 

ave undergone testing in humans. 
The remainder of the $28 million supports technical assistance for malaria control 

programs in the developing countries. 

A.I.D. AND THE BALTICS 

Question. The brutal repression of the people in the Baltic states has promptedmany members of Congress to look for ways to provide aid and assistance directly tothe freely elected governments of the Baltics and PVOs and NGOs that operate
there and bypass the government in Moscow.

Is A.I.D. currently doing any work in the Baltics? What type of constraints isA.I.D. under in regard to operating in the Baltics? Do you see any promise for an 
expanded A.I.D. role there?

Answer. A.I.D. is administering a $5 million, one year activity using "disaster preparedness" authority to provide urgently needed pharmaceutical and medical sup
plies to the Soviet Union, including the Baltics. The $5 million covers costs of the pogram being administered by Project Hope-the medical supplies themselves areing donated by the private sector. This effort is part of a larger Presidential pack
age of economic measures for the Soviet Union announced on December 12, 1990.The first shipment of pharmaceutical and medical supplies was recently distribut
ed to the three Baltic states and Ukraine.

Section 620(f) of the FAA of 1961, as amended, prohibits assistance to Communist
countries. It specifically names the Soviet Union, Lithuania, Latvia and Estonia.
This provision would need to be changed or a Presidential waiver granted in order
toprovide assistance on a regular basis. 

tthe present time, however, no new programs for assistance for the Baltics arebeing planned. Even so, we believe that it is desirable to develop contacts at alllevels of society engaged in the difficult process of transition to a democratic and open society. We expect to begin to make contacts as a result of the medical supplies
initiative for the Soviet Union. 

GLOBAL ENVIRONMENT FUND 
Question. As you know, the Administration has decided against U.S. participationin the Global Environment Fund at the World Bank and has decided instead to

commit parallel financing of $50 million per year, divided evenly between energy
and blodiversity projects, through A.I.D.

How does the A.I.D. budget request reflect this commitment? Is there an addition
al $50 million above and beyond what was included for environmentally sound 
energy development and biodiversity last year?

Answer. Last Fall the Administration agreed to participate in the Global Environ
ment Fund and, subject to the availability of approy-intions, pledged up to $150 million over a three-year period beginning in FY 199 as the U.S. contribution to the 
Fund. 

Because the U.S., through the Agency for International Development, already isfinancing bilaterally a relatively large portfolio of energy and biodiversity projectsin developing countries, the Administration decided to make A.I.D.'s installed capacity and experience available to the International Bank for Reconstruction and De.
velopment (IBRD) and avoid redundant efforts in this technical field by providing
the U.S. contribution through A.I.D. in the form of parallel financing of projects
which meet Global Environment Fund criteria. A.I.D. efforts to develop and analyzeenergy and biodiversity projects will continue and be coordinated with MORD work. 
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The projects will be reviewed and approved by the Global Environment Fund staff 
at the IRD.

A.I.D. has proposed a budget for FY 1992 which provides for a $47 million in
crease in funding for energy and biodiversity projects above the levels we plan to
commit in FY 1991. The proposed increases for such projects are justified and de
scribed in the Congressional Presentation. The total increase results from a combi
nation of Development Assistance and Development Fund for Africa allocations for 
projects expected to meet Fund criteria. 

TERMINATION OF PROGRAM SUPPORT GRASm
 
Question. I know that A.I.D. 
 is focusing on four new program initiatives in the

coming year, Family and Development, Democracy, Business and Development Partnership and Strategic Management. These sound like important initiatives and I 
support your efforts. 

Iam concerned, however, that A.I.D. not stray too far from its fundamental missions. I know you come from a farm state and you were president of a university
with a very excellent Ag. program. It's right up there with the University of Illinois.
You understand agriculture and I'm sure you understand how technically backward 
many developing countries are in the agricultural sector and that agricultural inef
ficiency is a major development constraint. Agriculture is the dominant sector in 
many developing nations and is an essential means of alleviating hunger.

I have heard from several universities that are very concerned that A.I.D. is de
emphasizing agricultural research and technical assistance to developing countries
and downgrading the link that A.I.D. has traditionally had with universities, espe
cially ones that specialize in agricultural research.

Specifically, could you explain why A.I.D. has terminated Memoranda of Under
standing and Program Support Grants with 29 agricultural universities and without
prior consultation with the universities? 

Answer. The Memoranda of Understanding (MOU)/Program Support Grants(PSG) have not been terminated. A.I.D. plans to discontinue the MOUs/PSGs havenot been without prior consultation. All 29 grants will be funded in FY 91. For 24 of
these grants, this is the last year of funding under the terms of their agreements.
For the other 5, the current agreements are scheduled to be completed in 1994.
However, the Memoranda of Understanding, which underlie the Program Support

Grants, provide for termination at the option of either party with one year notice.

We have informed these schools of our intent to conclude this program in June of

1991 and expect to send the formal termination notices in June 1991.


There have been extensive discussions with all 29 Program Support Grant recipi
ents dating back to April of 1990 when the BIFAD was briefed on our plans. Each
school was briefed on our plans and there have been two additional advance BIFAD

meetings. By providing this additional advance notice, we hoped to ease the impact

of our decision on these universities.


Program Support Grants, pursuant to Memoranda of Understanding, are provided

to the faculties of Departments of Agriculture in 29 U.S. universities. Although each
 
grant is relatively small, the total program accounts for nearly $4 million in our
agricultural account. Many of these programs began in the late 1960's and were designed first to build and then sustain a capacity in the recipient institutions to sup
port A.I.D. agricultural projects overseas by providing their core faculty on a longterm basis. It was anticipated that A.I.D.'s projects would require long-term commit
ment of faculty from these institutions and, therefore, special funding was required
to enable the institutions to devote staff to supporting international activities. As an
alternative, such special funding could be included in the contracts under which theuniversities are providing faculty in support of long term international activities.

Although these institutions have provided valuable support to the Agency and
remain an important part of our agricultural program, we do not see the continuing
need for this kind of extraordinary long term faculty commitment in the years
ahead. A 1989 external evaluation of these institutional grants indicated that the
broadened participation and increased commitment may be "mobilizing resources"
for yesterday's needs rather than tomorrow's opportunities. The external evaluation
also noted the unusual nature of the PSGs, in that the measures of accomplish
ments are all tied to activities external to the PSGs. The evaluation report recom
mended that the "closed system" nature of the present grants be openly competitive
to encourage other universities and collaboration between universities and the pri
vate sector. 

Developing country requirements have changed, with agribusiness, environmen
tal, and natural resources issues becoming more important. We do not anticipate 
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that long-term institution-building contracts will be an important part of our program as they .were in the 1960's and 1970's'.and clearly different kinds of skills will 

me more important. 
AID. has had numerous exchanges with the universities concerning its plans toconclude these programs. In April of 1990, we indicated to the BIFAD Board ourintention to bring the Program Support Grants to an orderly closure and begin anew program that would be able to relate to the entire university community, not 

simply a particular sector. The new program which was designed collaboratively
with the university community will emphasize linkages with developing country in
stitutions and will be open to all universities on a competitive basis.

There has been tremendous interest in this new linkage project as over 200 colleges and universities have requested the application. We simply do not have thebudgetary luxury of initiating new programs without also reducing lower priority
existing programs.

.Nevertheless, we are very sensitive to the need to conclude this program in a waythat minmizes any significant disruption. Therefore, we intend to fund the PSG 
program i FY 1991, and do not intend to conclude it until a year from this 
summer. We have also offered to provide other flexibilities within the current agree
ments to ensure that they have ample time and opportunity to use the avilable 

fds to minimize any dis ption which this deciion to discontinue may have 
caused.Change is vways disruptive, but we have tried hard to manage our decision in a 
way that provides substantial advance notice and considerable flexibility for the 
PSG recipients. 

FUNDING FOR AGRICULTURAL RESEARcH
Question. And in more general terms, could you give me a year by year rundown 

(FY 1985-1992) of A.I.D. funding, identified by project or program, that was allocat
ed, or you projet willbe allocated, for scientific and technical cooperation by agri
culturalinstitutions o higher learning?

Is there a de-emphasis on Ag research and funding?
Answer. The Agency for International Development (A.I.D.) instituted a new pro

gram management reporting system beginning in FY 1989 which reports project
components by activity codes and special interests (AC/SI). This system does not 
report the information in the exact form you requested. 

The system reports total Agency funding for agricultural research as follows: FY1989-$138,900,000; FY 1990-$137,800,000; FY 1990-$137,600,000. For FY 1992 amodest increase, largely ESF, is projected, mainly for Europe/Near East/Asia.Whne te aove figures are relatively constant, A.I.D.'s budget for research reflects declines in the areas of food, agriculture and nutrition programs over the late
 
1980s, but, in part that is because funding for such programs was at a high point in
 
1985. At its current FY 1991 level, A.I.D. support for those programs, including re
search components, is still greater than for an other development prod assistance 

gram r~tegory. Assisting developing countries Improve their food and agricultural
production and the nutrition of their people continues to be a high priorityof A.I.D.

When overall budget availabilities decline, as they have for A.I.D.'s centrally

managed agricultural programs, it is necessary to terminate projects, even success
ful projects that have concluded a specific phase of their effort and are unable for a
 
variety of reasons to move to the next phase. That was the situation in our decision
 
to conclude certain marine fisheries projects. Similar difficult decisions have beentaken by A.I.D. in terminating or phasing out some long-standing bilateral agricul
tur and fisheries projects.

The nature of A.I.D.'s agricultural assistance program has changed over the 1980s
also. Except in Africa, the Agency is no longer heavily involved in assisting develop
ing countries establish agricultural universities and extension systems, projects for
whgh. theU.g. Land Grant and other agricultural universities had a very important 

pabli and a srong role uring pastdecanes. Currently, A.I.D.'s agricultural 
prnagam are more lil el to fund collaorative research between U.S. and develop
ing country or other scientists; policy analysis; agribusiness and market develop
ment; rural savings and financial systems; and agroforestry. U.S. agricultural universities are among the collaborating institutions for these efforts, but the dollar 
vorme of business is not so great as with past institution building projects. Also, 
thre isno he same requrement or a long-term commitment of faculty to supportA.I.D. agricultural programs overseas.
It was in terms of this changing program that A.I.D. made the decision to con

clde the Program Supot an othe 29 U.S. Universities with which we had 
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Memoranda of Understanding. None of the grants has been terminated, however,and we plan to fund all of them in FY 1991. We expect to send termination notices
in June 1991 and to conclude the program in the summer of 1992.

The program will be replaced by a new project that will encourage linkages be
tween U.S. and developing country institutions and between universities, privatevoluntary organizations, and the private business sector. The response from the U.S.university community to the new project has been encouraging. More than 200 colleges and universities have requested applications, and A.I.D. has received 150 pre
applications, including 40 from Land Grant and other universities. We expect thatthe broader participation and collaboration of U.S. organizations will have mutualbenefit for all parties, including the developing countries. 

Questions For the Record Submitted by Mr. Lehman 
FAMILY PLANNING/CHINA 

.Question. You have previously stated that A.I.D. is very dedicated to family plan
ning assistance, calling it a 1990"major priority item." The State Department s
Human Rights Report reflects improvement in the Chinese population program. Do you believe that the Administration's policy on family planning assistance to Chinathrough UNFPA warrants review in light of this improvement? 

Answer. We do not believe the 1990 Human Rights Report reflects significant improvement in the Chinese population program. Coercion may involve physical compulsion and somewhat more subtle means to force couples to conply with author
ized birth limits. The Report states that "(p)hysical compulsion to submit to abortion or sterilization is not authorized, but continues to occur as officials strive to 
meet population targets."

Regarding other forms of coercion, the 1990 Report states as follows:"Individual and family decisions about bearing children are regulated by theState, with rewards for those who cooperate with, and severe sanctions against
those who deviate from, official guidelines. The.central Government sets a nationwide goal for the number of authorized births, apportioned down to the local level
and, ultimately, to each work unit.... For urban couples, obtaining permission to
have a second child is very difficult. 

"China's population control policy relies on education, propaganda, and economicincentives, as well as more coercive measures, including psychological pressure and severe economic penalties. Rewards for couples who adhere to the policy include
monthly stipends and preferential medical, food, and educational benefits. Disciplinary measures against those who violate the policy often include stiff fines, withholding of social services, demotion, and other administrative punishments. In atleast a few cases people have been fired from their jobs (a very serious penalty inChina, affecting housing, pension, and other social benefits) for refusing to termi
nate unauthorized pregnancies. * * * 

"Because penalties for excess births can be levied against local officials and the
women's work units, many individuals are personally affected, providing an addi
tioal potential source of pressure."

My commitment to family planning assistance is firm, and it is a major priorityitem for A.I.D. We will not provide any support for China's coercive program, however, directly or indirectly through UNFPA. A.I.D. will satisfy this commitment bydirecting United States assistance to other voluntary family planning programs. 

FAMILY PLANNING/ROMANIA 

Question. We sought funding for family planning in Romania last year on an emergency basis. I notice now that you are obligating $1.5 million in PopulationPlanning grant funds for organizations such as the ntre for Development andPopulation Activities (CEDPA) there. Can you give us some details on how those 
funds will be used? 

Answer. CEDPA is the grantee and it has been in Romania since April 6 planningthe implementation schedule. Under its grant from A.I.D., CEDPA has sub-grant authority to enlist assistance from other PVOs. For instance, one of the groups it hasenlisted is the Johns-Hopkins University which will provide training in moder surgical methods of contraception. CEDPA will return to Washington on April 26.From their initial field reports, we can state that the grant is presently being tar
geted towards the following activities:

Institutional Support to the Society for Education, Contraception and Sexuality
(SECS). The immediate activity is to collaborate on a national workshop scheduled 
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for May. Long-term activities include: assistance In developing the corporate structure for SEC; the training of trainers; securing office space, equipment, and staff;developing a communication program; developing a counselling program; and, the
provision of contraceptives supplies.Developing Model Clinics. CEDPA will assist SECS to develop a model familyplanning clinic in Bucharest. This will also serve as a national training center.From this center, as trainers are trained, other centers will be sponsored in provincial capitals using existing hospital facilities. These facilities have set aside clinicspace but need staff training and some supplies to operate family planning services.Change the Legal and Regulatory Structure. Presently, only Ob-Gyn physicianspecialists can prescribe oral contraceptives and IUDe This cadre represents onlyabout 5% of the total number of physicians in the country. The majority of physicians are general practitioners, approximately 80% of the total. As these physiciansare trained in family planning service delivery, the Ministry of Health will lift theban on prescription practices and permit them to prescribe modern contraceptivemethods for their patients. Before the grant was signed, an expert medical team,under direction of the former Surgeon General of the U.S., was sent to Romania(with funds outside the $1.5 million earmark), to review the clinical situation. Priorto departure for Romania on April 6, CEDPA was briefed by this team. Their recoinmei:cations have served onto inform CEDPA the most effective and expeditioussteps it can now take to implement the Congressional earmark. 

Questions for the Record Submitted by Mr. Green 
CONTRIBUTION TO THE UNITED NATIONS POPULATION FUND 

question. Would you clarify for the Subcommittee the precise conditions underwhich A.I.D. would resume contributions to the United Nations Population Fund?Answer. A.I.D. may not consider making a contribution to the United NationsPopulation Fund (UNFPA) until it becomes eligible under the Kemp-Kasten amend
ment which prohibits assistance to an organization that supports or participates inthe management of a program of coercive abortion or involuntary sterilization. Thisrestriction applies to UNFPA because of the management assistance it provides to
China.

The problem in China is its one-child policy and how it is implemented. Targetsfor authorized births are apportioned down to the local level and, ultimately, toeach work unit. These targets are treated as quotas by officials whose performanceis reinforced by a system of rewards for success and punishment for failure. Specialbenefits are provided to couples who comply with policy, and economic and otherpenalties are imposed on those who do not. This system has set in place a programfor population control that has resulted in a wide variety of abuses, including coerced abortion and involuntary sterilization. To set these targets, monitor compliance with them, and enforce the one-child policy, China needs to ob.ain and analyze

demographic information effectively.


Although UNFPA does not directly fund abortion or coercion in China, the quality and substantial amount of management assistance UNFPA 
 provides to Chinahas had a significant impact on China's ability to obtain and analyze the information China needs to manage its one-child policy. UNFPA has helped China developthe modern capability to establish and monitor compliance with authorized birth
targets: computer hardware, support to make China self-sufficient in training demographers, and training for family planning workers who implement China's abusive population program including coerced abortion and involuntary sterilization.
In 1985, the A.I.D. Administrator concluded that the Kemp-Kasten amendmentapplies to UNFPA because of the management assistance it provides to China, andthis determination was sustained in the federal courts. Since then, there has notbeen substantial change either in the China program or in UNFPA's support for itthat would justify A.I.D.'s making a contribution to UNFPA. In fact, the Presidentvetoed the 1990 foreign assistance bill shortly after UNFPA started its second fiveyear program in China because funds were earmarked for UNFPA and its new pro

gram is not significantly different from the first.It is very difficult to speculate about the kinds of changes UNFPA would have tomake for A.I.D. to resume assistance to it. Certainly, placing U.S. funds in a segregated account which cannot be used for China would not satisfy the Kemp-Kastenrestriction, and would not be an effective way United Statesto express concern
about coercion in China. Funds are fungible. As long as china continues to have coercive abortion and involuntary sterilization, A.I.D. will not provide support to 
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UNFPA unless it ceases to provide assistance to China, or unless UNFPA providesthe kind of assistance which cannot directly or indirectly support coercive abortionand involuntary sterilization in China, as UNFPA currently does with its manage
ment assistance, perhaps by providing only contraceptive commodities. 

MEIxCO CITY POLICY IMPLEMENTATION STUDY 
Question. A.I.D.'s internal evaluation of the Mexico City policy, while finding no

problems in compliance with the new restrictions, did find problems of an oppositenature, that is-a tendency on the part of groups dependent on A.I.D. funding actually to suppress all information about the incidence and health impact af illegal
abortion, to deny treatment to women suffering from the effects of such dangerousabortions, and in other ways to act contrary to good medical practice and public
health. 

What is A.I.D doing to address the problems raised by your evaluation? (Entitled,"The Mexico City Policy Implementation Study," By John Blane and Matthew 
Friedman, November 21, 1990.)

Answer. The report identified anecdotal evidence that some health practitionerswere reacting with undue caution, but by and large the clauses were interpreted
correctly and the health workers were providing the appropriate information.The report indicated that domestic cooperating agencies understand the proceduresfor implementing the Mexico City Policy, but some foreign subgrantees may not.Assistance is provided through cooperating agencies so these agencies may help foreign subgrantees conduct effective programs in accordance with the terms of A.I.D.'sagreements. We are planning to ask cooperating agencies to provide more support
to their foreign subgrans i understanding the procedures for implementing theMexico City Policy. In additin, A.I.D. intends to revise the standard clause used ingrants and cooperative agreements to clarify areas that are not restricted. 

RESPONSE To GAO's CONCERNS ABOUT POPULATION PROGRAM
 
Question. In May 1990, the GAO issued a 
 report on A.I.D.'s population programarguing that, among other things, A.I.D.'s bilateral assistance is not well managed

and does not achieve established legislative goals with regard to population.Has A.I.D taken any steps to address the concerns raised by the May 1990 GAO 
report?

Answer. A.I.D.'s population program is well-managed. The GAO identified some areas for improvement which A.I.D. has moved quickly to implement. As the Agency's March 15, 1991 report to the Senate Appropriations Committee points out,A.I.D. has been committed to delivering family planning services since 1965, with aclear and consistent strategy based on the premise that providing family planningservices is the most appropriate response to the developing world's population problem. A.I.D. is committed to reducing rates of population growth as a means toachieving the broader objective of better social, economic, environmental, and
health conditions in the developing world.

The GAO report equated decentralization of the population program with management diffusion and lack of coordination. Such an assessmer ails to recongizethe important features of A.I.D.'s decentralized management structure which emphasies a strong field orientation, and the many formal and informal mechanismsthat insure effective coordination. These mechanisms include the Polulation SectorCouncil which discusses Sector Council which discusses strategy, budget and programming issues; regular and adhoc meetings between the Office of Population andregional bureau technical staff and the field; regular staff rotations between Washington and missions; and the Office of Population resource allocation plan whichidentifies the Office's country priorities and budget allocations which complement
mission programs.

The Congressionally authorized use of program funds for operating expenses willhelp A.I.D. strengthen the financial and technical oversight of A.I.D.'s population
program. These funds are being used to:

Strengthen management information systems (MIS) and automation for the popu
lation program;

Increase monitoring of field programs by A.I.D. direct hire staff through addition
al travel for program design, monitoring and evaluation; andFurther develop the technical and managerial skills of populaton program staff.The GAO also identified some weaknesses in A.I.D.'s population evaluation program. Through a new evaluation initiative, A.I.D is making a systematic effort toimnprovi its understanding of the impact of A.I.D.'s population assistance and to de
velop standard measures for assessing this impact. 
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GAO Rzvmw or A.I.D.'s ENERGY PROGRAMs 

Question. On March 6, 1991 GAO issued a preliminary review of A.I.D.'s Energyprograms. Regarding global warming, the GAO report notes, "this issue has had amarginal impact on the orientation of agency programming." (pg. 5) How can U.S.A.I.D. enhance the priority it gives to global warming initiative?Answer. Within the past year, A.I.D. has enhanced the priority of global warmingby funding additional energy activities designed to ameliorate global climatechange. Also, we have increased our collaboration with other U.S. agencies, multilateral development banks (MDBs), U.S. NGOs and U.S. industry. A.I.D. has:Launched multi-year energy efficiency projects in Morocco, Egypt, and Pakistanthat provide technical assistance and equipment to demonstrate and commercialize energy efficiency services and technologies;
Ongoing or planned projerth to assist six Eastern and Central European countries,including three that emphtsize energy efficiency for this coal burning region;Begun new energy efficierncy programs in Brazil, and Mexico;Expanded the Energy Conservation Services Program (ECSP) which offers shorterterm assistance and helps A.I.D. Missions develop new programs; andEngaged a contractor to design and implement a five-year training program forAgency staff on energy, environment and natural resources.In collaboration with the Ccsta Rican government and an electric utility, A.I.D. isassessing efficiency options and load control programs to devise "least cost utilityplanning" methods based on efficiency and demand options that are less costly thansupply options. This activity is intended to be a model for other Central American

countries and India.
A.I.D. has launched the Global Energy Efficiency Initiative (GEEI) to: (1)improvecooperation among U.S. agencies and U.S. NGOs regarding energy efficiency programs in LDCs and (2) establish an international network that can attract resourcesand attention. Under GEEI, the Group has completed a comprehensive study of theimpact of energy efficiency on global climate change and is setting up an International Steering Committee. Members of the U.S. Group are considering project proposals prepared for Indonesia, India, Brazil, Poland, and the Philippines.The agency increased its FY 1991 funding for renewable energy activities to expanding preinvestment activities. New activities have recently been initiatedMexico, Indonesia, Honduras, and Belize. A.I.D. is planning renewable resource 

in 
assessments in Eastern Europe with DOE and the renewable energy industry. 

MULTILATERAL DONOR COORDINATION ON ENERGY CONSERVATION 
Question. How effectively are A.I.D., the World Bank, and the regional banks coordinating their activities in areas such as energy conservation programming?Answer. A.I.D. chairs the Multi-Agency Working Group on Power Sector Innovation (MAGPI), which also includes: World Bank, International Finance Corporation,regional multilateral development banks, and the United Nations. A.I.D.'s objectiveis to implement "bankable" energy efficiency and renewable energy projects.A.I.D. activities stemming from MAGPI include:$3.5 million to support pre-investment work in energy efficiency and renewableenergy projects through a cooperative multi-year agreement with the World Bank.$20 million for preinvestment studies and pilot projects in India as part of a fiveyear energy efficiency effort designed in cooperation with the World Bank, theAsian Development Bank, and several bilaterals. The results will be used by otherinstitutions in allocating more than $1 billion to finance India's energy sector.Discussions with the st'.f of the Global Environmental Facility at the WorldBank regarding potential ;olaborative efforts.Because many of ths cooperative efforts began only recently, no formal evaluation has been done. However, the cooperation to date indicates a recognition ofmutual interest and suggests that the arrangements are important to the participat

ing organizations. 



WDNESDAY, MARCH 13, 1991. 
LATIN AMERICA 

WITNESSESBERNARD ARONSON, ASSISTANT SECRETARY, BUREAU FOR INTER-AMER.ICAN AFFAIRS, DEPARTMENT OF STATEJAMES MICHEL, ASSISTANT ADMINISTRATOR, BUREAU FOR I. iTIN AMER-ICA AND THE CARIBBEAN, AGENCY FOR INTERNATIONAL DEVELOP.MENTHENRY ROWEN, ASSISTANT SECRETARY, INTERNATIONAL SECURITY AF-FAIRS, DEPARTMENT OF DEFENSE 

CHAIRMAN'S OPENING STATEMENT 

Mr. OBEY. Good morning.Today, the Committee will review the fiscal year 1992 request of$1.4 billion to Central and Latin America. Our principal witnessestoday are Assistant Secretary Bernard Aronson, Bureau for Inter-American Affairs, Department of State; James H. Michel, AssistantAdministrator, Bureau for Latin America and the Caribbean,Agen for International Development; and Henry S. Rowen, Assistant Secretary for International Security Affairs, Department ofDefense.Gentleman, I have a time crunch this morning. So what I wouldappreciate is if you could simply each summarize your statements inabout 5 minutes then we will get right to the questioning.right to the questioning.Let me simply observe, before you start, that in the, I do notknow how many years, I think 16 years that I have been a memberof the Committee, in all but 2 years, this region has dominated thebill. Not in terms of the size of the appropriation, but in terms of theheat and the controversy surrounding policy in the reion.El Salvador has always been a front burner item, with Nicaraguaintermittently intervFened. For the moment, there is an apparentlag in the controversy. But I do not think that is going to last very
long. And I think it depends, 
at least with respect to Salvador,upon what happens in that country.I think that the Government, the Army and the rebels at thispoint pretty much have their fate in their own hands. And I thinkthe conduct of each of them can very much determine what happens here in Congress.I.will be fran in stating my own view. I have never beenthrilled with the idea of conditionality. I believe in the old fashionapproach that the way for Congress to deal with an issue is eitherto a propriate money or not to.e have approximately two months to assess the good intentionsof all of the parties in that country after the elections which oc
(565) 
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curred recently. I would simply say that I hope that both sides to 
those negotiations understand that rigidity, or unreasonableness, or 
lack of good faith, or lack of movement on the part of either of the 
parties will really determine what this Committee does this year. 

want to we' can produce a billBecause, frankly, I think if we 
which has an absolute cut-off. I think if we want to we can produce 

wea bill which has conditionality. I think if we want to can 
produce a bill which provides full funding. 

I think there are enough people in a swing position to go any of 
three ways, depending upon how parties respond and depending 
upon how credible the Administration's own efforts appear to be in 
Congress at the time. 

So, I would hope that there would be an opportunity to put 
things together at long last in that country. I am frankly very 
skeptical that the rebels will, in fact, do what is necessary. Also I 
am very skeptical that the military will do what is necessary. 

I do not have much doubt thac Mr. Christiani would try to do 
what is necessary. The question is how relevant he is and how 
forceful the other two parties are going to be. 

So, let me simply stop at that point and invite you to make what
ever remarks you think are appropriate for a brief period. 

Mr. ARONSON. Thank you, Mr. Chairman. 

MR. ARONSON's OPENING STATEMENT 

I will submit my prepared statement for the record and in the 
interest of time, make some brief opening remarks. 

First of all, I think that the tone and the absence of division in 
our own politics, even though we sometimes disagree, is a healthy 
sign. And I appreciate the bipartisan spirit in which this committee 
has tried to coordinate and help make U.S. policy in this region. 
And I hope that that will continue. It certainly will from our side 
and I know that it will from yours, Mr. Chairman. 

EL SALVADOR 

Since you mentioned El Salvador, let me just say that El Salva
dor, I think, is a good example of the fact that when the U.S. sus
tains a commitment and the U.S. provides aid and insists that our 

even in a societyvalues are respected, that progress is possible, 
that began as far back as El Salvador did when we first became 
engaged. And it is not fashionable to say that El Salvadorans im
proved or that our involvement has made a difference. But. that is 
profoundly true. 

And I say that because this committee appropriates foreign as
sistance in a country in which foreign assistance is never popular. 
It is not a politically popalai thaing to do. But I think one of the 
lessons of the last 2 years throughout this hemisphere, including El 
Salvador, is that the assistance that we have given has made 
things better for the people of the region. And it has certainly 
furthered the interest of our own country. 

The elections that we just went through in El Salvador were the 
broadest in their history. They were observed by hundreds of inter
national observers, including the OAS, from support that this com
mittee provides. 
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The parties of the left participated more fully and won moreseats than ever before, in part, due to a consensus among the parties to broaden the numbers in the national assembly.We are closer to peace than ever before in the history of thatcountry and I think peace is possible this year. And I think you areright to say that it depends on the will of both sides. We are goingto make a maximum effort to support the negotiations.If the FMLN wants peace and genuine reform, they can haveboth today. And I believe President Cristiani, in fact, has broughtthe military further in terms of embracing fundamental restructuring of its role, reduction 

codification 
in its size, expanded civilian authority,of human rights than a lot of us who have watchedthis country for a long time would have thought possible.I recently returned from another successful election in Haiti thatmany doubted would be possible. And once again, funds voted bythis committee helped to ensure the integrity of the balloting process, and a flood of international observers, which gave some hopeto the people of that country. 

NICARAGUA
Elsewhere in Central America, we saw the successful end to awar in Nicaragua, the demobilization of 20,000 armed resistancemembers, the beginning of national reconciliation, the beginning ofpluralism and democracy. Again, the aid this committee appropriated was essential to those achievements, as was the bipartisanagreement, that the Secretary of State negotiated with the Congress, including the chairman of this committee. 

PANAMA 
The aid that we provided for Panama has helped that countryreduce its unemployment rate more than any country in the Western Hemisphere, enjoy record growth, begin to establish effectivecivilian control over the police, and begin to train an entire newgeneration of Panamanians to become members of the police and
take the place of the old Noriega corrupted Panamanian Defense
Forces. 

PERU
In Peru, epidemiologists trained
ated by this committee were 

by AID with funds ap roprithe ones who detected the cholerathat is ravaging that country and we are helping throughCenter for Disease Control, to try to contain the disease. 
the 

PARAGUAY 
And I could go on and on. In Paraguay, a place that many do notpay much attention to, 125,000 acres of rain forests will be preserved because of the actions of a Government and an environmental group supported by funds appropriated by this committee.Suffice it to say, I think throughout this hemisphere,seen more we havemovement toward the consolidation of democracy andopening markets than ever in history. And both of thosYtrends aregood for the United States. Everything that we care about in ourown foreign policy agenda, from combatting drugs, to controlling 
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flows of immigration, to preserving the environment, are strength
ened when we can cooperate with stable democracies in those pur
suits and are weakened when we face corrupt dictatorships of 
either the left or the right. 

MILITARY COOPERATION 

And I would note, even in the response of the hemisphere to our 
collective efforts in the Gulf, every country in the hemisphere, with 
the exception, perhaps, of Cuba, fully backed the U.N. sanctions. 

Argentina sent troops. Venezuela increased its oil production to 
help deal with the immediate effects of the invasion of Kuwait. 
Honduras pledged troops. Many countries in the region suffered 

sancsevere economic dislocation because of their honoring the 
tions. But they did. 

We have also seen important motion in some other areas that 
are important to our global agenda. Brazil and Argentina have 
committed to implement full scope safeguards on their nuclear pro
gram and to waive the Treaty of Tlatelolco into effect. 

We have seen some important changes in the missile prolifera
tion regime. Argentina has committed to end production and dis
mantle the components of the Condor missile system which was 
being developed under the old military regime. 

If that missile had gone forward, the military balance in the Gulf 
would have been very different. It matters to the United States 
when we have democracies. 

Our aid request for this fiscal year, Mr. Chairman, represents a 
very modest increase over the previous year. And the total ESF, 
FMF, and DA represents about 17 percent of our worldwide assist
ance. My statement breaks down the detail. 

TRADE AGREEMENTS 

But I would just conclude by saying that the United States goes 
wrong in Latin America more by disengaging than by intervening 
too much. And we have an enormous opportunity to remain en
gaged and to see the final consolidation of what will be the first 
hemisphere in history that is completely democratic and, just as 
important, a hemisphere that is moving steadily from Mexico, to 
Venezuela, to Argentina, to Jamaica, to Costa Rica, to El Salvador, 
in the direction of open markets. 

We are the natural beneficiary of that opening. Our trade with 
Mexico doubled in the last 4 years as Mexico opened its market. 
We are now selling $30 billion of exports and our own growth and 
expansion is being led by the export sector. 

So we have a deep stake in the continuation of these trends and I 
hope that the committee will support our assistance. 

I would like to just say one last word on the record since we have 
an opportunity to address several members of Congress. The pro
posal to continue fast-track authority that the President has sub
mitted, I think, is the most important fcreign policy initiative that 
the Congress will consider this year. And that does not in any way 
diminish the importance of others. 
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We will either be a fundamental player and Jhaper of globaltrade in the Uruguay Round and in this hemisphere, or we will retreat and be left out.And if we retreat and are left out, those who will pay the priceare American workers and American consumers. And I cannotimagine a more self-destructive step than to vote down that authority. It does not commit any member, ultimately, to support anyfree trade agreement, whether an Uruguay Round agreement or aMexican agreement. Every member can reserve his right on thosefinal agreements.But to deny the President that authority will be to cripple theUnited States at a time when our prosperity and our ability togrow out of this recession depends fundamentally on our ability toexport.It is a myth that trade is a zero-sulr.ojame. It is not. The growthand development of Mexico is in our interest in every way and wewill be the main beneficiaries of such an agreement. So I hope thatthe members here will give consideration to that. 

Thank you.
[The information follows:] 
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Subcommittee on Foreign Operations
 

March 13, 1991
 

Mr. Chairman, I am pleased to be here this morning to
 
share with you and the Subcommittee my perspective on the
 
state of our hemisphere and U.S. policy. I want to discuss
 
the Administration's policy priorities with regard to Latin
 
America and the Caribbean, and to present our security
 
assistance request for fiscal 1992.
 

We want to work with the Congress to achieve five basic
 
objectives in thi6 hemisphere: consolidating democracy and
 
advancing human rights; encouraging economic reform and
 
development in which the poor will benefit; promoting
 
regional peace; ridding the hemisphere of the scourge of
 
drugs; and cooperating with the nations of this hemisphere
 
on a post-Cold War agenda of safeguarding our environment
 
and stopping the spread of missile and nuclear weapons
 
technology around the world.
 

The opportunity to achieve these objectives is great.
 
In the last decade, voters led a politicall revolution
 
throughout the Americas, burying a tradition of dictatorship
 
through the peaceful act of going to the polls. In this
 
decade, the leaders they elected are driving an economic
 
revolution of equally far-reaching consequence.
 

Revolution is a strong word, but it is no
 
exaggeration. When Argentina sells its state airline and
 
telephone company to private companies, that's
 
revolutionary. When Mexico cuts its tariffs from over 100
 
percent to an average of ten percent, that's revolutionary.
 
And when Jamaica opens its largest export industry
 
tourism -- to private investment, that's revolutionary.
 
These are but three examples of a sharp turn to a new
 
economic philosophy that sees opportunity, not danger, in
 
economic freedom and full participation in the competitive
 
international marketplace.
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This revolution is widespread, but it hasn't yet
succeeded. 
In many cases, it involves a political struggle
against the entrenched elites that benefit from the privileges
of the old, protected economic system. 
Let there be no doubt
that we have a profound interest in its success.
 

A democratic hemisphere with modern, open economies will
"be a stable hemisphere. 
 It will be a hemisphere that fulfills
the promise of human rights, not just as 
people vote in
elections but as 
they make free choices in the marketplace. 
it
will be a hemisphere of social justice, where greater economic
freedom leads to 
a broad-based prosperity.
 

And it will be a hemisphere that offers increased
opportunity for American workers and businesses. 
Right now
about 13 percent of our exports 
-- $47 billion in 1989 
-- go to
Latin America and the Caribbean. 
 If you doubt that successful
economic reform in Latin America can make a difference to the
U.S. economy, just look at Mexico, a country leading the way in
economic reform, where our exports have doubled between 1986
and 1989.
 

To help this economic revolution succeed, and to achieve
our broader objectives in this hemisphere, we need the help of
Congress.
 

Reauthorization of fast-track negotiating authority for
free trade agreements is essential, not Just for the North
American Free Trade Agreement with Mexico and Canada, but also
for the President's vision of an entire hemisphere free of

trade barriers.
 

The Enterprise for the Americas Initiative offers more
than the vision of free trade --
it encourages the free flow of
international investment and offers new opportunities for debt
reduction and environmental protection. 
To make these
investnmont and debt initiatives possible, we urge Congress to
pass the Enterprise for the Americas Initiative Act.
 
As we ask the Andean nations to stop the supply of
cocaine, we need to respond to their need for greater export
opportunities. 
The Andean Trade Preferences Act is a key
component of the war on drugs, and I urge you to support its
 

passage.
 

Our foreign assistance request is the absolute minimum we
need to help our democratic partners to 
reach the political and
security goals we have in common, and we need your help in
securing its approval in Congress.
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Mr. Chairman, I want to underscore one central point: we
 
stand to benefit from a period of nearly unprecedented
 
opportunity in this hemisphere. Democracy is strong. Economic
 
policy is on the right track. Nations want to cooperate with
 
us in the war on drugs. We have ended the rancorous debate
 
over Central America that distanced us from our neighbors and
 
divided us at home.
 

This hemisphere is turning to the democratic processes
 
and free market policies the United States has long espoused.
 
The question before us is whether we can take yes for an
 
answer. We owe it to our neighbors and to ourselves to respond
 
with energy and creativity to the extraordinary opportunities
 
before us.
 

The Persian Gulf
 

Let me turn briefly to the Persian Gulf and this
 
hemisphere's reaction to the crisis. We are heartened by the
 
nearly uniform solidarity of the hemisphere to the crisis.
 
Argentina provided two ships for the allied effort, and
 
Honduras offered troops. Venezuela, Mexico and Colombia all
 
boosted oil production and exports to make up for the Persian
 
Gulf production shortfall. Every country in the hemisphere
 
except Cuba has supported the sanctions against Iraq -- even
 
though for some it means real economic sacrifice. And even
 
Cuba condemned Iraq's invasion of Kuwait. We have also enjoyed
 
full cooperation in protecting against terrorist threats
 
related to the Gulf situation.
 

The Caribbean
 

On February 7 1 attended the inauguration of the first
 
democratically elected Haitian president in recent memory. The
 
atmosphere in Port au Prince was full of optimism, as Haiti
 
joined-the hemisphere's democratic mainstream. Under the
 
auspices of the OAS and the UN, and with U.S. financial
 
support, election observers from 22 countries witnessed the
 
Haitian election and helped guarantee its fairness. The OAS
 
alone sent 200 observers.
 

I am proud that insistent U.S. support for
 
democratization in Haiti, and financial support for the
 
elections, contributed to this happy result. In the past year
 
this support included an invitation to interim President
 
Trouillot to meet with President Bush in Washington and a visit
 
to Haiti by Vice President Quayle. I made three trips to Haiti
 
myself. We are now committed to assisting President Aristide
 
in consolidating democracy and improving the lot of the Haitian
 
people.
 



-4-


The task is daunting. 
 The poorest country in the
hemisphere, Haiti's needs for both human and infrastructure
development are enormous. 
Its infant mortality rate of 12
percent is twice the region's average, while the percentage of
secondary school age population actually enrolled -_ 17
one third of the hemisphere's average. 
 -- is

Sound growth-inducing
policies and well-targeted social investments can, however,
move Haiti rapidly forward. 
At President Aristide's request,
we also are reexamining the sensitive issue of Haitian
migration to the United States.
 

The island nations of the Caribbean are among our closest
neighbors and best friends. 

narrow economic base 

Most of them are poor with a
-- this leaves them vulnerable to sudden
changes in the world economy and, most dangerously, to
exploitation by drug traffickers. 
Through the Caribbean Basin
Initiative and the Enterprise for the Americas Initative, we
want to help these nations diversify their economies through
expanded trade and investment.
 

In most of the Caribbean, democracy and respect for human
rights have quietly flourished for a quarter century.
exceptions to this trend remain Suriname and, of course, Cuba.
 
The
 

We deplore the December military coup in Suriname that
overthrew a democratically elected government. 
We urge the
interim government in Paramaribo to keep its pledge to hold
free and fair elections on May 25, to make them open to full
international observation, and to respect the results.
Secretary General Baena Soares also has insisted that the 
OAS
 

present government guarantee the observers' autonomy in
carrying out their mission. 
We are also concerned about
indications that Suriname is serving 
as a transit point for
cocaine shipments to Europe and, more recently, the U.S. 
This
hemisphere will not tolerate Another drug dictatorship.
 
In Cuba, where a Marxist dictator makes all the
decisions, there is little consideration of democratic reform,
and human rights are systematically denied. 
Defenders of human
rights are routinely intimidated or arrested for exercising
their basic right of free speech. One example is Samuel
Martinez Lara, the leader of the Cuban Human Rights Party. 
He
was jailed for nearly a year without charges, then last month
was accused of "nonviolent rebellion" and sentenced to three
years' probation. 
Even after the wave of democracy that swept
Eastern Europe, the Cuban government has rejected international
calls for a plebiscite.
 

As Cuba's former allies in Eastern Europe have turned to
democracy and economic freedom, they have limited their
economic relationship with Cuba. 
Aid from Eastern Europel
£ 
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almost non-existent; trade once amounting to 15 percent of
 
Cuba's total trade is less than half its pravious level.
 
Soviet oil deliveries fell by 20 percent from 1989 to 1990, and
 
will remain at 1990 levels this year; aid and technical
 
assistance will be reduced. In an interview February 14, Fidel
 
Castro described the impact on Cuba's economy of changes in
 
Eastern Europe and the Soviet Union as catastrophic. The
 
Soviets have urged Cuba to adopt economic reform in order to
 
compensate for reduced trade and aid; to date this advice has
 
fallen on deaf ears. Castro's response has been extensive
 
rationing, sending people from the cities to do farm labor,
 
replacing farm machinery with animals, and importing hundreds
 
of thousands of bicycles. The Cuban government's behavior has
 
isolated Cuba -- from Cuba's former allies, from the rest of
 
the hemisphere, and from the United States.
 

We would like to see a change in our relationship with
 
Cuba, and I believe that chang must come. Our relations with
 
the Soviet Union improved because the Soviet Union committed
 
itself to new thinking in foreign policy and undertook economic
 
and political reform. The-critical question is when will the
 
Cuban government see that reform -- both political and economic
 
-- is inevitable. Our hope, like that of many Cubans, is that
 
democratic rhange will come soon and peacefully.
 

Mexico
 

Nowhere in the hemisphere are the prospects for a closer,
 
more cooperative bilateral relationship brighter than in
 
Mexico. President Carlos Salinas has embarked on a bold course
 
of economic reform. We should assist and encourage his
 
efforts. The Salinas administration has reduced tariffs,
 
privatized state-owned companies, and has announced its
 
readiness to negotiate a free trade agreement with the United
 
States and Canada.
 

A North American Free Trade Agreement is an important
 
goal of this Administration. It will -- and already has.-
given momentum to the entire hemisphere's drive to lower trade
 
barriers. Already, Argentina, Brazil, Uruguay and Paraguay are
 
negotiating a common market for the southern cone. Already,
 
the Andean nations have established an ambitious plan for
 
regional economic liberalization. If Congress fails to approve
 
fast track negotiating authority, itwill send a crushing,

negative signal to the entire hemisphere at a time when our
 
neighbors, after a decade of stagnant growth rates, are moving
 
aggressively to.remove barriers to global trade and investment.
 

A North American Free Trade Agreement will spur growth in
 
both the U.S. and Mexico, and it will help make both economies
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more competitivevis-a-vis the rest or the world.
with Mexico also means jobs Free trade
 -- not jobs lost, but Jobs gained.
According to U.S. Department of Commerce estimates, every
billion dollars we add to U.S. exports creates 25,000 new jobs
for American workers. 
In 1990 we exported nearly $30 billion
in goods to Mexico, double our exports of only four years ago.
According to that estimate, those increased exports would
translate into 375,000 new jobs.
 

But our interests with Mexico go far beyond trade. 
 I can
tell you today that our relations with Mexico are stronger
across the board than they have been in many years. 
To cite
just one key example, our cooperation in the war against drugs
has never been better. We have established the Northern Border
Rpsponse Force, we are ceiperating on patrol flights by U.S.
P-3 aircraft, and we have provided helicopters to Mexico to
bolster interdiction efforts. 
We have seen significant
progress in marijuana and opium poppy eradication. Most of
Mexico's naval operations and 25 percent of its army personnel
are devoted to counternarcotics activity.
 

Central America
 

Central America has made great progress in the last
decade, and has great opportunity ahead. 
 Elected governments
that took the reins of power from military juntas at the
beginning of the last decade have been replaced, peacefully and
quietly, by new democratic successors. Elections and dialogue
have shown the way to ending military conflict. Full regional
peace, once achieved, will allow Central Americans to devote
their energies once again to the twenty-year-old dream of
economic integration. 
This time, the effort will be led by
governments that see strength, not danger, in full
participation in the competitive world economy.
 

The Central American republics have a common historical
identity dating from their independence in 1821. 
 They think in
regional terms, and in our day we see that they prefer to
address problems through common 
regional approaches. From
Washington, we all see that the crisis atmosphere of the 1980's
is past, but we cannot allow this to draw our attention away
from this region. Instead, our foreign policy must seize
today's opportunities and build on the progress already made.
 
We will keep our focus on Central America, and we want to
keep our friends around the world involved as partners in the
region's development. 
During the past year, the Administration
has been working to foster an international partnership 
-- the
Partnership for Democracy and Development in Central America.
The objective of the PDD is to pool the energies of the
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governments of the 24 OECD nations, the six Central American
 
countries, Colombia, Mexico, Venezuela and representatives of
 
key international institutions in a common effort to support
 
democracy, peace and economic development in Central America.
 
This concept is receiving strong support from key European and
 
Far Eastern nations as well as 
from our Central American
 
neighbors themselves. I will be going to San Jose, Costa Rica
 
on April 10, along with representatives of the countries I just
 
mentioned, to participate in the Partnership's organizational
 
meeting.
 

The recent elections in Guatemala and the inauguration of
 

President Jorge Serrano are clear signs of progress and hope.
 

This marks the first time in Guatemala in 40 years that the
 
candidate of an opposition party has been elected in a free,
 
honest vote and allowed to assume office peace.ully.
 

During the Cerezo Administration, Guatemila'5 failure to
 
effectively pursue the investigation of the murdrr of an
 
American citizen, Michael Devine, made it necessary to suspend
 
security assistance in December 1990. Earlier, other failures
 
to prosecute human rights cases 
led us to recall our Ambassador
 
in March 1990. In contrast, the first signals from President
 
Serrano -- starting in his inaugural address, when he warned
 
the security forces that their human rights violations would no
 
longer be met with impunity -- tell us that Guatemala has a
 
president who is fitmly committed to establishing civilian
 
authority over security forces and instituting broad respect
 
for human rights and the rule of law. President Serrano's
 
economic policies show similar promise, and we are engaged in
 
an active dialogue with him and his government to help him meet
 
these important goals.
 

Voters in El Salvador will go to the polls on March 10 to
 
elect all 84 members of the legislative assembly, plus mayors
 
and municipal council members in all 262 municipalities.
 
Twenty-four seats were added to the legislative assembly as the
 
result of an agreement among the full range of Salvadoran
 
political parties. Twenty of these seats will be filled by
 
at-large candidates running on national lists -- this should
 
help smaller opposition parties to win seats.
 

This will be the seventh election since an era of
 
democratic reform began in El Salvador in 1979. The people of
 
El Salvador alone deserve the credit for this achievement, and
 
for the broad political space beoinning to be enjoyed by people
 
of all points of view. But we shiiuld be proud of our role -
consistent U.S. support for the democratically elected
 
governments of the late President Jose Napoleon Duarte and
 
President Alfredo Cristiani has been an important factor in the
 
expansion of democracy in El Salvador.
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Like previous elections in El Salvador, this election
will take place under the microscope of international
observation. 
The OAS, to its great credit, is leading'the
observation effort with 160 observers deployed in El Salvador's
14 departments, including those where military conflict has
been most intense.
 

--
I would note as well that last year El Salvador's economy
despite the systematic destruction and violence wreaked upon.
it by the FZMLN -- enjoyed positive real growth and one of the
lowest inflation rates in the hemisphere. That is 
a tribute to
the reform policies of the Cristiani governmeit, but bipartisan
U.S. support for economic reform --
-- steady, patient, continuing
also contributed significantly to this achievement.
 
Over a year ago, the world was shocked by the brutal
murder of six Jesuits, their housekeeper and her daughter in
San Salvador. 
Even though nine Salvadoran officers and
enlisted personnel were arraigned in this case 
-- and four
others have been charged with obstructing justice 
-- the armed
forces have not fully cooperated in the investigation. 
The
Government of El Salvador knows that the disposition of this
case will deeply influence our future relationship.
 

At the same time, under the auspices of the United
Nations, negotiations between the Government of El Salvador and
the Farabundo Marti National Liberation Front aimed at bringing
an end to El Salvador's decade-long civil conflict 
continue.
The U.S. fully supports these negotiations and hopes that the
international community will energetically support a prompt
negotiated solution to El Salvador's civil war. 
 There are many
obstacles in the path of a lasting peace and sustained
democratic rule in El Salvador, but I am still optimistic that
this is the year for peace in El Salvador.
 
In Nicaragua, the democraticall-y elected government of
Violeta Chamorro will soon celebrate its first anniversary.
Nicaraguans still bear the heavy burden of a decade of
Sandinista misrule --
high inflation, unemployment, a bloated
and costly collection of bureaucracies and state enterprises,
and deep social division. But President Chamorro has brought a
new spirit of optimism with her tireless effort to heal old
wounds and the promise of thorough economic reform. 
 She
already has several achievements to her credit 
-- the war is
ended, the Resistance peacefully demobilized, the state's
foreign trade monopoly is abolished, wasteful subsidies have
been eliminated, confiscated propecties ire being returned, and
the army has been reduced by over 50 percent, to name just a
few.
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National reconciliation in moving forward despite the
 
tragic assassination of Enrique Bermudez and the killing of
 
some 40 former Resistance fighters over the past year. We join

with President Chamorro in condemning such violence and urging:

those responsible to end the last vestiges of political

polarization and join in the effort to move the country towards
 
greater individual freedom and economic well-being.
 

Our aid programs are playing a significant role. Working
with $30 million in funds we provided, the International 
Commission of Verification and Assistance -- directed by the 
OAS and the UN -- has helped some 90,000 former combatants and 
family members of the Nicaraguan Resistance to return to 
civilian life. 

Since Mrs. Chamorro's election we have pledged $537.1
 
million in economic assistance to Nicaragua. Of that total,

$35.1 million was in immediate emergency assistance. A $300
 
million assistance package was approved for fiscal 1990, and an
 
additional $202 million for fiscal 1991. Since April 1990 the
 
U.S. has signed agreements obligating $289.4 million of the
 
1990 aid package, of which $155.1 million has been disbursed.
 
Of the 1990 funds, $128 million have been set aside to provide

balance of payments assistance in support of Nicaragua's

economic stabilization and structural reform. An additional
 
$50 million has been set aside for the international effort to
 
clear Nicaragua's IDB and World Bank debt arrearages. $47
 
million has been allocated for the repatriation of the
 
ex-Resistance and refugees. $75 million is being used for long

term development projects, to generate immediate jobs, to
 
provide new Lextbooks for the public school system, and for
 
emergency medical supplies.
 

Panama is another Central American democracy emerging

from a debilitating period of dictatorship. We are working

closely with President Endara and his government to strengthen

democracy and spur economic recovery.
 

Under President Endara's administration and with U.S.

assistance, Panama's economy grew last year at an annual rate
 
of nearly four percent, among the highest in the region. To
 
assist the recovery, we are providing Panama with iome $452
 
million in economic aid and $500 million in loans and
 
guarantees for fiscal 1990 and 1991, the largest aid package in
 
the hemisphere and the third largest in the world. The United
 
States also made immediately available to the new democratic
 
government some $430 million in Canal fees which was held in
 
escrow for the government of Panama during the last two years

of the Noriega regime.
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Part of our aid is repairing war damage,' providing new
housing for the residents of the Chorillo neighborhood in
Panama City, which was destroyed by the fleeing Noriega forces
during Operation Just Cause. 
Other aid has been used for the
health care system, public works, and to provide new credit for
the private sector.
 

Panama is committed to transform the former corrupt,
Noriega-dominated Panama Defense Forces into a civilian-led
national police. Most officers above the rank of captain have
been replaced. 
$13.2 million of our aid is devoted to an
extensive police training program administered by the Justice
Department's International Criminal Investigative and Training
Assistance Program. 
The first class of police trainees at the
newly established U.S.-supported police academy graduated last
February 22.
 

At the end of this decade, Panama will assume 
full
control of the Canal and its operations, as provided in the
1979 treaties. Last September, in accord with the treaties,
the first Panamanian citizen, Gilberto Guardia,-was installed
as Administrator of the Panama Canal Commission. 
Panamanian
participation in the Canal workforce has grown to 86 percent.
 

It is fashionable to denigrate the achievements of
Panama's new democratic government -- measuring it against a
standard of perfection instead of how far it has come from
where it began. 
But a little over one year since American
forces bravely liberated Panama in Operation Just Cause, Panama
ie free; honest and open elections for National Assembly seats
have been held; the economy is growing and unemployment has
been raduced Ly ton full percentage points; civilians
the military -- -- not
make political decisions; the country
successfully restructured its official bilateral debt at the
Paris Club and is moving to regularize its financial relations
with the World Bank, IMF and Inter-American Development Bank;
tough statutes have been enacted on money laundering; the
Panama Canal Treaties are being implemented; and Panama has
been welcomed into the Central American regional economic and
political summit talks. 
 The United States can be proud of the
role it has played in the liberation of Panama.
 

South America
 

The democratic governments of South America today are
eager to define their new role in 
a post-Cold war world and
their relationship to the United States, and need our continued
support, 
The large countries of S'uth America 
-- notably
Brazil and Argentina -- are increasingly important global
actors. Democratic Chile will also assert itself on the
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international stage in the period ahead. We hope to strengthen
 
our cooperation with these countries in key areas such as

curbing nuclear proliferation and supporting for regional

stability elsewhere in the world.
 

Argentina, Brazil and Peru are still grappling with
 
serious inflationary pressures and a daunting array of related
 
economic problems. These problems derive from the ingrained

statist and protectionist economic model, which resulted in the
 
region's poor growth record during the 80's. Most countries in
 
the region have begun to pursue market-oriented and

private-sector driven policies. Some, such as Chile, Bolivia,

Colombia and Mexico, have made significant progress and
 
achieved deep structural changes. Although reform often
 
carries short-term social costs, these costs pale in comparison

to the prospect of repeating another "lost decade" under the
 
old economic policies. The new thinking is taking hold, and in
 
key countries investor confidence is beginning to return.
 

In Brazil, President Fernando Collor, the first directly

elected president in 29 years, has embarked on a bold economic

reform program designed to break Brazil's inflationary spiral

and liberalize economic and trade policy. Much remains to be

done, including reduction of the government's deficit and
 
privatizing state industries, in order to reduce Brazil's high

inflation.
 

We are working closely with the Collor government to
 
improve our cooperation in scientific research. We are also
 
working to address the problem of controlling the spread of
 
technologies with potential military applications.
 

The survival and preservation of Brazil's Amazon region

is an important environmental concern. In April 1989, the
 
-government of Brazil introduced a program called "Our Nature"
 
to preserve the Amazon; it included suspension of certain tax
 
incentives that encouraged deforestation. When President
 
Collor took office, he eliminated those tax incentives
 
permanently. His government is moving aggressively to create
 
guidelines and zoning regulations for land use, with an
 
emphasis on the Amazon. As a further sign o2 President
 
Collor's commitment to work with the international community to
 
address environmental concerns, Brazil will host the 1992 UN
 
Conference on Environment and Development. The Agency for
 
International Develogment has also recently initiated a new
 
cooperative program vith Brazil to address problems related to
 
the issue of global climate change.
 

In the struggle against narcotics, the United States

continues to assist the signatories of the Declaration of
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Cartagena in their efforts to reduce production, improve
interdiction, control precursor chemicals, and stop money
laundering. 
Just two months after Cartagena, Attorney General

Thornburgh joined some 20 other ministers of justice in an
OAS-sponsored meeting in Ixtapa, Mexico to give region-wide

application to the Cartagena principles. 
With full support
from the Administration, the OAS has developed the world's
'toughest model standards on the export and import of precursor
chemicals. 
Our Justice Department is helping OAS experts to
draft comprehensive model codes to curb money laundering in the
 
hemisphere.
 

In Colombia, President Gaviria, like his predecessor, has
shown great political courage in dealing with the problems of
violent drug traffickers and insurgency. 
 In 1990, Colombia
seized over 50 tons of cocaine, destroyed over 200 cocaine labs
and arrested over 7000 suspects on trafficking charges. 
In the
first two months of this year, about twelve metric tons of
cocaine were seized. Last month, President Gaviria came to
Washington for a working visit with President Bush and signed
an agreement that will help our 
two governments share evidence
in narcotics investigations. No nation has shown more courage
or commitment in the war against narcotrafficking or paid a
 
greater price than Colombia.
 

We are also encouraged by recent successes in negotiating
a peaceful end to Colombia's guerrilla insurgencies. We
support the initiative of President Gaviria to offer dialogue
to the EPL and FARC guerrillas and hope they respond

affirmatively.
 

President Fujimori of Peru faces the triple scourges of
 an entrenched, brutal guerrilla war, powerful cocaine

trafficking organizations, and now pandemic cholera. 
 In the
past, anti-narcotics programs in Peru have suffered from a lack
of firm policy guidance, but President Fujimori is working on
comprehensive approaches to stop drug trafficking and provide
economic alternatives for peasants now dependent on the cocaine
 economy. 
We are funding a $27.9 million Upper Huallaga Valley
Special Project to provide agricultural services and community
development support to ex-coca 
farmers who switch to alternate
 
crops.
 

The Fujimori government has courageously sought to
address the economic and debt crises it inherited. It needs
and deserves the international community's continued support as
it moves 
forward on the path of eco'omic reform.
 

Bolivia, the region's 
second largest producer of coca
leaves, is making steady, progress toward its commitment to
 

42-825 0-91-19
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reduce and eventually eliminate illicit coca production.
Nevertheless, the threats of corruption and growing terrorism
 
remain of serious concern.
 

In 1990 the U.S. provided $45.5 million to Bolivia for
basic economic reform and for alternative development
projects. 
For the past three years, an AID-funded project has
*provided irrigation to the arid and poor Cochabamba high
valleys to eliminate the population's need to earn extra income
through seasonal work in the Chapare coca region. 
Before the
program started, surveys showed that up to 75 percent of the
available men migrated from the high valleys to the Chapare for
temporary work. 
This year almost none have left. 
 Other
projects we fund have employed over 100,000 laborers in
roadbuilding and other community development work.
 

Five years ago, Bolivia faced a 25,000 percent inflation
rate; today their inflation is lower than ours 
-- a testament
to Bolivia's steadfast commitment to sound economic policy.
 

In the SouthE..n Cone, our relations with the new
democratic government of Chile continiue to expand and
strengthen. In his December visit 
to Chile, President Bush
addressed a joint session of the Chilean Congress and supported
Chile's democratic transition and pace-setting free-market
policies. 
 In many ways Chile is emerging as a model for Latin
America --
a model of democratic consolidation and national
reconciV.iation, and a model of economic reform that produces
real gains, as Chile's steady record of growth and new

investmeat demonstrates.
 

Chile has expressed interest in 
a Free Trade Agreement
similar to the one being negotiated with Mexico. We have
restored GSP benefits to Chile, lifted sanctions imposed on the
previous regime, and made progress in bilateral trade and
investment issues. 
We are concerned, however, about the
escalation o! terrorism against U.S. interests in Chile.
 

Perhaps nowhere in the region has the shift in foreign
policy emphasis been clearer than in Argentina under President
Carlos Menem. 
Argentina has renewed diplomatic relations with
the United Kingdom and contributed naval vessels to the Gulf
coalition. 
Just before President Bush's South America trip, on
November 28, 1990 Presidents Menem and Collor announced that
they will place all their nuclear facilities under
International Atomic Energy Administration safeguards and work
to bring the Treaty of Tlatelolco, the Latin American
non-proliferation treaty, into force. 
This agreement is a
major step forward, and it could be a model for similar
agreements elsewhere in the world. 
 On the economic front,
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privatizationa of the national telephone company (Entel) and
airline (Aerolineas Argentinas) are beginning to 
reverse-state
domination of the economy. 
Politically, it is clear after the
failed military revolt last December that the Argentine people
have no desire to return to authoritarian rule.
 

President Bush also visited Uruguay on his fiv-nation
*tour of South America, underscoring our support for democracy
and for President Lacalle's efforts to create a more open,
market-oriented economy, and spelling out the benefits to be
derived from the Enterprise for the Americas Ynitiative.
Uruguay, as a middle income developing country, is not eligible
for some kinds of U.S. assistance, but we have provided some
security assistance to enhance Uruguay's ability to interdict
drugs. We also made a surplus food grant last year, the sale
of which provided about $2.8 million for Uruguay's Social
Investment Fund. 
To their credit, both Uruguay and Brazil
adhered with great integrity to UN economic sanctions against
Iraq, despite the serious cost.
 

In Paraguay, President Rodriguez is steadily,
courageously leading his nation -- so long locked into
dictatorship --
into the mainstream of the hemisphere's
democracies. 
The U.S. has reinstated GSP benefits contingent
on the reform of labor practices, including the right to
organize. We also are providing, through the National
Endowment for Democracy, money to train observers for the May
1991 municipal elections, the first such vote in Paraguay's
history. Finally, Paraguay has joined its Southern Cone
neighbors in negotiations for a common market and in
negotiating a joint framework agreement with the U.S. under the
Enterprise for the Americas Initiative.
 

The EnterDrine for the Americas!nitativ,
 

When I began my statement, I discussed a revolution in
economic thought and policy in this hemisphere -- a sharp turn
away from statist, protectionist policy and toward economic
freedoms. 
For the poor of this hemisphere, for those who want
to see democracy succeed, for those who look to participate in
the economy of the Americas, this change in thinking represents
a profound opportunity, and its impact can be far greater than
any amount of aid we would extend.
 

President Bush got a strong sense of this new thinking in
!ebruary 1990 when he went to 
the Andean drug summit in
'artagena, Colombia. 
The presidents he met gave him an
?mphatic message --
more than aid, they want their citizens to
iave the opportunity to sell their goods in 
the world economy,
.ncluding the U.S. market. 
On the flight home from Cartagena,
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President Bush told his advisors that-we owe.our neighbors a
 
bold response.
 

Within four months, on June 27, 1990, the Enterprise for
 
the Americas Initiative was born. In its spirit, it is 
an

offer of partnership among countries eager to forge ahead with

economic reform. It is based not on dependency and aid, but on

concerted action to free our economies from restrictions that

have helped economic elites and stifled the poor and the

industrious. It offers a vision of free trade throughout the
 
Americas.
 

The programs of EAI promote prosperity through trade and
 
investment liberalization and debt relief, with a new emphasis
 
on environmental protection. EAI offers the most to those that
 
are doing the most to reform. We are encouraging other
 
nations, especially Japan, to pursue similar objectives for the
 
region. 
We hope that Japan and the European Community will
 
contribute to a proposed EAI Multilateral Investment Fund to be

administered by the Inter-American Development Bank. The fund
 
would provide $300 million in grants annually over the next
 
five years to support comprehensive reforms in investment
 
policy, privatization and human capital needs.
 

Since the EAI was launched, we have negotiated framework
 
agreements with five countries, and discussions are underway
with nine others: These agreements establish principles for

cooperation on trade and investmei.t, and can set the framework
 
for negotiating free trade agreements. We trust that the

Congress will provide the President the authority necessary to
 
move ahead in expanding free trade in this hemisphere.
 

We are also working with the Inter-American Development

Bank on a new program that will provide lending to cupport

countries thet removing impediments to international investment.
 

I also urge the Congress to take rapid action on the

remaining portions of the debt element of the EAI. 
We are

moving forward quickly with debt reduction agreements on

P.L. 480 programs under the authority granted by the 1990 farm

legislation. We still need authority for debt reduction
 
agreements on concessional debt administered by AID, and for

debt-for-equity and debt-for-nature swaps relating to Commodity

Credit Corporation and Ex-Im programs.
 

The Latin American region today is in a position to
launch self-sustaining growth withii a democratic and stable
 
political framework. There is nothing automatic nor guaranteed

about continued progress, but it is certain that the programs

of the EAI provide powerful leverage to continue economic
 
reforms.
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Overview of Our nudoet RaeuO-

The Administration's request for assistance for Latin
America and the Caribbean for fiscal 1992 balances the vital
interests of the United States, the need to meet the challenges
that the region poses, and the reality of ever-increasing

fiscal constraints.
 

For fiscal 1992 we are requesting $1.520 billion for
economic and anti-narcotics assistance and $280.2 million for
security aid. 
 This represents an increase of $104 
million, or
six percent over 
levels requested for fiscal 1991. 
 The total
requested, $1.799 billion, accounts for less than 17 percent of
our worldwide assistance request, 
a modest sum considering the
importance of the region to the United States.
 

Security Assistance
 

At this point I would like to address the security
assistance component of our request. 
 In fiscal 1992, we have
requested $713.9 million in Economic Support Funds (ESF) and
$280.2 million for military assistance (FMF and IMET),
totalling $994.1 million, or 12.1 percent of the requested
worldwide security assistance. In addition, AID has targetted
$406 million in development assistance with special emphasis on
job creation to benefit the poor, primary health care,
education, strengthening of democratic institutions, and
preserving the environment.
 

Of the sum requested for military assistance, $13.75
million will go to the International Military Education and
Training (IMET) program. 
As you know, Mr. Chairman, in past
years this porular program has provided professional and
technical training to Latin American military officers and
noncomissioned officers. Through well-structured courses, this
program gives the future military leaders of our region
important training in human rights and civil-military
relations. 
In the hope that we can build on the successes of
the past, we are requesting IMET programs in virtually all
countries in Latin America and the Caribbean with which we
maintain diplomatic relations.
 

This year, thanks to the initiative of friends in the
Congress, we have a revision in the fiscal 1991 INET
legislation which enables us 
to include civilian officials in
our IMET training programs. Effective civilian control of the
military will become reality only when there are enough well
trained civilians who can play leading roles in defense
 programs and budgets, strategic planning,* force structure
management, and of course the management of the U.S. militqry
assistance programs. 
We are working to make IMET-funded
courses for civilians begin within the next few weeks.
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Of the $266.4 million in Foreign Military Financing (FNF)

that we have requested, $137 million will support the Andean
 
Counternarcotics strategy in Bolivia, Colombia and Peru. Tt
 
also includes $5 million for Ecuador. A total of $108.9
 
million in FMF will support the key democratic countries in
 
Central America. This leaves only a request for $15.5 million
 
in FMF outside the Andes and Central America. Of that amount,

'$11.9 million is for the drug-threatened Caribbean. The
 
remaining $3.5 million will go toward reinforcing

civil-military relations in Argentina, Chile, Paraguay and
 
Uruguay.
 

We have taken steps to ensure that ou. security

assistance, including that provided to fight narcotics
 
trafficking, supports our key policy objectives in the region.

Together with the Defense Department, the DEA and other
 
agencies, we have developed a human rights training program

which will be administered to our officials, both military and
 
civilian, before they assume duties related to the
 
implementation of our counter-narcotics and military assistance
 
programs in our embassies. The training will provide our
 
personnel with a thorough understanding of human rights law and
 
policy, as well as information about the human rights situation
 
in the country to which they will be assigned.
 

Our security assistance has helped us make progress in
 
the drug war in the first year of the Andean strategy. We have
 
helped Colombia to maintain its vigorous campaign against

narcotics traffickers, yielding a 37 percent increase in
 
seizures over the previous year. Accomplishments include the
 
seizure of over 50 metric tons of cocaine, the destruction of
 
over 300 processing labs, and 7,000 arrests. Colombian police

also have eradicated virtually all marijuana cultivation in
 
traditional growing areas. The Government has dealt severe
 
blows to the leadership structure of the Medellin cartel by

keeping drug kingpins such as Pablo Escobar constantly on the
 
run. Colombia extradited 14 drug susrects to the United States
 
in 1990; the total extradited since August 1989 is 26. Three
 
other major traffickers have surrendered under President
 
Gaviria's amnesty decrees which guarantee confessing

traffickers a shortened sentence and no extradition. However,

Colombian security forces continue to pay a heavy price. In
 
the last year, over 400 National Policemen have died at the
 
hands of the traffickers.
 

Our narcotics-related security assistance has yielded

good results in Bolivia as well. Coca eradication during the
 
year reached a record level of over 8,000 hectares, making

possible a net reduction in the amount of coca cultivation for
 
the first time. Joint police, Air Force, and Navy task forces
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have expanded counternarcotics operations, disrucing
trafficking patterns. A major narco-trafficker was arrested,
along with his lieutenants, planes, 1Lboratoris, and other

personal assets, in a combined operatin.
 

In Peru, President Fujimori has expressed his
government's commitment to fight narcotics trafficking. Thoug
concrete actions have, until recently, been limited, we are
beginning to see promising signs. 
 There are increasing report
of effective Peruvian military and police coordination against
traffickers in the Upper Huallaga Valley. 
In addition, the
Peruvian Air Force has forced down two planes in the Upper
Huallaga Valley, both laden with narcotics. President Fujimor

has proposed an innovative, comprehensive agreement,

integrating alternative development and law enforcm. ,nt, which
should provide a solid framework for our future

counter-narcotics cooperation. 
Negotiations should conclude
shortly. 
We thus are hopeful that our two governments will
 
soon be jointly working effectively against narcotics
 
production and trafficking.
 

Our focus is fighting narcotics, not insurgency,

notwithstanding the evidence of collusion between
narco-traffickers and guerrilla groups in Colombia and Peru.
Our assistance is in all instances channelled through the
civilian governments. While our preference is to work with
established police forces, we have seen that these units are
often not trained or equipped to engage the paramilitary forcez
of narcotics traffickers in remote and dangerous 
areas. Thus,
we believe that specially-trained military units can bring a
significant resource in the war on drugs, if properly
coordinated and directed by civilian authorities. I want to
 
stress that our military trainers will be limited in number and
will not become directly involved in counternarcotics
operations. As their title conveys, they will only train.
 

Conclusio
n
 

Mr. Chairman and Members of the Subcommittee, I have
submitted this detailed statement to give you a full picture of
the challenges and opportunities we face in this hemisphere.
am optimistic about the future of the Americas, and I believe 
I
 

our policies respond to our interests and to our neighbors'
concerns. 
Moreover, I am confident that we are delivering a
dollar's worth of good for U.S. interests tar every dollar we
spend in the region. My staff and I look forward to working
with all of you to make our policies and programs a success.
 



Mr. OBEY. Mr. Michel.
 
MR. MICHEL'S OPENING STATEMEN"'
 

Mr. MICHEL Mr. Chairman, thank you.
I too have a prepared statement which I would like to submit for 

the record. 

NEW STRATEGY FOR LATIN AMERICA 

Mr. Chairman, I agree that we have a time of remarkable oppor
tunity in our relations with the countries of this hemisphere. There 
is a broad consensus as we see the spread of democracy and the 
adoption of market-based economic policies regarding the need for 
a new strategy based on mutual respect and mutual responsibility
to deepen those roots of democracy, to restructure those economies,
and to help achieve stability and prosperity throughout the hemi
sphere.

The words of President Bush in launching the Enterprise for the 
America's Initiative last June, were that "the future of Latin 
America lies with free governments and free markets". 

We hope that the program proposed by the Agency for Interna
tional Development will support that vision through $713.9 million 
in economic support funds (ESF), $406.2 million in development as
sistance (DA), and $300.2 million in Public Law 480, $125 million of 
which is administered by the Department of Agriculture under 
Title I. 

Mr. Chairman, we have seen a cyclical pattern which follows the 
rise and fall of national security threats in our attention to this 
hemisphere, and that is certainly reflected in the aid levels. They 
went up in the early 1960s when Fidel Castro came to power.
Though aid levels went down in the 1970s, there was a significant
increase when the Sandinistas took control in Nicaragua. Now we 
are faced with the question of whether that cycle will be repeated
just as the broad consensus in favor of political and economic free
dom is beginning to show promise of real results. 

A.I.D.'S OBJECTIVrZ 

The program for A.I.D. for the 1990s is intended to support three 
objectives: broadly based and sustainable economic growth, the evo
lution of stable, democratic societies, and responding to specific
challenges to the attainment of growth and democracy.

With respect to growth, we look at four elements. First of all,
market-directed economic policies that promote investment, pro
ductive employment, and outward oriented diversification. 

Second, the promotion of a vigorous response by the private
sector to such a policy environment to create new jobs, new eco
nomic activity, third, increased participation in the economy by the 
disadvantaged, and fourth, preservation and sustainable use of the 
natural resource base. 

We have learned, with respect to economic policy reforms, that 
bad economic policies erase the benefits of even the best targeted
humanitarian programs.

The majority of our requests for ESF for fiscal year 1992 will 
support economic policy reform with local currency generations 
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used primarily for public investments that will cushion the impact
of the adjustments on the most needy.

Because we can make only a limited investment from appropri
ated funds, it is critical that we target that asistance to maximizebenefits and reach the largest number of poor and disadvantaged.

We think that support for policies that create an environment
for broadly based economic growth will have a greater impact onthe poor than relief that reaches only a few and lasts only while 
external funding continues.

Economic policy reform is also a necessary objective because it isimportant for the beneficiary countries to adopt reforms that willregain access to the international financial institutions, which are an increasingly important part of the capital flows to the region.
Commercial bank lending is not there anymore.

Many countries, as this chart shows that have begun to implement economic reforms are achieving positive growth in their economy. As that growth occurs, we see a couple of interesting things
on the trade front. 

First of all, we see that exports from the region to the UnitedStates have begun to rise as the countries have rationalized andliberalized their economies. In my prepared statement, there is aversion of this chart that extends it into 1990 and the steppingstones keep going up. The exports from the region to the U.S., reflecting a diversification and an opening up of the economies, also
create new demands in those economies for imported goods.Just as their exports to the U.S. have risen, so have our exportsto Latin America and the Caribbean, from a low of $26 billion in1983 to $48 billion in 1989. The estimate for 1990 is $55 billion. Sothe effect of economic reform is economic growth. And economic
growth, we believe, is important to development. You cannot justdivide up poverty. You nee.d to have a growing economy.

As a more favorable policy environment is being generated, weseek to encourage the private sector through a variety of programs
to respond to new opportunities. We are providing about $100 million in our request for 1992 to help local businesses obtain information and services through export investment promotion activities,
to help link local and U.S. businesses, and to provide technical as
sistance. 

We have established with the Department of Commerce a LatinAmerican and Caribbean Development Center to serve as an information clearinghouse and one-stop shop for U.S. businesses and
businesses in the region.

In Costa Rica, we have a country where economic reforms and avigorous response to them by the private sector have led to impressive growth. GDP has averaged 4 percent over the last 3 years on an annual basis. Unemployment has fallen to about 4.5 percent.Nontraditional exports have risen about 28 percent each year over
the last 8 years.

All levels of Costa Rica's society have benefited from this exportled growth. But as this chart shows, the lower-income brackets arereceiving the highest increases in income. Now, I think thislargely because Costa Rica's economy has evolved with the opening,
is 

the liberalization of the economic reforms, and with the new kinds
of industri,3 that have been established there. 
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It is not that there is a sudden surge in demand for coffee o 
sugar or bananas. It is the dramatic diversification that has o
curred in the pattern of nontraditional export growth. That sam 
pattern that has so profoundly affected the incomes of the poor iiCosta Rica is holding true for other countries in the region as well

Now, just as the A.I.D. private sector programs seek to broadei
and accelerate the benefits of policy reforms, we also seek, throug]
our development assistance, to broaden and accelerate the opportu
nities for the disadvantaged to participate in economic growth. Fo
fiscal year 1992, we are proposing $50 million for child survival$29 million for other health activities, $8 million for AIDS activi 
ties, $57 million for population, $22 million for basic education.

There have been significant social advances over the past fev 
years throughout the region. Infant mortality rates are down, pri
mary school retention rates are up. The countries in the regiol
need to address systemic problems in social service delivery sys
tems, and we are putting an emphasis on support for improvemen
in those systems.

At the same time, we will continue to support small and micro
enterprises, the private voluntary organizations, and those workinj
to address the barriers to integration of the informal sector int 
the economy.

The preservation and sustainable use of the environment obvi
ously is essential for growth to be sustained. The A.I.D. prograir
will put emphasis on sound policies, strong institutions, protectior
of bio-diversity in tropical forests, global climate change, integratei
pest management, coastal zones, and many other activities. We arE
planning $66.3 million in addition to local currency ge'erations foi
environmental activities in the hemisphere in fiscal year 1992.

Turning to the strengthening of democracy, this economic devel
opment occurs in a political context, where development, we be
lieve, can best be sustained over the long term in a political envi
ronment in which individual liberty is protected and in which
human rights are respected. This map shows the dramatic change
that has occurred over the past decade in the political landscape of 
our hemisphere. For the first time in history, nearly every country
has a democratically elected government.

Our program for the 1990's will focus on strengthening the com
petence of government institutions with checks and balances and
decentralization of authority that diminish the concentration of po
litical power. Our program includes support for municipalities, the
judiciary, the legislative organizations, as well as the promotion of 
a vigorous civil society and the strengthening of democratic values
through the range of the AID program.

Our deliberations in developing this program of support for de
mocracy reflect what we have learned from our experience of col
laboration with our neighbors over the years. We seek to be respon
i've to their priorities, not to introduce a "Made in the U.S.A." pre
scription. 

NARCOTICS 

Finally, Mr. Chairman, a statement would not be complete with
out mention of the special challenges faced by the hemisphere, and 
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in particular the challenge of drugs. Production, trafficking, and
consumption of drugs affects every corner of the hemisphere,threatens both the economic growth and the evolution of stable 
democratic societies. 

We are requesting $250 million in ESF for the Andean counterdrug initiative to help address this challenge. This will providemacroeconomic and alternative development assistance to helpoffset the loss of foreign exchange, stimulate alternative means ofearning a living through legitimate activities, and also will support
the capacity of the justice systems to deal with the criminal aspect
of the drug trafficking.

We are seeing some progress. The Chapare Valley in Bolivia is now exporting pineapples and bananas for the first time in several years, not just drugs. Fewer workers from the surrounding highvalley are migrating to cultivate coca because of new opportunities
closer to home, and A.I.D.'s programs have provided short-term employment for more than 100,000 laborers in community develop
ment projects and related activities. 

We are just about doubling our request for resources for narcotics education and prevention from 1990. We are looking for $6.8
million for fiscal year 1992 for those programs to diminish demandand educate the populace in the region on the evils of drugs.

Another challenge is Central America, where the challenge forthe countries is to learn how to work together as a region and to overcome many of the common regional problems, such as environment, trade, and energy, through collaborative means. We will seekto work with those countries within a regional framework. Wehave developed a regional economic assistance strategy for Central
America that has been submitted to the subcommittee.

That work, of course, will be done within the context of the Partnership for Democracy and Development and in working with the
key regional institutions. 

Mr. Chairman, I believe this program is one that is responsive tothe needs and aspirations of the people of Latin America and theCaribbean, and that it supports vital U.S. interests in the hemisphere which we share with them. It focuses on key objectives; it isresults oriented. I hope that the Congress and the American people
will support it and we can work with you. I am looking forward tomuch progress in the 1990's in our relations within this hemi
sphere. 

Thank you.
[The information follows:] 



592 

PREPARED STATEMENT OF JAMES H. MICHELI 
 Assistant Administrator
 
Latin America and the Caribbean Bureau
 
Agency for International Development
 

before the
 
Subcommittee on Foreign Operations
 

Committee on Appropriations

U.S. House of Representatives
 

Washington, D.C.
 
March 13, 1991
 

Mr. Chairman, Members of the Committee, it is a pleasure to
be here today to discuss the current state of affairs in the
 
Western Hemisphere, the prospects for FY 1992 and beyond, and
A.I.D.'s role in helping further U.S. interests and objectives

in the region.
 

There is a new political and economic landscape in this
 
Hemisphere. 
With the spread of democratically-elected

governments and the growing acceptance of market-based economic

policies, Latin American and Caribbean (LAC) countries have

begun the process of recovery from the crises of the 1980s.
 

While much has been accomplished to achieve peace,

democracy, and economic recovery in the Hemisphere, much
remains to be done. 
The gains are fragile and future outcomes

satisfactory to U.S. interests are not ansured. 
 It is
important that U.S. policy seek to sustain these favorable

trends toward a democratic and prosperous Hemisphere.
 

There is a broad consensus throughout the region and within

the international community that a new strategy of cooperation

based on mutual respect and mutual responsibility is needed.
The vision of the Enterprise for the American Initiative (EAI)

sets the tone. The Initiative contemplates a cooperutive

endeavor to advance our increasingly shared interests and

values, embracing the three issues of greatest importance to
Latin America -- trade, investment, and debt. It will build upon the efforts already underway in the region to deepen theroots of democracy, restructure economies, and achieve economic 
stability and prosperity. 

President Bush said when he launched the Enterprise for the
Americas last June that "the future of Latin America lies with
free governments and free markets." 
 To support this vision,
A.I.D..has carefully designed its program for the 1990s to
respond to the new challenges and new opportunities in the

Hemisphere. We are requesting from the Congress a program

level of $1.4 billion for FY 1992. 
This includes $713.9

million in Economic Support Funds (ESF), $406.2 million in

Development Assistance (DA), and $300.2 million in P.L. 480
 
resources, including Title I programs administered by the U.S.
 
Department of Agriculture.
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I realize that an investment of nearly $1.4 billion is a
 
large amount to ask the Congress and the American taxpayers to
 
make. I certainly believe that such an investment is needed.
 
If we fail to provide adequate support for our neighbors in the
 
Hemisphere at this critical juncture, today's bright prospects
 
for long-term stability and broadly based growth may be in
 
jeopardy. If elected governments carrying out market-based
 
economic policies cannot demonstrate that their principles work
 
in practice for the benefit of all segments of society, then
 
desperate people may again be tempted by extremists. And we
 
will be faced in a few short years with the prospects of a much
 
larger investment to protect our national interests.
 

Our aid Ievels to the Hemisphere have had a cyclical
 
pattern which follows the rise and fall of national security
 
threats. Levels were high in the early 1960s when Fidel Castro
 
took power in Cuba. Through the 1970s, aid levels fell.
 
However, we significantly increased levels again when the
 
Sandinistas took control in Nicaragua and began to support
 
insurrection in neighboring countries.
 

The broad consensus in favor of political and economic
 
freedom is beginning to show results. The Hemisphere is on the
 
threshold of achieving the political stability, economic
 
prosperity, and social justice that have for so long eluded
 
most of the people in the region. It would be tragic if we
 
were again to turn our attention away from Latin America and
 
the Caribbean at this moment of new challenges and new
 
opportunities by once again reducing our assistance too far,
 
too fast.
 

Chart 1
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The FY 1992 A.I.D. request reflects the minimum amounts
 
necessary to ensure that the prospects for long-term stability
 
and broadly based growth are realized. Our A.I.D. program is
 
designed to get maximum benefit from the investment we are
 
asking the Congress and the American taxpayers to make.
 

It should also be emphasized that foreign assistance is
 
only one element in our economic relations with our neighbors.

.In addition to your approval of the A.I.D. program, this
 
Committee's support is needed for continuation of the "fast
 
track" authority needed to bring into force a North American
 
Free Trade Agreement. Your support is also needed for early
 
approval of legislation to permit full implementation of the
 
Enterprise for the Americas Initiative and the Andean Trade
 
Initiative. All of these measures are inter-related; all are
 

.-important to advancing our interests in a prosperous and
 
democratic hemisphere.
 

A.I.D.'s Obiectives for the 1990s in the Westorn Hemisphere
 

The objectives of our program for the 1990s are:
 

(1) support broadly based, sustainable economic growth; 

(2) support the evolution of stable democratic societies; 
and 

(3) respond to specific challenges to the attainment of 
growth and democracy. 

Broadly based. Sustainable Economic Growth
 

It is axiomatic that sustainable economic growth is
 
necessary to reduce poverty and increase opportunities for
 
participation in society. If economic growth does not occur,
 
very little can be done to alleviate poverty. In fact, as with
 
the economic crises of the 1980s, economic decline causes the
 
number of poor to increase. The poor need economic growth
 
which leads to real and lasting jobs. Only with the creation
 
of such employment will individuals earn enough income to pay
 
for their essential needs of food, shelter, water, health care,
 
and education. Also, without economic growth, public and
 
private sectors cannot make and maintain adequate investments
 
in education, health care, sanitation, and basic infrastructure.
 

In order to promote the achievement of broadly based,
 
sustainable economic growth in the LAC region, A.I.D. is
 
focusing on: (a) market-directed economic policies that promote

investment, productive employment, and outward-oriented
 
diversification; (b) promotion of a vigorous response by the
 
private sector to such a policy environment; (c) increased
 
participation in thd economy by the disadvantaged; and (d) the
 
preservation and sustainable use of the natural resource base.
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(a) Promoting markat-baspad economic oolimr reforms
 

We have learned over the years that poor economic policies

cause enormous harm to the poor and tend to erase the benefits

of even the beat targeted humanitarian programs. Overvalued

exchange rates, for example, limit employment and growth while
 
promoting consumption of imported goods -- goods which are

mainly consumed by middle- and upper-income people, not by the
 
poor. 
Large fiscal deficits lead to high inflation, a
condition which almost invariably hurts poor people the most.

Inefficient and money-losing parastatal enterprises soak up

scarce government resources -- leaving less for higher

priorities like education and health -- and provide little
 
employment opportunities for all but the politically

we.14--cdnnected.
 

Because of the limited amount of investment that A.I.D. can
make, it is critical that we target that assistance to
 
maximize benefits and reach the largest number of poor and

disadvantaged. Supporting policies that create an environment
 
for economic growth that is broadly-based, creates jobs, and
improves incomes is more likely to have a broad and significant

impact on the poor than providing only temporary relief that

reaches only a few and lasts only while external funding

continues.
 

Responding to the hemisphere-wide movement toward

market-based economies, A.I.D., along with other international
 
donors, is placing an important emphasis on helping governments

reform their economies. As many of the countries in the region

begin to change their policies, A.I.D.1s program will help ease

the difficult adjustment to.market-based economies. Policy

changes that A.I.D. plans to support with a majority of the
 
$713.9 million in ESF resources requested include correcting

overvalued exchange rates, reducing fiscal deficits,

controlling inflation, diversifying exports, promoting

investment, and privatizing government enterprises.
 

Most nations throughout the Hemisphere have realized that.
 
reforming their policies is the best way to help their
 
citizens. Many countries have already begun to implement

economic reform programs. For a number of these countries,

positive results have already begun with gross domestic product

(GDP),.annual growth rates improving 
over the last few years

(Chart 2).
 

A.I.D. support for policy reform has been instrumental in
assisting countries in Latin America and the Caribbean to
 
adjust their economies so they can compete in world markets.

More open, competive economies have produced a growing volume
 
of exports, generating foreign exchange and creating much
 
needed jobs at all levels of society.
 

http:A.I.D.1s
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Exports from the LAC region to the U.S. have been on the
 
rise over the last four years as many countries have begun to
 
open up their economies. Exports were flat or were slightly
 
declining throughout most of the early and mid-1980s, when the
 
impact of the 9conomic crises was the most severe (Chart 3).,
 

LATIN AMERICA EXPORTS TO THE US 
1980 TO 1990 

BIUONS OFPS
 
70
 

60" 

50" 

40

*30

20

10"
 

1960 1981 1982 1983 1984 1985 1968 19087 198 1989 1990 

YEAR 

DpvWxdCawm.. 



-6-
It is important to underscore that as policy reform in the
region leads-to more market-based economies and increasing
exports, the benefit is realized not only by the developing
countries. 
As the Hemisphere develops economically, new and
larger markets closer to home are opening up for the United
States. 
As a result of the economic problems of the early
1980s, purchases of U.S. goods fell sharply from $42 billion in
1981 to $26 billion in 1983.


estimated 400,000 jobs. 
This cost the United States an
As many of the economies began to
recover in the late 1980s, U.S. exports to the region rose to
$48.8 billion in 1989 and an estimated $55 billion in 1990


(Chart 4).
 

Chart 4 US EXPORTS TO LATIN AMERICA 
1980 TO 1990 
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Of particular interest is the fact that U.S. market share
of total exports to the LAC region increased from 50% in 1980
to 56% in 1989. 
 When focusing only on the countries of the
Caribbean Basin, the 3hift is 
even more dramatic: U.S. market
share rose from 63% 
in 1980 to 71% in 1989.
 
As the region continues to develop, the opportunities for
Increased trade and investment will expand. Many U.S.
businesses are already looking to the Hemisphere. In 1989,
total outstanding U.S. direct investment in the region stood at
$61 billion, or 67% of all such U.S. investment in developing
countries. 
In addition to quickly improving quality of
products, services, and labor, other positive aspects of the
region are attracting U.S. businesses, such az the shorter
shipping routes and the fact that most of the region shares


U.S. time zones.
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(b) Encourage a viorous response by the orivate sector 

As a more favorable policy environment is being-generated,
 
A.I.D.Is program also seeks to encourage the private sector to
 
respond to the improved policy environment with increased
 
investment and expansion, thus leading to job creation and
 
higher incomes. A.I.D. is focusing its efforts on working with
 
.progressive elements within the private sector who are
 
committed to broad-based development and a democratic society.
 

A.I.D.Is program for FY 1992 will provide-over $100 million
 
in ESF and DA assistance to the private sector in a variety of
 
ways. Activities range from business counseling to training
 
and technical assistance to the provision of credit to
 
icroenterprises. A.I.D. also supports financial market
 

development to mobilize capital for new business starts and
 
expansion of existing businesses. Through the International
 
Executive Service Corps, A.I.D. supports volunteers from the
 
United States who work with senior management in local
 
businesses to help achieve more productive use of resources.
 

A.I.D. is helping local businesses to obtain timely,
 
relevant information and targeted services through export and
 
investment promotion institutions. A.I.D. programs also help
 
to link local and U.S. businesses for joint ventures, and
 
provide technical assistance in marketing, packaging, shipping
 
and production.
 

In addition, A.I.D. is working with U.S. businesses to
 
involve them in the development process while at the same time
 
generating new markets and opportunities for them. The new
 
A.I.D. Partnership for Business and Development Initiative
 
emphasizes that sustainable economic growth is inextricably
 
linked to the strength of the partnership between business and
 
development.
 

As U.S. busine3ses get involved in the region through
 
investment and trade, they will have a positive impact on
 
development. As development occurs in the region, there will
 
be greater opportunities for U.S. firms as they compete in the
 
world marketplace. In short, U.S. business is good for
 
development, and development in the Hemisphere is good for U.S.
 
business.
 

As part of the Business and Development Initiative, A.I.D.
 
is working closely with the Department of Commerce, having
 
established the new Latin America and Caribbean Business
 
Development Center. The Center serves as an information
 
clearinghouse and a "one-stop-shop" in Commerce for U.S.
 
businesses interested in the LAC region.
 

http:A.I.D.Is
http:A.I.D.Is
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A.I.D. also provides assistance to U.S. firms located in
the region. Information and services are provided in areas


such as 
investment opportunities, market analyses, joint
venture production, possibilities for sourcing, and
import/export progedures.
 

In 1990, A.I.D. assistance to U.S. firms engaged in local
production contributed to 312 investments averaging $1.6
million. 
A.I.D. assistance to local firms in the region helped
produce an additional 393 investments averaging $683,000.
 

(c) Increaseparticination in the economy by 
the disadvntaeg.
 

Costa Rica is 
an example of a.country that is realizing the
benefits of economic reforms and a vigorous response to those
.reforms by the private sector. 
 GDP has risen an average of
4.1% over 
the last three years and unemployment has fallen to
the 4.5% range. Non-traditional exports have risen an average
of 28% each year over the last 8 years. Most of the exports
are from labor-intensive agriculture and manufacturing
businesses which provide opportunities that benefit low-income
workers. 
All levels of Costa Rica's society benefited from
export-led growth, with the lowest income brackets receiving
the highest increases in income 
(Chart 5).
 

Chart 5
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Costa Rica is.used as an example because reliable data ia
 
readily available. Although Costa Rica is not representative
 
of the region in some respects, especially in its century of
 
democratic stability, the structure of its economy is typical
 
of Latin America. It was largely agricultural, with exports
 
consisting primarily of a few basic commoditied produced on a
 
large scale -- such as bananas, coffee, and sugar.
 

The growth of Costa Rica's economy, and the economies of
 
other countries that have implemented economic reforms, is not
 
due to the surge in demand for those commodities. Rather,
 
growth in exports and in gross domestic product is attributable
 
largely to the dramatic diversification that is creating new
 
industries, new jobs, and new products and services. The
 
pattern of non-traditional export growth that has so profoundly
 
affected the incomes of the poor in Costa Rica holds true for
 
other countries in the region as well. For those that started
 
with an even more skewed income distribution, it is likely that
 
the impact has been even more profound.
 

For example, in Jamaica, economic reforms were implemented
 
beginning in the mid-1980s, including lowering tariffs,
 
eliminating a number of quantity restrictions, removing price
 
controls and untargeted food subsidies, and privatizing a
 
number of public enterprises. The results are impressive: GDP
 
growth rate for tho last three years has averaged 3.1%,
 
non-traditional exports have risen an annual average of over
 
30% in the last five years, and over 100,000 jobs were added
 
between 1985 and 1988. Manufacturing employment which affects
 
the lower income brackets grew by 35%, adding 34,000 jobs.
 

In Guatemala, small farmers are growing winter vugetables
 
for the U.S. market in part because of a favorable exchange
 
rate and reduced red tape for exports. This is much more
 
profitable and labor intensive than traditional crops like
 
corn. In other cases, whole villages of Guatemalan Indians are
 
now sewing clothing for the U.S. market. Incomes in villages
 
engaging in exports have risen significantly.
 

In addition to supporting policy reforms and private sector
 
activities that result in job creation and rising incomes,
 
substantial amounts of Development Assistance will be targeted
 
specifically to accelerate and expand opportunities for the
 
disadvantaged to participate in the benefits of economic
 
growth. A.I.D. will continue to help LAC countries increase
 
access to basic education and primary health care, with an
 
emphasis on improving child survival, family planning, and
 
nutritional services, and improve the efficiency of those
 
delivery systems. For FY 1992, total A.I.D. resources to be
 
allocated to the LAC region include approximately $50 million
 
for child survival activities, $29 million for health
 
activities, $8 million for AIDS activities, $57 million for
 
population activities, and $22 million for basic education.
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There have been significant social advances over the past
few years throughout the region. Infant mortality rates are
down; primary school retention rates are up. Nevertheless,
most health and e~ucation services are poorly administered and
inefficient. LAC countries need to address problems in
education and health sectors in order to be able to develop
sustainable, more efficient, decentralized educational and

social service delivery systems.
 

For example, on average, 90% of the education budget pays
for personnel, leaving very little for textbooks, teacher
manuals, equipment, and other critical operating expenses.

Most ministries of education in the region are inefficient

bjireaucracies. 
 As a result, programs and projects experience
delays, and available resources do not reach the local level.
 

A.I.D. plans to target assistance to help governments in a
variety of ways including: reallocation of resources within
their education budgets, improvement of curriculum and the
quality of instruction, development of national capacitibs for
textbook production, decentralization of administrative

functions, and computerization of management information
 
systems to improve efficiency.
 

The health sector has similar inefficiencies that A.I.D.
plans to address as well. 
 Those include weak management and
inadequate administration, poor allocation of funds between
curative and preventive services, poor access to primary health
 
services, and more.
 

In addition to this emphasis on sectoral reforms needed for
widespread and lasting change, A.I.D. will continue to support
small and microenterprises in both rural and urban areas, and
will continue to support the important work of private
voluntary organizations working directly with the poor and
addressing barriers to the integration of the informal sector
into the economy. 
A.I.D. will also continue to direct local
 currency generated from the ESF balance of payments support to
social investment funds targeted for the extreme poor.
 

Another A.I.D. initiative, Family and Development,
recognizes the family as 
a fundamental building block In social
and eqonomic development. 
As part of its efforts to increase
the participation in the economy by the disadvantaged, the
Agency will focus on the family unit as a starting point.
Analysis of family units can prove useful for determining what
people need, how they use the resources they have, and what
impediments exist to full access to the economy. 
A.I.D. will
identify innovative ways to increase the mobilization of family
resources to stimulate economic growth and social development.
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(d) The oreaervation and sustain~nle use of the environmqt-


Clearly economic growth cannot be sustained without
 
preserving the environment. As one of its highest priorities,
 
the Agency.is providing leadership in environmental management
 
and the sustainable use of the natural resource base in the LAC
 
region through policy dialogue, institution building, training,
 
and demonstration projects.
 

For example, in the area of policy dialogue, A.I.D. has
 
been conducting a s,ries of natural resource policy inventories
 
across Central America to document the diverse and fragmented
 
policies and laws, lack of institutional and financial
 
resources, and limited coordination among institutions
 
responsible for enforcing natural resource management
 
policies. Based on these inventories, we are encouraging
 
policy alternatives and suggesting future areas of research.
 

A.I.D. is also improving and expanding programs in the
 
protection Of biodiversity and tropical forest management,
 
global climate change, integrated pest management, coastal zone
 
management, debt-for-nature exchanges, environmental education,
 
environmental business development, and grass-roots support
 
through nongovernmental organizations. For environmental
 
activities in FY 1992, A.I;D. is planning $66.3 million in DA
 
and ESF, in addition to local currency generated by A.I.D.
 
programs.
 

Evolution of Stable Democratic Societies
 

As I have already mentioned, extraordinary changes have
 
occurred in the Hemisphere over the past decade. For the first
 
time in history, nearly every nation has a democratically
 
elected government (map).
 

In addition to a variety of initiatives focused on helping
 
them move towards more market-based economic policies, the new
 
democratically-elected governments need assistance in deepening
 
the roots of democracy. While elections have been held
 
throughout the LAC region, many democratic institutions are
 
still weak.
 

With its Democracy Initiative, A.I.D. has made
 
strengthening democracy a major goal of its program. Latin
 
America and the Caribbean have been in the forefront of this
 
effort since the transition to democracy began at the end of
 
the 1970s. By helping democratic societies evolve, A.I.D. is
 
helping governments become more responsive to the needs of the
 
people. As citizens' views are better represented in
 
government, then the needs of the people will be better
 
identified and addressed.
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LATIN AMERICA AND THE CARIBBEAN 

Elected dlan gvmmeat 

[~Dlcatorhips or mflhay regha 

Economic development occurs in a political context.
Experience has repeatedly demonstrated that development can
best be sustained over the long term in a political environment
in which individual liberty is protected and nourished and in
which human rights are respected. There are many examples that
support the conclusion that political freedom and economic
freedom are mutually reinforcing in support of the well being

*of a nation's citizens.
 

In a fully functioning democratic society, individuals 
are
better able to obtain the economic freedoms they need by
pressing for policy changes through the democratic process.

The democratic process also leads to better designed health
 care and education systems which respond to the needs of the
people. Better environmental policies tend to be implemented
when people's concerns are well represented in govenment.
 

It is no coincidence that Costa Rica, where democracy has
been in existence for 100 years, has the most extensive
national parks system in all of Latin America, and Haiti, which
only recently had its first democratic elections, has some of

the worse environmental problems in the Hemisphere.
 



604
 

- 13 

A.I.D.'s program for the 1990s will focus on (a)
 
strengthening the competence of government institutions with
 
checks and balances and decentralization of authority that
 
avoid the concentration of political power; (b) helping create
 
a pluralistic, autonomous, vigorous civil society that can
 
balance and limit state power while providing channels for the
 
articulation and practice of democratic interests; and (c)
 
strengthening the democratic values, attitudes, beliefs, and
 
information that support democratic pluralism and are required
 
for effective leadership.
 

During the past year A.I.D. has been developing a
 
comprehensive five-year strategy for meeting these democracy
 
objectives in the region. Our deliberations have reflected
 
what we have learned from our experience of collaboration with
 
our neighbors. Our program is responsive to their priorities
 
in their ongoing efforts to strengthen democracy; it is not a
 
"made in the U.S.A." prescription.
 

Like other development problems, strengthening democracy
 
will require a long-term effort. For FY 1992, we are
 
requesting $91.8 million in DA and ESF resources.
 

(a) Strengthenino the comoetence of aovernment institutions
 

In order to merit the confidence of the people, governments
 
need to be accountable and responsive. The.rule of law must be
 
taken seriously, with a strong judicial system in place to
 
enforce the law and protect human rights. Legislatures should
 
be strengthened to improve government responsiveness to
 
citizens and to check excessive executive power. Honesty and
 
competence in government should be the norm, particularly in
 
the area of financial management. Beyond the decentralization
 
of power at the national level, political power needs to be
 
decentralized geographically and local and municipal
 
governments strengthened.
 

Through training and technical assistance in such areas as
 
legislative organization and management, the administration of
 
justice and financial management systems,.A.I.D. can make a
 
significant contribution in this area.
 

(h) Heling create a civil society 

Just as economic competition is essential to the notion of
 
free markets, so too is intellectual and political competition
 
essential to a truly democratic political system. In addition
 
to ensuring democratic competition, non-governmental
 
organizations contribute to the public awareness 3nd the
 
deliberation of issues of common concern. Political parties:
 
across the spectrum, free press and media, "think tanks", labor
 
unions, business organizations, and other grassroots and civic
 
organizations are all essential to a fully functioning
 
democracy and need to be strengthened.
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A.I.D.'s program will involve assistance in areas such.,as
training in standards of journalism, the development of 
.
indigenous public policy research centers, and seminars for
labor leaders and other avocacy groups.
 

(c) Strengthen democratic 
value. and leaderahim
 

Formal democratic structures do not succeed where citizens
do not share a commitment to common democratic values.
Political participation, tolerating diverse opinions, abiding
by the rules and accepting the results of political competition

are all concepts which must gain acceptance.
 

In the LAC region, A.I.D. assistance includes civic
education programs, assistance in the development of
independent centers of 
research and policy analysis, and
support for organizations protecting human rights. 
A.I.D. also
provides short-term and long-term training for potential
leaders, bringing them to the United States to observe our
democratic values and practices.
 

A.I.D.Is democracy programs are designed to complement
those efforts being carried out by other organizations such as
the National Endowment for Democracy, other U.S. agencies such
as the U.S. Information Agency (USIA), and other donors.
A.I.D. will continue to work closely with other U.S. agencies
such as the Departments of State and Justice and USIA. 
 It
should be emphasized that we fully recognize that 
our
contribution in strengthening the institutional structures of
democracy is only a part of a broader U.S. policy, the success
of which must ultimately depend as much on political will and
popular demand as on institutional capacity.
 

Special Challenoen
 

Andean Counterdruo Initiative
 

The production, trafficking, and consumption of drugs is 
a
serious problem that affects every corner of the Hemisphere and
threatens to interfere with the attainment of market-based
economic growth and the evolution of stable, democratic

societies. 
The $250 million in ESP resources requested for the
Andean Counterdrug Initiative will be used to help address this

challenge.
 

The Andean countries need to strengthen their legitimate
economies in order to enable them to move away from dependence
on a cocaine economy. 
As part of President Bush's overall
Andean Counterdrug Initiative, A.I.D. is providing both
macroeconomic and alternative development assistance to help
offset the loss of foreign exchange inflows resulting from
counterdrug activities, while helping stimulate legitimate
economic growth which will produce the jobs necessary to
replace the drug-related ones. 
 Alternatives must be available
in order to persuade individuals to stop growing, producing,

and processing illicit drugs.
 

http:A.I.D.Is
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The overall goal of the Andean Counterdrug Initiative is to
 
disrupt and dismantle the multinational criminal organivations
 
that support the production, processing, transportation, and
 
distribution of cocaine to the United States and to other
 
nations. It is only within this overall context that
 
alternative development and income-substitution programs will
 
have any chance of success. Sustained, vigorous law
 
enforcement can successfully disrupt the coca market and lower
 
the farm-gate price of coca leaf. Alternative economic
 
opportunities then become viable.
 

As a result of U.S. assistance this past year, progress has
 
already been made. For the first time there was a net
 
reduction of coca cultivation in Bolivia of 2,600 hectares in
 
1990. Recently, 16,000 pineapples were bought from Chapare
 
Valley farmers and shipped to Buenos Aires, the first major
 
non-coca shipment in five years. More shipments of pineapple
 
and bananas are expected this year.
 

Very few workers from the surrounding high valleys have
 
been migrating to the Chapare Valley to help cultivate coca
 
because of new job opportunities at home. Because of critical
 
irrigation and agriculture assistance provided by A.I.D.,
 
workers are staying home to cultivate their own alternative
 
crops. In addition, as a result of A.I.D. assistance, more
 
than 100,000 laborers have been employed in short-term jobs in
 
road maintenance and other community development projects.
 

The presidents of Colombia, Bolivia, and Peru .and President
 
Bush agreed to work together to combat illicit narcotics
 
production, trafficking, and consumption at the Cartegena
 
Summit. They also agreed that one of the most useful ways to
 
do so was to help the Andean countries open up trade. Through
 
liberalized trade and investment relations under the Andean
 
Trade Initiative and the EAI, the U.S. Government can help
 
generate alternative sources of jobs, income, and foreign
 
exchange throughout the economy. The Andean countries also
 
want to work together to dismantle barriers to greater
 
intra-regional trade relations. .I.D. assistance is enabling
 
the Andean countries to capitalize )n a more open trading
 
system.
 

In addition to economic assistance and alternative
 
development and income generation, A.I.D. also is providing
 
resources for narcotics education and prevention,
 
administration of justice, and other democratic initiatives
 
focused on the special challenge of drugs. For example, last
 
year in Peru, drug education programs were implemented in 17
 
high schools, reaching 11,500 students. The substantial
 
increase in our administration of justice program for Colombia
 
this year recognizes the priority need to strengthen the
 
judicial system so that narco-traffickers can be brought to
 
trial in Colombia's own courts.
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Central America
 

For the first time in history, all the countries of the
Central American isthmus, from Guatemala to Panama, are led by.
democratically elected governments committed to market-based
economic policies. There is 
an unprecedented opportunity for
the region over the next decade to achieve political stability,
economic prosperity, and social justice.
 

The special challenge facing the Central American countries
is how to work together as a region. 
Many of the problems
facing each country are 
rooted in common regional problems.
Therefore, as 
expounded in the Declaration of Antigua, the
Pesidbnts of the Central American countries have pledged to
strengthen intraregional integration and cooperation.
 

The United States has widened the scope for cooperation
with Central America through the EAI and has called for broae
multilateral support for the region through a Partnership for
Democracy and Development (PDD). 
 At the same time, U.S.
foreign assistance levels for Central America are declining
from the historic amounts that were provided during the
conflicts and economic crises of the last decade. 
The
challenge for the 1990s is to sustain the positive but still
very fragile trends towards political freedom and economic
growth, utilizing diminished resources in a manner that will
have the maximum impact.
 

A.I.D. has developed a new strategy for U.S. economic
assistance for Central America in the 1990s which will support
the broad objectives identified by the Central American
Presidents in the Declaration of Antigua adopted in June 1990,
as well as 
the commitments they made in the Declaration of
Puntarenas in December 1990.
 

To foster regional cooperation, A.I.D. will place greater
emphasis on implementing initiatives identified by the Central
Americans within a regional framework. 
A.I.D. will encourage
policy, legal, and other reforms to further liberalize trade
within Central America, to strengthen democracy and protect
human rights, and to safeguard the region's natural resource
base. 
Much of the effort will be made within the framework of
the PPD, working with key regional institutions while at 
the
same 
time helping them to achieve greater self-sufficiency and
reduce their dependence on donor resources.
 

A.I.D. will pursue these objectives through its bilateral
and regional programs, and through heightened collaboration
with other U.S. Government agencies, multilateral development
institutions, and other bilateral donors. 
A.I.D.'s
implementation strategy will emphasize greater concentration of
resources on the solution of specific sectoral problems as
macroeconomic environments improve.
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Conclunion 

Mr. Chairman, Members of the Subcommittee, I believe that
 
the A.I.D. program for FY 1992 and beyond is responsive to the
 
needs and aspirations of the people of Latin America and the
 
Caribbean, and that it supports vital U.S. interests in the
 
Hemisphere we share with them. It focuses on key objectives

and it is results-oriented. I hope that the Congress and the
 
American people will support our proposed $1.4 billion
 
investment as one that is modest in cost with excellent
 
prospects for returning substantial dividends.
 

Thank you.
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Mr. OBm,. Mr. Rowen. 

MR. RowEN's OPENING STATEMENT 
Mr. ROwEN. Mr. Chairman, I have a statement, too, and I will be 

very brief in my oral remarks.
Latin America absorbs a very small part of the Defense Department's activities and spending. It also, as you have observed inyour opening statement, receives a small part of our assistance.With regard to our military assistance, it is about 5 percent of the

overall total.
It also, judged by the amount onspent military activities inLatin America, Central and South America, it is a very nonmilitarized area by world standards. Less than 1 percent of the area'stotal product, gross national product, is devoted to military activities. It is the least militarized region in the world.
Moreover, its qovernments have been reducing their armedforces-Argentina s army dropped from 175,000 in 1983 to 95,000 in1988; the Brazilian army went from 541,000 in 1987 to 319,000 in1988; Chile went from 126,000 in 1983 to 96,000 in 1988. In addition,arms imports to the region went from an annual average of $2 billion a year in the late 1970's to less than $1 billion in the late1980's. 
Now, the major causes of this, a low level of military activity andits decline, have been the progress of democracy, of which we havejust heard, and the decline of Soviet intervention and debt crises

which have limited available funds.
Well, this environment described, obviously, enormously affectsour own aims. First of all, we encourage economic development,which has been pointed out. We promote the proper role of themilitary in democracies. We encourage a deeper respect for civilianauthority, for human rights and other democratic values in the

armed forces.
An important tool in this effort is the International MilitaryEducation and Training program, the IMET program, where we
emphasize these values both through instruction and example. And
now thanks to legislation which was passed last year, we can enrollboth military and civilian personnel; that is, we can add civiliansto this program. We are working with the Government of Argentina in planning a pilot program, and we hope to introduce this expanded IMET program to Chile and others as well.While we applaud the many triumphs of democracy and the decline in hostilities in the region, there are still several problemareas. One obvious one is the large-scale nature of narcotics production and trafficking which threatens governments in the regionand causes much human anguish both there and in the U.S. Butwhile we work at home to reduce the demand for narcotics, thePresident's drug control policy works to stem the flow of cocaineand other illicit drugs from the Andean region. And security assistance is an important component of this effort.We seek an end to the armed conflicts in the region, an end inwhich the democracies win. And our military assistance program 



610
 

supports democratically elected governments; this has been and 
still is the case in countries such as El Salvador, Honduras, and Co
lombia. And finally, basic American security interests in the hemi
sphere need to be protected, including trade routes, lines of com
munication, national and international air space. 

Mr. Chairman, as the history of Latin America and the Caribbe
an is closely intertwined with that of the U.S., so will be our fu
tures. The potential benefits of free democratic hemisphere, where 
trade is unfettered, investment climates stable, and security not 
threatened are very great. Much progress has been made, obvious
ly, but we are not quite at that enviable state. So we need to sus
tain our efforts towards this goals, and security assistance is a 
small part of this strategy, but it is an important part. 

Thank you. 
[The information follows:] 
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TESTIMONY BY
 
ASSISTANT SECRETARY OF DEFENSE HENRY S. ROWEN 
:BEFORE THE HOUSE APPROPRIATION SUBCOMMITTEE 

ON FOREIGN OPERATIONS 
MARCH 13, 1991
 

MR. CHAIRMAN, I APPRECIATE THE OPPORTUNITY TO DISCUSS WITH YOU.
 
AND THE OTHER DISTINGUISHED MEMBERS OF THE COMMITTEE THE
 
PRESIDENT'S FY 1992 SECURITY ASSISTANCE PROGRAM FOR THE INTER-'
 
AMERICAN REGION.:
 

LATIN AMERICA ABSORBS A VERY SMALL PART OF THE DEPARTMENT OF
 
DEFENSE'S ACTIVITIES AND SPENDING. 
ITALSO RECEIVES ONLY.A 
SHALL PART OF OUR TOTAL MILITARY ASSISTANCE SPENDING .- ABOUT 5 
PERCENT, 

ALSO, JUDGED BY THE AMOUNTS SPENT ON MILITARY ACTIVITIES IN
 
CENTRAL AND SOUTH AMERICA --
LESS THAN ONE PERCENT OF THE AREA'S 
GNP -- THIS ISTHE LEASTMILITARIZED REGION INTHE WORLD. 
MOREOVER, ITS GOVERNMENTS HAVE BEEN REDUCING THEIR ARMED FORCES, 
ARGENTINA'S ARMY DROPPED FROM 175,000 IN1983 TO 95,000 IN1988. 
THE BRAZILIAN ARMY WENT FROM 541,000 IN1987 TO 319,000 TROOPS
 
IN1988. CHILE WENT FROM 126,000 TROOPS IN1983 TO 96,000 IN 
.
 
1988. 
 ARMS IMPORTS TO THE REGION WENT FROM AN ANNUAL AVERAGE OF
 
$2BILLION INTHE LATE 70'S TO LESS THAN $1BILLION INTHE LATE
 
80'S. 
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THE MAJOR CAUSES OF THIS LOW LEVEL'OF MILITARY ACTIVITYHAVE 
PROBABLY BEEN THE PROGRESS OF DEMOCRACY,'.THE DECLINE OF SOVIET 
INTERVENTION, AND DEBT CRISES WHICH HAVE LIMITED-AVAILABLE
 
FUNDS.
 

SECURITY ASSISTANCE ISA VITAL COMPONENT OF AN INTEGRATED U.S.
 
STRATEGY THAT SEEKS TO STRENGTHEN U.S. NATIONAL SECURITY BY
 
SUPPORTING LATIN AMERICAN EFFORTS TO CONSOLIDATE DEMOCRACY,
 
STIMULATE ECONOMIC GROWTH, DEVELOP FREE MARKETS, COMBAT ILLEGA
 
NARCOTICS PRODUCTION AND TRAFFICKING, RESOLVE CONFLICTS, AND
 
IMPROVE NATIONAL AND REGIONAL SECURITY. A STABLE, DEMOCRATIC
 
LATIN AMERICA AND CARIBBEAN WOULD PRESENT CLEAR POLITICAL,
 
ECONOMIC AND SOCIAL GAINS FOR ALL CITIZENS OF THE WESTERN
 

HEMISPHERE.
 

WE ARE PROUD OF THE TRIUMPHS OF DEMOCRACY INLATIN AMERICA, AND
 
BELIEVE THAT SECURITY ASSISTANCE HAS CONTRIBUTED TO THE PROCESS
 
WE HAVE SEEN TAKE ROOT INRECENT MONTHS AND YEARS. BUT VICTORY
 
OVER SOVIET EXPANSIONISM DOES NOT MEAN THAT OUR WORK ISDONE.
 
WE MUST HELP DEMOCRACY GROW, AND CONSISTENTLY SUPPORT OUR LATIN
 
PARTNERS.
 

INMANY WAYS, LATIN AMERICA AND THE CARIBBEAN STILL FACE THE.
 
SAME POLITICAL AND ECONOMIC PROBLEMS THEY FACED DURING THE COLD
 
WAR. THEY ALSO CONFRONT ADDITIONAL PROBLEMS FROM THE DRUG
 
TRADE. WITHOUT FURTHER U.S. SUPPORT, WE FORESEE CONTINUED
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NARCOTERRORISM; CIVIL AND MILITARY CONFLICT, AND:ECONOMIC, 
STRIFE.
 

PURPOSES OF U.S. MILITARY ASSISTANCE
 
MILITARY ASSISTANCE ISPART OF AN INTEGRATED, MULTI--DIMENSIONAL
 
STRATEGY TO PROMOTE STABILITY AND BETTER RELATIONS INTHE
 
WESTERN HEMISPHERE. FURTHERING THESE AIMS WOULD HELP ENSURE'A
 
STABLE SECURITY ENVIRONMENT FOR THE UNITED STATES-IN THIS!
 
HEMISPHERE, I WILL NOW EXPLAIN EACH OF THESE AIMS INGREATER
 
DETAIL.
 

CONSOLIDATING DEMOCRACY
 
MANY COURAGEOUS LATIN ANERICANS --
SUCH AS FORMER PRESIDENT
 
ALFONSIN INARGENTINA, PRESIDENT AYLWIN INCHILE, AND OTHERS-

HAVE STRUGGLED AND SACRIFICED FOR FREE ELECTIONS AND THE RULE OF
 
LAW. DEMOCRATICALLY-ELECTED GOVERNMENTS REIGN WITH THE
 
EXCEPTIONS OF CUBA AND SURINAME. 
BUT WHILE WE APPLAUD THE
 
BLOOMING OF DEMOCRACY INLATIN AMERICA, WE MUST REMEMBER THAT
 
DEMOCRACY ISMUCH MORE THAN VOTING. 
THE CHALLENGE OF THE 1990,'
 
ISTO REINFORCE DEMOCRATIC INSTITUTIONS SO THEY MAY WITHSTAND
 
THE PRESSURES THAT HAVE TOPPLED THEM INTHE PAST.
 

OUR IMET PROGRAM SEEKS TO STRENGTHEN ALLIANCES AND FOSTER THE
 
PROPER ROLE OF DEFENSE ESTABLISHMENTS INA DEMOCRACY. 
A
 
FUNDAMENTAL MISSION ISTO INSTILL DEEPER RESPECT FOR CIVILIAN
 
AUTHORITY AND HUMAN RIGHTS INTHE ARMED FORCES. 
AS FUTURE-

MILITARY LEADERS STUDY INU.S. SCHOOLS, WE EMPHASIZE PROTECTING
 

42-25 0-91-M 
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HUMAN RIGHTS,.ENSURING MILITARY JUSTICE., AND STRENGTHENING
 
CIVILIAN-LED, DEMOCRATIC INSTITUTIONS THROUGH INSTRUCTION AND
 
EXAMPLE.
 

THANKS TO LEGISLATION CONGRESS ENACTED LAST YEAR, WE-CAN NOW
 
TRAIN BOTH MILITARY AND CIVILIAN DEFENSE LEADERS TO BETTER
 
MANAGE DEFENSE RESOURCES AND PROGRAMS. WE ARE WORKING WITH THE
 
GOVERNMENT OF ARGENTINA INPLANNING AND IMPLEMENTING A PILOT
 
PROGRAM. THE PROGRAM WILL EMPHASIZE DISTINCT ROLES FOR MILITARY
 
AND CIVILIAN PERSONNEL IN A DEMOCRATIC SOCIETY WHEN FORMULATING
 
AND IMPLEMENTING NATIONAL DEFENSE STRATEGY. 
WE HOPE ALSO TO
 
WORK WITH THE GOVERNMENT OF CHILE, WHERE THE AYLWIN GOVERNMENT
 
HAS MADE HISTORIC-STRIDES IN'RETURNING CHILE TO ITS DEMOCRATIC
 
TRADITION.
 

WE ALSO ARE WORKING WITH OUR MILITARY COUNTERPARTS AND THEIR
 
RESPECTIVE GOVERNMENTS TO REEXAMINE THEIR SECURITY NEEDS INTHE
 
POST-COLD WAR ERA. FOR EXAMPLE, BRAZIL HAS COOPERATED WITH U;S.
 
SECURITY OBJECTIVES INNUCLEAR NONPROLIFERATION BY DECLARING AN
 
END TO ITS NUCLEAR WEAPONS DEVELOPMENT PROGRAM. ARGENTINA HAR
 
PUBLICLY-ANNOUNCED AN END TO ITS CONDOR PROGRAM.
 

AS THE ARMED FORCES REDEFINE THEIR MISSIONS WITHIN THE CONTEXT
 
OF DEMOCRATIC, CIVILIAN-LED GOVERNMENTS, THESE COUNTRIES COULD
 
PLAY INCREASINGLY IMPORTANT ROLES INTHE UN AND-THE OAS$ DURING
 
THE PERSIAN GULF CRISIS. WHILE ONLY ARGENTINA SENT MILITARY
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FORCES TO THE GULF, OTHERS SUCH AS COLOMBIA, HONDURAS, MEXICO
 
AND VENEZUELA PLAYED KEY SUPPORTING ROLES AT THE UN AND OPEC.
 

COMBATTING NARCOTICS PRODUCTION AND TRAFFICKING
 
AS YOU ARE AWARE, THE FY 1989 DEFENSE AUTHORIZATION AND
 
APPROPRIATIONS ACTS DESIGNATED DOD AS THE SINGLE LEAD AGENCY Of
 
THE FEDERAL GOVERNMENT FOR THE DETECTION AND MONITORING OF THE
 
AIR AND SEA TRANSIT OF ILLEGAL DRUGS INTO THE U.S., ALONG WITH
 
THE REQUIREMENT TO INTEGRATE COMMAND, CONTROL, COMMUNICATION,
 
AND INTELLIGENCE ASSETS INTO AN EFFECTIVE COUNTERNARCOTICS
 
NETWORK. ADDITIONALLY, INSEPTEMBER 1989, SECRETARY CHENEY
 
DIRECTED THAT DOD ENTITIES ENGAGED INTHE IMPLEMENTATION OF THE
 
PRESIDENT'S NATIONAL DRUG CONTROL STRATEGY ASSIST U.S. AND HOST
 
NATION COUNTERNARCOTICS LAW ENFORCEMENT AGENCIES BY ENHANCING
 
COUNTERNARCOTICS EFFORTS AT THE SOURCE, INTRANSIT, AND WITHIN
 
THE U.S. WE RECOGNIZE THAT WE CANNOT WIN THE WAR ON DRUGS
 
WITHOUT REDUCING U.S. DEMAND, BUT THIS ISOUTSIDE THE SCOPE OF
 
MY TESTIMONY.
 

AT THE SOURCE, THE ANDEAN STRATEGY ISTHE CORNERSTONE OF THE
 
PRESIDENT'S PROGRAM. 
 ITISA COMPREHENSIVE, MULTI-FACETED
 
APPROACH TO CONTROLLING THE COMPLEX PROBLEM OF COCAINE
 
PRODUCTION AND DISTRIBUTION WITHIN COOPERATING HOST NATIONS.
 
THE PLAN EMPHASIZES DEVELOPING HOST NATION CAPABILITIES THROUGH
 
TRAINING, MATERIEL, INTELLIGENCE, AND TECHNOLOGICAL SUPPORT. 
IN
 
ADDITION, NATION BUILDING ASSISTANCE ISAN INTEGRAL PART OF-THE
 
OVERALL CONCEPT.
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WHILE U.S. MILITARY ASSISTANCE ISAN IMPORTANTELEMENT OF THE,
 
ANDEAN STRATEGY, ITISONLY ONE PART. LET ME ASSURE THE
 
COMMITTEE THAT WE DO NOT CONTEMPLATE A LARGE U.S. MILITARY
 
PRESENCE INTHE ANDES, NOR DO WE SEEK TO CREATE LARGE. NEW
 
PARAMILITARY FORCES INTHE REGION. 
OUR GOAL ISTO ASSIST THE
 
DEMOCRATIC GOVERNMENTS OF THE ANDES SO THAT THEY CAN DEFEAT THE
 
NARCOTRAFFICKING ORGANIZATIONS THEMSELVES. 
THIS POLICY ISTHEN
 
COMPLEMENTED BY EXPANDED ECONOMIC ASSISTANCE TO THE ANDEAN
 
COUNTRIES TO HELP OFFSET THE NEGATIVE IMPACT ON THE LOCAL
 
ECONOMY AS COCA ISPHASED OUT AS A RESULT OF OUR EFFORTS.
 

APPROXIMATELY 51% OF OUR FMF REQUEST INFY 1992 WILL*SUPPORT THE
 
ANDEAN STRATEGY. OUR MILITARY ASSISTANCE ISDESIGNED TO
 
INCREASE THE EFFECTIVENESS OF MILITARY AND LAW ENFORCEMENT
 
ORGANIZATIONS TO COMBAT COCAINE AND OTHER ILLICIT DRUG
 

WITH THE LARGE SIZE OF THE ANDEAN COUNTRIES AND THE REMOTENESS
 
OF GROWING AREAS AND PROCESSING CENTERS, OUR NARCOTICS LAW
 
ENFORCEMENT UNITS DO NOT HAVE THE RESOURCES, EQUIPMENT, OR
 
TRAINING TO COPE WITH THE SCALE OF THE PROBLEM. HOST NATION
 
MILITARY FORCES CAN PROVIDE TRANSPORTATION AND LOGISTIC SUPPORT;
 
PATROL RIVERS AND COAST LINES; AND PROVIDE SECURITY AGAINST
 
INSURGENTS. FOR THESE REASONS, PARTICIPATION BY THE HOST
 
COUNTRY MILITARIES ISNECESSARY.
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KNOWING OF THE COMMITTEE'S CONCERN FOR HUMAN RIGHTS, ICANNOT
 
STRESS ENOUGH THAT WE ARE WORKING HARD TO EMPHASIZE RESPECT FOR
 
HUMAN RIGHTS INALL OUR TRAINING, INCLUDING COUNTERNARCOTICS
 
TRAINING, 
U.S. SPECIAL FORCES MILITARY TRAINING TEAMS ARE
 
REQUIRED TO TEACH RESPECT FOR HUMAN RIGHTS INBOTH FORMAL
 
CLASSROOM LECTURES/DISCUSSIONS AND INPRACTICAL HANDS-ON
 
INSTRUCTION. 
STUDENTS ALSO ARE TAUGHT THE CONSTRUCTIVE BENEFITS
 
FROM POSITIVE CIVIC ACTIONS, SUCH AS PROVIDING MEDICAL TREATMENT
 
TO CIVILIANS.
 

ONE MEASURE OF OUR SUCCESS INTHE ANDES MAY BE THE SHIFT IN
 
ILLEGAL DRUG TRADE TO OTHER COUNTRIES. OUR SECURITY ASSISTANCE
 
REQUEST FOR FY 1992 REFLECTS INCREASED RESOURCES TO POTENTIAL
 
SOURCE AND TRANSIT COUNTRIES. WE CANNOT RELENT INOUR WAR ON
 
NARCOTRAFFICKERS SIMPLY BECAUSE THEY PREDICTABLY MOVE THEIR
 
OPERATIONS TO NEW AREA, 
OUR POLICY MUST REMAIN FLEXIBLE.
 

AFTER THE FIRST YEAR OF THIS FIVE-YEAR STRATEGY, THERE HAVE BEEN
 
NOTABLE ACHIEVEMENTS, NEW, DEMOCRATICALLY-ELECTED GOVERNMENTS
 
INEACH NATION HAVE REPEATEDLY VOICED THEIR COMMITMENT AND PUT
 
RESOURCES FORWARD TO COUNTER THE NARCOTICS TRADE. 
 THE U.S. HAS
 
SUPPORTED THE INTERNAL PROGRAMS OF THE THREE NATIONS TO IMPROVE
 
THE OPERATIONAL AND INTELLIGENCE CAPABILITIES OF THEIR LAW
 
ENFORCEMENT AND MILITARY FORCES ENGAGED INTHE DRUG WAR. 
 THESE
 
PROGRAMS HAVE INCREASED PRESSURE ON THE TRAFFICKING
 
ORGANIZATIONS.
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INSUPPORT OF INH, WE HAVE HELPED IMPROVE COUNTERNARCOTICS
 
COOPERATION WITH THE POLICE INTHE ANDEAN COUNTRIES. 
WE HAVE
 
ASSISTED THE ARMED FORCES OF COLOMBIA AND BOLIVIA TO ASSUME A
 
MORE VIGOROUS ROLE, PRODUCING DRAMATIC SEIZURES INRECENT YEARS.
 
THIS COMBINED LAW ENFORCEMENT AND MILITARY EFFORT REDUCES
 
DUPLICATION OF LOGISTICS, MAINTENANCE AND OTHER KEY SUPPORT
 
ELEMENTS ESSENTIAL FOR EFFECTIVE COUNTERNARCOTICS OPERATIONS.
 

THE INTENT OF THIS COOPERATIVE EFFORT, BASED ON A CONTINUING
 
ASSESSMENT, ISTO CONTINUE PROGRESS WHILE ADDRESSING
 
SHORTCOMINGS. 
KNOWING THAT THE U.S. MUST SUSTAIN A VIGOROUS
 
PROGRAM, THE ADMINISTRATION ISDETERMINED TO PURSUE THOSE
 
EFFORTS THAT HAVE PRODUCED RESULTS, REASSESS THOSE THAT HAVE
 
NOT, AND SEEK NEW APPROACHES THAT WILL ENHANCE OUR CHANCES FOR
 
SUCCESS.
 

COUNTERINSURGENCY VS. COUNTERNARCOTICS
 
THE QUESTION HAS BEEN RAISED AS TO WHETHER THE U.S. SHOULD
 
SUPPORT ANDEAN MILITARIES, SOME WITH POOR HUMAN RIGHTS RECORDS,
 
INCONFRONTING INSURGENT GROUPS CLEARLY INVOLVED INNARCOTICS
 
TRAFFICKING. 
WE CANNOT GLOSS OVER PAST ABUSES. THE U.S.
 
OPPOSES THESE ABUSES AND ALWAYS WILL. 
 BUT WE SHOULD NOT
 
SUBSCRIBE TO THE NOTION THAT ORGANIZATIONS LIKE THE SENDERO
 
LUMINOSO OF PERU OR THE FARC INCOLOMBIA ARE CHAMPIONS OF HUMAN
 
RIGHTS, 
THESE GROUPS ARE PROFITING FROM THE NARCOTICS INDUSTRY!,
 
AND ARE CONTINUING THEIR TERRORIST TACTICS.
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ALTHOUGH THE FOCUS OF THE U.S. EFFORT ISCOUNTERNARCOTICS, NOT
 
COUNTERINSURGENCY, COLOMBIAN AND PERUVIAN INSURGENTS ARE
 
INVOLVED INNARCOTICS AND, ALONG WITH THE TRAFFICKERS, HAVE
 
CREATED A MILITARIZED SITUATION. 
ITISA MISTAKE TO ASSUME THAT
 
ECONOMIC DEVELOPMENT INCOCA GROWING REGIONS ISPOSSIBLE WITHOUT
 
PROVISION OF A SECURE ENVIRONMENT INWHICH TO WORK. NO SOCIAL
 
OR ECONOMIC APPROACH TO THE DRUG DILEMMA CAN SURVIVE INTHE
 
ENVIRONMENT OF INTIMIDATION AND VIOLENCE THAT NOW PREVAILS.
 

HELPING TO RESOLVE CONFLICTS
 
THE CHANCES OF FOREIGN MILITARY INTERVENTION INLATIN AMERICA OR
 
THE CARIBBEAN HAVE GREATLY DIMINISHED WITH THE END OF THE COLD
 
WAR. HOWEVER, INSURGENCIES STILL CONTINUE INLATIN AMERICA, AND
 
ARE LIKELY UNTIL THE MAJOR SOCIO-ECONOMIC PROBLEMS OF THE REGION
 
ARE SETTLED. WE WILL CONTINUE TO SUPPORT EFFORTS TO NEGOTIATE
 
SATISFACTORY AND JUST SOLUTIONS TO CONFLICTS INTHE HEMISPHERE.
 
AT THE SAME TIME, WE WILL MAINTAIN OUR SUPPORT FOR CIVILIAN.
 
DEMOCRATICALLY-ELECTED GOVERNMENTS CONFRONTING INSURGENCIES.
 

LET ME NOW TURN TO SPECIFIC CASES:
 
EL SALVADOR CONTINUES TO BE THE MOST PROMINENT CONFLICT INTHE
 
REGION, AND STABILITY INCENTRAL AMERICA AS A WHOLE REMAINS
 
THREATENED SO LONG AS ITCONTINUES. THE CONFLICT HAS BEEN LONG
 
AND BLOODY, AND RECENT NEGOTIATIONS TO MOVE TOWARD A CEASE-FIRE
 
AND FINAL AGREEMENT BETWEEN THE GOVERNMENT AND THE FMLN REMAIN
 
STALLED. WE HAVE SUPPORTED THE EFFORTS OF THE UN, ESPECIALLY
 
THOSE OF SPECIAL ENVOY DE SOTO. 
WE HAVE ALSO CONTINUED OUR
 
MILITARY ASSISTANCE PROGRAM TO THE DEMOCRATICALLY-ELECTED
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GOVERNMENT OF EL SALVADOR. AS A RESULT OF THIS SUPPORT, THE
 
GOVERNMENT OF EL SALVADOR CAN MOVE TO NEGOTIATE CONFIDENTLY WITH
 
THE FMLN TO ENSURE AN EQUITABLE RESOLUTION.
 

OUR CONTINUED INTERACTION WITH THE SALVADORAN ARMED FORCES OVER
 
THE 11 YEARS OF THE CONFLICT HAS RESULTED INCONSIDERABLY FEWER
 
HUMAN RIGHTS VIOLATIONS BY THE MILITARY. NONETHELESS, WE ABHOR
 
ANY AND ALL HUMAN RIGHTS VIOLATIONS AND WILL CONTINUE TO PRESS
 
THE MILITARY TO BETTER RESPECT HUMAN RIGHTS. 
WE ALSO CONTINUE
 
TO PRESS FOR JUDICIAL REFORM AND TO BRING TO JUSTICE THE
 
MURDERERS OF THE SIX JESUIT PRIESTS, THE THREE U.S. SERVICEMEN
 
WHO RECENTLY DIED AS A RESULT OF FMLN AGGRESSION, AND OTHER,'
 
UNRESOLVED CASES.
 

GUATEMALA: THE OUTLOOK ISMORE PROMISING. PRESIDENT SERRANO HAS
 
EMPHASIZED ENFORCEMENT OF HUMAN RIGHTS STANDARDS REPEATEDLY, AND
 
HAS STATED HIS INTENTION TO PRESS FOR PROSECUTION OF THE DEVINE
 
MURDER CASE. HE HAS ALSO ASSERTED HIS AUTHORITY OVER THE ARMED
 
FORCES BY MAKING SEVERAL SIGNIFICANT CHANGES INTHE MILITARY
 
LEADERSHIP. THE PRESIDENT HAS EXPRESSED HIS HOPE THAT THE
 
GOVERNMENT AND THE INSURGENTS CAN SETTLE THEIR DIFFERENCES. THE
 
URNG HAS INDICATED THAT ITISREADY TO NEGOTIATE, AND EFFORTS,
 
ARE UNDERWAY TO BRING THE TWO.SIDES TOGETHER, PERHAPS AS EARLY
 
AS THIS SPRING.
 

COLOMBIA: THE OUTLOOK ISMIXED. THE M-19 GUERRILLA MOVEMENT WAS
 
RECENTLY BROUGHT INTO THE LEGITIMATE POLITIrAL PROCESS AND IS,
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PARTICIPATING INTHE ONGOING CONSTITUTIONAL ASSEMBLY. PRESIDENT
 
GAVIRIA HAS DECLARED HIMSELF OPEN TO DIALOGUE WITH OTHER
 
INSURGENT GROUPS, BUT THE FARC AND THE ELN REMAIN INARMED
 
OPPOSITION. THE INSURGENTS HAVE RECENTLY INCREASED THEIR
 
ATTACKS AGAINST ECONOMIC INFRASTRUCTURE TARGETS, PARTICULARLY
 
PETROLEUM PRODUCTION AND TRANSPORTATION ASSETS.
 

PERU: THE CURRENT OUTLOOK ISNOT ENCOURAGING. TWO MAJOR
 
INSURGENT GROUPS, THE NOTORIOUS SENDERO LUMINOSO AND THE MRTA,
 
ARE ACTIVE AND HAVE DE FACTO CONTROL OF SOME RURAL AREAS. THESE
 
TERRORIST GROUPS HAVE DRIVEN MANY PEOPLE FROM OUTLYING RURAL
 
AREAS INTO THE GHETTOS OF LIMA, COMPOUNDING PERU'S SERIOUS
 
SOCIAL AND ECONOMIC PROBLEMS. THE RECENT OUTBREAK OF CHOLERA
 
STRAINS AN ALREADY DESPERATE SITUATION. INSURGENT GROUPS ARE
 
ACTIVE INCOCA GROWING AREAS, AND THEIR LINKS WITH THE ILLICIT
 
DRUG TRADE ARE EXPANDING.
 

NATIONAL AND REGIONAL SECURITY
 
OUR PROVISION OF DEFENSE ARTICLES AND SERVICES THROUGH BOTH
 
MILITARY ASSISTANCE AND FOREIGN MILITARY SALES PROVIDES OUR
 
FRIENDS AND ALLIES INTHE REGION WITH ADDITIONAL RESOURCES TO
 
ASSIST INTHE COMMON DEFENSE OF REGIONAL INTERESTS. MILITARY
 
ASSISTANCE HELPS THE SOVEREIGN GOVERNMENTS INTHE REGION SECURE
 
NATIONAL BORDERS, KEEP OPEN SEA LANES AND OTHER LINES OF TRADE
 
AND COMMUNICATION, PROTECT NATIONAL AND INTERNATIONAL AIRSPACE,
 
AND SAFEGUARD LAND TRANSPORTATION NETWORKS.* 
INFACT, IMPROVED
 
CONTROL OF THE SEA LANES, RIVERINE AREAS, AND NATIONAL AND
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INTERNATI'NAL AIRSPACE WOULD GREATLY ASSIST OUR NARCOTICS
 
INTERDICTION EFFORTS. MILITARY ASSISTANCE TO OUR ALLIES ISA
 
COST-EFFECTIVE PART OF THE NECESSARY DEFENSE OF OUR MUTUAL
 
INTERESTS.
 

WITH THE IMPROVEMENT OF U.S. RELATIONS'WITH THE SOVIET UNION, 
AND WITH CUBA RECEIVING LESS SOVIET AID AND ATTENTION, WE ARE
 
REVIEWING OUR LEVELS OF MILITARY PRESENCE INTHE AREA.
 
REDUCTIONS WILL BE INACCORDANCE WITH THE BEST INTERESTS OF BOTH
 
THE U.S. AND OUR LATIN NEIGHBORS. OF COURSE, WE WILL MAINTAIN
 
OUR KEY CAPABILITIES TO PROTECT LAND, SEA, AND AIR ROUTES, AND
 
ACTUALLY ENHANCE.OUR FLEXIBILITY TO RESPOND TO SMALL AND FAST
 
MOVING REGIONAL CRISES, SUCH AS THE ONE INPANAMA.
 

MILITARY ASSISTANCE ALSO SUPPORTS OUR REGIONAL SECURITY
 
ARRANGEMENTS, WHICH PROMOTE COLLECTIVE SECURITY AND STABILITY IN
 
RELATIONS AMONG COUNTRIES. FOR EXAMPLE, WE SUPPORT THE CENTRAL
 
AMERICAN'REGIONAL SECURITY COMMISSION (CASC), WHICH ADDRESSES
 
REGIONAL-ARMS REDUCTION AND CONFIDENCE-BUILDING MEASURES, AND
 
THE REGIONAL SECURITY SYSTEM (RSS), WHICH FUNCTIONS INTHE
 
CARIBBEAN.
 

AS I MENTIONED BEFORE, MULTILATERAL ORGANIZATIONS ARE LIKELY TO
 
BECOME INCREASINGLY INFLUENTIAL. THE U.S. WELCOMES THIS
 
DEVELOPMENT, AND BELIEVES SUCH ORGANIZATIONS WILL COMPLEMENT THE;
 
STRONG BILATERAL RELATIONS INTHE REGION.
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PROMOTE ECONO ICPROSPERITY
 
OUR INTEGRATED STRATEGY FOR LATIN AMERICA AND THE CARIBBEAN
 
RECOGNIZES THE IMPORTANCE OF ECONOMIC STABILITY FOR THE
 
CONSOLIDATION OF DEMOCRACY INTHE REGION. 
THE PRESIDENT'S
 
ENTERPRISE FOR THE AMERICAS INITIATIVE (EAI), PROVIDES A'
 
FRAMEWORK FOR STABILIZATION INLATIN AMERICA BY EXPANDING FREE
 
TRADE AND INVESTMENT, EASING DEBT BURDENS AND FACILITATING
 
ENVIRONMENTAL PROJECTS, 
 THE EAI ISA FLEXIBLE VEHICLE FOR
 
ENHANCED REGIONAL COOPERATION--AN INVITATION TO OUR LATIN
 
PARTNERS TO WORK TOGETHER TO ACHIEVE SUSTAINABLE ECONOMIC GROWTH
 
INTHE HEMISPHFRF.
 

WE ARE PREPARED TO WORK WITH OUR LATIN PARTNERS ON CIVIC ACTION
 
PROJECTS INKEEPING WITH OUR 'PEACETIME ENGAGEMENT" APPROACH,
 
WHICH SECRETARY CHENEY OUTLINED TO THE HOUSE ARMED SERVICES
 
COMMITTEE LAST MONTH. 
PEACETIME ENGAGEMENT ISA COORDINATED
 
COMBINATION OF POLITICAL, ECONOMIC AND MILITARY ACTIONS AIMED
 
PRIMARILY AT COUNTERACTING LOCAL VIOLENCE AND PROMOTING NATION-

BUILDING. HOWEVER, CONSISTENT WITH THE EAI, WE BELIEVE THESE
 
PROJECTS SHOULD ONLY BE PERFORMED BY THE MILITARY WHEN THE
 
PRIVATE SECTOR ISUNWILLING OR UNABLE TO PERFORM THE SERVICES.
 
FURTHERMORE, U.S. PARTICIPATION INSUCH PROJECTS SHOULD BE TIED
 
TO STEPS TO IMPROVE RELATIONS BETWEEN CIVILIAN AUTHORITY AND THE
 
MILITARY.
 

AN ECONOMICALLY HEALTHY LATIN AMERICA ISINTHE STRATEGIC
 
INTEREST OF THE UNITED STATES. 
 IBELIEVE RELATIVELY-SMALL
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INVESTMENTS INTHE REGION TODAY COULD HAVE SIGNIFICANT PAYOFFS
 
INTHE FUTURE, INCLUDING DECREASES INILLEGAL IMMIGRANTS AND
 
DRUGS ACROSS OUR BORDERS.
 

MAJOR CONCERNS INTHE INTER-AMERICAN REGION
 
IHAVE OUTLINED FOR THE COMMITTEE THE PURPOSES OF THE SECURITY
 
ASSISTANCE PROGRAM, ASSESSED OUR PERFORMANCE, AND IDENTIFIED
 
AREAS WHICH WE NEED TO ADDRESS. IWOULD NOW LIKE TO DISCUSS
 
FOUR COUNTRIES THAT WE BELIEVE MAY POSE SPECIAL CHALLENGES FOR
 
THE UNITED STATES:
 

NICARAGUA: A HIGHLIGHT OF LAST DECADE'S WORLDWIDE MARCH TO,
 
DEMOCRACY WAS VIOLETA CHAMORRO'S STUNNING UPSET OF THE
 
SANDINISTAS, THE NICARAGUAN PEOPLE, INFREE ELECTIONS,
 
OVERWHELMINGLY REJECTED THE SANDINISTA EXPERIMENT AND VOTED FOR
 
A RECOGNIZED OPPONENT OF SANDINISTA POLICIES AND IDEALS. THE
 
SANDINISTA THREAT TO CENTRAL AMERICAN HAS DIMINISHED
 
CONSIDERABLY AS A RESULT, BUT HAS NOT DISAPPEARED. THE
 
SANDINISTAS STILL RETAIN CONSIDERABLE INFLUENCE INTHE ARMED
 
FORCES AND TRADE UNIONS, AND THE RECENT ASSASSINATION OF ENRIQUE
 
BURMUDEZ, THE FORMER NICARAGUAN RESISTANCE MILITARY COMMANDER,
 
ISSYMPTOMATIC OF THE INTERNAL INSTABILITY THAT PLAGUES THAT
 
NATION,
 

PANAMA: ALTHOUGH NOT A MILITARY ASSISTANCE RECIPIENT, PANAMA IS-

OF CONCERN. DESPITE SIGNIFICANT PROGRESS, THE NEW PANAMA PUBLIC
 
FORCE (PPF) ISEXPERIENCING'GROWING PAINS ASSOCIATED WITH
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EQUIPMENT, CAPABILITY, AND MORALE. 
INTHE MEANTIME,
 
NARCOTRAFFICKING, ARMS TRADING, AND'OTHER CRIMINAL ACTIVITIES
 
CONTINUE.
 

HAITI: INFREE ELECTIONS, JEAN BERTRAND ARISTIDE WAS ELECTED
 
WITH OVER 70% OF THE VOTE. 
WHILE THE TIME BETWEEN THE DECEMBER
 
ELECTION AND THE FEBRUARY INAUGURATION WAS MARKED BY A COUP
 
ATTEMPT AND SPORADIC MOB VIOLENCE, THE SITUATION APPEARS TO HAVE
 
COOLED, 
WE NOW AWAIT SIGNALS FROM PRESIDENT ARISTIDE AS TO THE
 
COURSE HE INTENDS TO PLOT FOR HAITI'S FUTURE. THE MILITARY
 
SEEMS WILLING TO RESPECT CIVILIAN AUTHORITY, BUT WE WILL rInFIy
 
MONITOR EVENTS.
 

CUBA: 
ALTHOUGH THE SOVIETS ARE DECREASING THEIR ASSISTANCE TO
 
CUBA, THIS REDUCTION HAS NOT CAUSED CASTRO TO CHANGE COURSE.
 
WHILE CISTRO WILL LIKELY FACE MOUNTING ECONOMIC AND POLITICAL
 
PROBLEMS WITHIN CUBA, HE REMAINS VIRULENTLY ANTI-U.S. AND MAY
 
ATTEMPT TO COUNTER HIS WANING INFLUENCE THROUGH A MORE
 
AGGRESSIVE POLICY OF DESTABILIZATION OF DEMOCRATIC GOVERNMENTS.
 
CASTRO'S CUBA WARRANTS CLOSE MONITORING AND WE MUST BE PREPARED
 
TO THWART POSSIBLE "LAST GASP" ATTEMPTS TO CREATE TURMOIL INTHE
 
REGION.
 

CONCLUSION 
MANY OF THE PROBLEMS FACING LATIN AMERICANS HAVE A DIRECT IMPACT 
ON THE EVERYDAY LIVES OF MANY AMERICANS. FOR EXAMPLE,.i,046,420 
PEOPLE WERE APPREHENDED ALONG OUR SOUTHERN BORDER INFY 1990 . 
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THE VAST MAJORITY OF THESE PEOPLE CANE TO FIND ECONOMIC
 
OPPORTUNITIES INTHE U.S. THAT DO NOT EXIST IN-THEIR OWN
 
COUNTRIES. INDECEMBER 1990, THE NATIONAL INSTITUTE ON DRUG
 
ABUSE CLAIMED THAT THERE WERE 662,000 WEEKLY COCAINE USERS IN
 
THE U.S. THE COCAINE FEEDING THIS DEBILITATING HABIT PRIMARILY
 

COMES FROM LATIN AMERICA. HOW MUCH MONEY ISWASTED ON THIS
 
INSIDIOUS NARCOTIC, AND HOW MANY LIVES DOES ITCLAIM? HOW DO WE
 
MEASURE THE INDIRECT COSTS OF LOST PRODUCTIVITY AND HUMAN
 
POTENTIAL? NO ONE KNOWS FOR CERTAIN, BUT ITISSAFE TO ASSUME
 
THAT THE COSTS ARE ENORMOUS,
 

OUR FMF AND [MET REQUESTS FOR LATIN AMERICA FOR FY 1992 TOTAL
 
ABOUT $280 MILLION, ABOUT 5 PERCENT OF THE WORLDWIDE TOTAL FOR
 
THESE PROGRAMS AS I MENTIONED EARLIER. WHEN WE CONSIDER THE
 
POTENTIAL MUTUAL BENEFITS OF UNFETTERED TRADE, SECURE INVESTMENT
 
CLIMATES, AND FRIENDLY POLITICAL RELATIONS, WE REALIZE THAT A
 
RELATIVELY SMALL INVESTMENT NOW INLATIN AMERICA AND THE
 

CARIBBEAN MAY REAP GREAT BENEFITS LATER.
 

LATIN AMERICA WILL REMAIN STRATEGICALLY IMPORTANT TO THE UNITED
 
STATES--AS OUR HISTORIES ARE INTERTWINED, SO ARE OUR FUTURES.
 
SECURITY ASSISTANCE WILL BE A CRUCIAL ELEMENT OF A NEW,
 
INTEGRATED STRATEGY TO ACHIEVE AN HISTORICAL OBJECTIVE--THRIVING
 
DEMOCRACIES THROUGHOUT THE WESTERN HEMISPHERE AND GROWING
 
ECONOMIES BASED ON FREE-MARKET PRINCIPLES. SECURITY ASSISTANCE
 
HELPS TO PROMOTE THE STABILITY NECESSARY FOR DEMOCRACY AND
 
ECONOMIC GROWTH TO FLOURISH. MILITARY ASSISTANCE WILL CONTINUE
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TO BE ESSENTIAL INRISOLVING EQUITABLY THE CONFLICTS THAT STILL
 
INFLICT THE REGION.
 

WE AND THE REGIONAL GOVERNMENTS HAVE MADEGREAT STRIDES INLATIN
 
AMERICA AND THE CARIBBEAN OVER THE PAST DECADE, BUT MUCf WORK
 
REMAINS TO BE DONE. 
WE HOPE TO CONTINUE THE POSITIVE CHANGES
 
THROUGH CONTINUED SECURITY ASSISTANCE THAT WORKS HAND-IN-HAND
 
WITH OVERALL U.S. STRATEGY, ESPECIALLY THE PRESIDENT'S
 
ENTERPRISE FOR THE AMERICAS INITIATIVE. ITISMY SINCERE HOPE
 
THAT YOU WILL SUPPORT OUR REQUEST, AND THAT WE CAN WORKTOGETHER
 
TO ADVANCE THESE WORTHY GOALS. THANK YOU.
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Mr. OBEY. Thank you. As I have explained, I have a time prob
lem. So, what I am going to do this morninig is simply skip my
questioning for the moment. I will ask each member to proceed with 
their questions for 5 minutes instead of the usual 10 minutes this
morning. Then I will ask the questions I need to ask, and then 
members will be allowed a second round of questions after I leave, if 
anybody so desires. 

Before I do that, however, I simply want to observe that it is my
understanding that this is the last hearing that Mr. Lewis will be 
participating in as a member of this subcommittee. He has been a 
member for quite some time, and he is leaving us to move over to 
the Defense Subcommittee. 

And I would simply like to observe that I think the relationship
that the Chairman has with the gentleman from California is an 
example of how Congress worked as an institution. Because there 
are many, many issues on which the gentleman from California 
and the Chairman disagree.

But nonetheless we have been able to work together cooperative
ly, we have, I think, developed considerable professional respect for 
each other, as well as personal affection, I might add, even though
he does get a bit crazy once in a while. [Laughter.] 

Mr. LEWIS. You have been talking to my wife. 
Mr. OBEY. But I really think that it has been a pleasure to have 

you on this committee, Jerry, and I wish you well on the Defense 
Subcommittee. I know that you will continue to be attentive to
what we do, but I think it is-I think your questioning and your
participation has been very useful, and we are going to miss you.

Mr. LEWIS. Thank you, Mr. Chairman. I find it a bit of a strain 
to come to my last hearing when this hemisphere is the subject for 
discussion. For, as has been indicated, our resources, whether they
involve defense concerns or military interest, are very small in 
comparison with other parts of the world. And our aid reflects a 
similar pattern.

I must say, Mr. Chairman, that I am not certain that those levels 
at all reflect the significance of this region to our interest. During
the time that David Obey and I have had a chance to work togeth
er on this subcommittee, I must say that while we have disagreed
sometimes on specifics, the objectives of promoting democracy
throughout the world and using our resources to impact opportuni
ty for individual citizens, starting at the lowest level, expanding
economies through sensible economic policies, have always been a 
piece of the force around here. 

And I really d) think we have seen and shared a celebration of
really phenomenal change in the world. That portion of the world 
has received the least in terms of average people's opportunity, and 
from my perspective, are a part of this hearing today. We have 
seen a fantastic spread in terms of democratic opportunity, but the 
depth of that opportunity is yet to be, to reach maturity.

I would hope, Mr. Chairman, that as you allow me to continue
with my interest particularly in Latin America, that this commit
tee would see fit to increase those levels of support. For as democ
racy expands and controversy recedes, often our public's interest 
recedes rapidly. And it is going to be very, very important that we 
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see these AID, ESF, other kinds of levels of support, expand ancreflect our hope for lasting opportunity in the region.I do have some specific questions, Mr. Chairman, relative to ispecific country. If you would allow me, I would not take but just ifew minutes. But I do appreciate, very much appreciate our friend
ship and the time I have had to wcrk here.I know the other members of the subcommittee have these inter.ests, but I specifically am concerned about the fact that, that because crime and drugs is one of the most prominent domestic issueEthat is of concern to the public, that indeed the potential for nega.tive relations as drugs might be available from the region, coulddramatically impact our ability to help with other economic con. 
cerns that are most important. 

COCA ERADICATION IN BOLIVIA 
In 1989 and 1990, ESF disbursements to the country of Boliviawere conditioned on coca eradicaticn targets. I would like to have any of you respond, Secretary Aronson, and otherwise, Mr. Miller.Has the Bolivian Government been fully cooperating in the fightagainst illicit production and trafficking? And did we meet thosetargets connected with the 1989 and 1990 ESF limitations?
Mr. ARONSON. Congressman, let me first respond and then if Ambassador Michel or Secretary Rowen wants to add, I will turn the

microphone over to them.
As you know, the administration recently certified Bolivia, as required by the Congress, as a cooperating country. But that was notmerely a formal certification. I think our cooperation has greatlyimproved as far as meeting the targets established for disbursing
 

our ESF in crop eradication.

The first time in their history, there has been a net decrease in
acreage planted for coca leaf production-modest, but that is the

first time that has ever happened.
The second area we have seen improved cooperation and performance is in counter-narcotics activity. In September of 1990,there was a major police operation that essentially took down oneof the largest narcotics trafficking organizations in Bolivia, headedby a gentleman named Nico Dominguez. But it not only took downhim in particular, but his front companies, his airplanes, his lieutenants, his hired assassins. That was a major step forward.I know you say recently that there was a controversy within Bolivia over the appointment of a new counter-narcotics director. Weare very pleased that that decision was rescinded and that gentleman will not assume that post. So this is a constant struggle. Butin terms of cooperation, I think it has been very good, and theirrecord is getting better. 

ECONOMIC ALTERNATIVES TO COCA 
Mr. LEWIS. Thank you. Let me ask a second question, and Jim,maybe you could chime in at that point. It relates to the samepoint, if you will, the-I am curious about this problem. If the U.S.Ls giving adequate support for some of these efforts, if we are exending the kind of assistance that allows progress to be made,.that 

s very important to us. 
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And I am concerned personally about a problem that, at least I
have read about it in the media, whereby as we raise this issue and 
indeed put pressure on, some of our actions could tend to impact an
effort on the private sector and the government to transfer their 
economy and direction on other kinds of economic opportunity, a
place where people can make a living so they do not depend on pro
duction of coca, for example. That could, indeed our force, if it is 
not handled very carefully, could be a negative impact rather than 
a positive impact.

So let me ask: Are we providing enough financial assistance in 
connection with that kind of transition? And are current ESF dis
bursements linked to eradication targets? And if not, should they
be? 

Mr. ARONSON. Let me respond first, and then Jim might want to. 
We fundamentally share the goal that you just described, which is 
to cooperate with these governments to assist them in converting
their economies to economies that can export nontraditional prod
acts, as opposed to cocaine base to the U.S. and Europe. That is a 
goal they seek; it is a goal we seek. 

And all of our policies across the board, from ESF and DA and
FMF to trade policies, are geared to support that effort. For in
stance, the President reviewed our products under the GSP and 
added 67 new products last year under the Andean trade initiative,
number one, to expand trading opportunities for Colombia, Bolivia,
Ecuador, and Peru, so they could export nontraditional products to 
the U.S. 

The administration has proposed legislation that is before the 
Congress to provide the equivalent of duty-free access to what is
available to the Caribbean Basin countries under the CBI and the 
expanded CBI to the four Andean countries. That is a direct re
sponse to the desire to create an alternative economic opportunity.

The economic reform policies that AID and ESF directly support 
are a fundamental part of creating an investment regime and a 
trading regime that will allow the private sector to develop, that 
will encourage private enterprise. In fact, Bolivia is one of the 
great success stories. This is a country that 5 years ago had 25,000
percent inflation rate. This past year, their inflation rate was lower 
than ours and they had real growth, even though it is barely
enough to keep up with their population growth.

So we are trying to do that. And on a micro level, if you go to the
Chapare Valley, where a lot of the Bolivians who grow coca leaf
when they are unemployed live and work, we are funding a new 
irrigation program. We are funding alternative crop development.
And this past year, where there used to be about 75 percent of the
able-bodied work force unemployed, leaving the Chapare, and going
off into the coca-producing areas, we have not seen any of that exit 
of workers. 

So across the board, we are trying to do what you are saying is 
the right goal.

Mr. MICHEL. If I may add a couple of other indications. 
Mr. OBEY. If I could ask you to keep it short, because we do have 

a time problem.
Mr. MICHEL. The Bolivian Government cooperation and some of

the things that they do, like incentives for farmers who get out of 
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coca, requires them to develop an administrative machinery to
make the payments and so on. 

I was impressed when I visited last year these policies that arebecoming increasingly efficient and they are staying increasingly
current, so that the incentives are real for the farmers and theyare not getting big backlogs. The government just enacted a new
investment law which is going to make Bolivia a more attractive
place for diversified growth. It will create new jobs, and again, al
ternatives for people who were in coca.

As far as our activities, I wanted to mention the mission that was led by Ambassador Corr that went to look at the potential foragricultural production and export increases. Some recommendations on specific products that looked promising were made, andspecific kinds of assistance that we could give, such as improved
phytosanitary capabilities in the Andean countries were suggested,
as well. We are working with the Department of Agriculture andUSTR to implement the recommendations of that report. So it is a
comprehensive report.

Mr. LEWIS. Thank you, Mr. Chairman, for your courtesy.
Mr. OBEY. Sure, thank you, Jerry.
Mr. McHugh.
Mr. McHUGH. Thank you, Mr. Chairman. First, I would like toreinforce and second what you indicated about our friend, Mr.

Lewis. I did not realize that Jerry was leaving us. But I have enjoyed working with you and you have made many contributions to our work, certainly, and I am sure that as you go on to defense, wewill continue to have the chance to work with you.
Mr. LEWIS. Thank you. 

EL SALVADOR 

Mr. McHUGH. My apologies, Mr. Secretary and gentlemen, forcoming in a little bit late. I got hung up elsewhere, and so I missed your opening statement, Mr. Secretary, I am sorry. I would like totalk, in my brief few minutes, at the beginning about El Salvador.
Because it seems to me that unless there is progress in political negotiations which offers some hope that this war can be brought to aconclusion, that there will be a battle in this committee and on thefloor over continuing assistance to the government of El Salvador.

And I want to be sure I give you the opportunity to give us acurrent assessment of, first of all, where the political negotiations
now stand. Secondly, an update on the status of the Jesuit case,which clearly is something which will be used as a litmus test forthe issue of aid, and specifically whether the government in El Salvador has effectively responded to the challenge that case poses.

As you know, I served with others on the Moakley Task Force,and our task force has been on a rather consistent basis critical ofthe government in certain areas, and specifically the military fornot coming forward expeditiously with evidence, with not moving
this case along.

But I think it is important for us to hear from you as to yourassessment of that, and what you see in the immediate future inthat case, which, for some of us, is symptomatic. It is not a case 
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which is onerous on its own terms only, but rather is symptomatic
of what has been a problem in that society for a long time. 

And finally, I would be interested in your assessment of the 
recent elections, the turnout, which, I understand, was perhaps less 
than 50 percent. And what does that indicate, if anything, about 
the status of democracy in El Salvador? There is also an article 
which my staff gave me today which indicates that there are alle
gations of fraud. I am not in a position to make a judgment about 
all of that, but if you could touch upon each of these things-

Mr. ARONSON. Okay, Mr. Congressman.
Mr. McHUGH [continuing]. And if we run out of time, I will come 

back to it a little later. 

PEACE SETTLEMENT 

Mr. ARONSON. All right. First question was about the prospects
for a peace settlement. As I said in my opening statement, I think 
there is the best chance ever in the history of that country to end 
the war through political negotiations.

And contrary to some of the impressions you may get from fol
lowing these negotiations only in the press, there has been an enor
mous amount of progress made in the actual direct talks between 
the government and the FMLN. They reached agreement on the 
issue of human rights last year, and jointly signed an agreement
that allows the United Nations to come in and play a direct role in 
monitoring human rights performance and establishing new stand
ards. 

ELECTORAL REFORM 

On the toughest issue, well, on the issue of electoral reform, an 
inter-party commission was created, which fundamentally reformed 
the electoral process in El Salvador. And 2 months before a crucial 
election, all of the parties, from the right to the left, agreed to add
24 new seats to the national assembly to be elected at-large, and to 
weight the way in which the votes are counted in a way that actu
all dvantages third parties.

And so one of the reasons why the left has now won a respecta
ble number of seats is that the parties throughout the society have 
agreed to try to broaden the political process. I think that is a very
important step forward. 

This war can end quickly if the FMLN is serious about negotia
tions. I have followed these negotiations very, very closely. I have 
met with the U.N. mediator dozens of times. We have met with the 
government side dozens of times. And I will have to say honestly
that every move to accelerate the pace of negotiations, to strer.gth
en the role of the U.N. mediator, to have private working sessions 
as opposed to sessions in which the press is briefed, has come from 
the government side. 

And the proposals that the government has put on the table in
clude reducing the size of the military, which they have pledged to 
do back to pre-war levels, a reduction of 400 percent, separate the 
security forces from the Ministry of Defense, abolish the civil de
fense units, abolish the rapid reaction battalions. Those are radical 
proposals, and they are important proposals. 
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And I think the FMLN have to make a fundamental decisiowhether they are going to continue the war or use these negotihtions as a chance to consolidate needed reforms in that society.am actually optimistic, though I must say yesterday the FMLIbroke their election truce and shot down a helicopter with a suiface-to-air missile. That does not strike nme as a constructive contrbution to the atmosphere for negotiations. 

JESUIT CASE 
On the Jesuit case, the Congress and the o.dministration haybeen, I think, fundamentally trying to achieve the same result, 1complete, thorough investigation and prosecution. Ai,, we have nostopped pressing for this. I know there were some concerns by thochairman and others, when the President determined that thoFMLN had violated the criteria and the law, that somehow thaiwould mean a slackening. It did not.And in fact, as you may have read in the Post today, there halbeen a breakthrough, which I think is important. The High Command has written a letter to the Minister of Justice that calls foan expanded investigation into two fundamental areas. One is themeeting at the military academy on November 15, and the lettezlists 11 officers who should be talked to by the judge, and the roleof the DNI, the intelligence unit. Those are the two areas that, asyou know, the Moakley committee focused on as the key areas thathave not been investigated thoroughly, which we agree with.Plus, the Minister of Defense has now pledged to appear beforethe judge. So are we satisfied up to now? No. We have tried to sayin our response to your reports that, though we do not agree withevery detail, we think the Moakley reports have been tough butfair, and we have pressed for results. This latest action by the HighCommand is a serious and important step forward, but we will continue to follow it up. 

ELECTORAL TURN-OUT 
The election turn-out, it is hard for El Salvador to get credit for
anything. This is their sixth election. It was 
held under international supervision; the OAS oversaw it. There were dozens of election observers. Aside from a few minor incidents, none of the observers have suggested that there were either irregularities or improper behavior by the armed forces.
The left won a substantial number of seats; even 
the party thatis formerly allied with the guerrillas who are violently trying tooverthrow the government ran, and may have won a seat. You saythat 50 percent turned out. And what does that say for democracy?This is a congressional election, not a presidential election.In our own congressional elections, we do not turn out 50 percent. We do not even turn out 50 percent sometimes in our presidential election. So I do not know what it says about El Salvador,except that maybe they are becoming more like us, and people votewhen they are unhappy and they do not when they are not. Andthey do not take as much interest in assembly elections as they doin presidential elections. 
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Mr. OmBY. Their presidential elections are closer, though. [Laugh
ter.]

Mr. ARONSON. Well, that is a matter that we could rectify with a 
new vision of foreign policy, perhaps. But it will take us a long
time to talk about. [Laughter.] 

AID TO EL SALVADOR 

Let me make one last point. You said that you began your re
marks by saying unless there is progress in negotiations, there will
be a battle here over aid. I would like to suggest that, if the FMLN
believes there will be a battle over aid, if they believe that the Con
gress is likely to cut off El Salvador, that more than anything else
will make it less likely that there will be an end to the war in the 
next several months. I honestly believe that. 

So I hope whatever your view is, that whatever we can do togeth
er, Congress and the executive, and in a bipartisan way, we try to 
press both sides to go to the bargaining table, to stay there until
there are political agreements in a cease-fire. I think that is possi
ble. There is enormous international support for that, from a
number of countries-Venezuela, Colombia, Mexico, and Spain
which had been enlisted by the UN Secretary General. And I hope
that is where we can focus our efforts. 

Mr. McHUGH. Thank you.
Mr. OBEY. Mr. Smith. 

JUDICIAL REFORM 

Mr. SMITH of Florida. Thank you, Mr. Chairman. Mr. Secretary, let 
me follow up on the question that Mr. McHugh asked you with
reference to El Salvador. In addition to the problem that we have
had for so long with the FMLN and the negotiations, going back to
Mr. Duarte and the problems that he had, family members being
kidnaped and the like and the attitude of the FMLN not to be
cooperative under any circumstances but, by the same token, us
withholding any kind of punitive action because of the inability of 
the elected governments to enter into serious negotiations.

We have, in addition, asked them to change some of their laws
with reference to how they prosecute people who are captured or 
charged with particular crimes. 

In the case of the six Jesuit priests, we havi the same situation
that we have had for years. It does not seem to get any better,
whether it is Christiani or Duarte or anyone. One of the problems
is that there are no conspiracy laws; you cannot prosecute anybody,
and if you do not have a direct eyewitness you have no case. Zero. 
There is no such thing as circumstantial evidence. 

The reality of the situation is that we are stuck, that even when 
we want to see action, they hide behind their antiquated, broken
judicial system, and they refuse to fix it. The bottom line is that we 
cannot get any prosecutions even when people come to the fore and 
are arrested and there are people willing to testify.

What are we doing about that? I mean, we are making this an
guished attempt at trying to make the situation better. Mr.
McHugh talks about withholding aid, or you do and you say, well, 
you know, we have to do this together, this would be a form of pu
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nitive punishment and so on. But the reality is, until we bringsome force to bear, they will continue hiding behind the existinginability to deal effectively with anybody that even is suspected ofhaving an involvement in this crime.

What are we going to do about it? It certainly undermines ourcapability to be credible in this instance, when we finally push forallof the things to happen. And they do happen and then these
people just dance out of jail.

Mr. ARONSON. Congressman, I agree with you that judicialreform is one of the fundamental unmet challenges of establishingdemocracy in El Salvador. And more importantly, I think most Sal
vadorans believe that as well.

We have been working, in fact, with the judiciary and the government to try to support some penal reforms, some of which infact have been enacted. But they made a fundamental error whenthey changed the conspiracy laws and they omitted capital murder.And there is legislation to fix that. But you are right, there hasalways been that problem of co-conspirator testimony.In the Jesuit case, I met with Judge Zamora a week or so ago,and I asked him about that. He said he did not think that would bean impediment in the prosecution of the current officers who areindicted. But that remains to be seen.
But the fundamental issue has to be addressed. We are trying tosupport that through ICITAP, and I think Ambassador Michel cangive you the details. In addition, that is a subject being discussed inthe negotiations in the Caracas agreement that the FMLN and thegovernment signed. They identified several areas of reform thatshould be negotiated: human rights, reform of the armed forces,electoral reform, and judicial reform, so there are two opportunities to fix it. One is through the normal legislative process in ElSalvador, which we are trying to do, and secondly, in the negotiations. And maybe Jim would give you some detail.
Mr. SMITH of Florida. Well, do we have a judicial reform programon line in El Salvador at the moment? What is the funding level? 
Mr. MICHEL. It is $13.7 million and began in FY 1994. I think weput $3 million this year, and we will put $3 million in next year.

Mr. SMITH of Florida. What is the level of Foreign Aid we


giving?
are
 

Mr. MICHEL. Mr. Smith, I really do not think it is a lack of funding that has inhibited the Salvadoran judiciary from modernizingthe conspiracy laws or from dealing more effectively with thesehuman rights cases. We have seen some reservations on the part ofpeople high up in the judiciary who have been reluctant to be advocates of reform. And I think some of them, you know, are afraid to
be advocates of reform.

This is occurring within a part of the democratization process,which has a lot of unevenness in it and will not be solved overnight. There have been reforms adopted, as Secretary Aronsonsays. There is judicial training that did not exist before. There arefacilities now in the rural courts, such as access to the laws of thecountry, that the judges did not have before. There is progress
being made.

We are working now, in addition to working directly with the judiciary, with bar associations regarding legal education as a popular education of the citizenry on rights and obligations under the 
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law. We think it is important in the sense of the need for reform, 
as well as giving it priority on the political agenda. 

Mr. SMITH of Florida. Took us 9 years. 
Mr. MICHEL. Yes. 
Mr. SMITH of Florida. I have been here 9 years, Mr. Michel, and in

those 9 years there has been hardly any progress at all. I mean, how 
much of a stand do we take on this in terms of our overall aid 
package? 

You will reform your judicial administration, or we are just
going to stop at one point. Not only the situation regarding mili
tary aid, not only all the other situations, but you know, if the citi
zens cannot even get a foir shake in their own country, what are 
we doing there? 

Mr. ARONSON. I think it is a legitimate point. We have pressed
very hard on this. In fact, they made a reform in the selection of
judges in the last year under Christiani. It used to be almost purely 
a political exercise. The national assembly was endowed under 
the-


BRAZILAN ARMS SALES TO IRAQ 

Mr. SMITH of Florida. I tell you what, Mr. Aronson, I do not want 
to get into it. We can have a vote, and let me just ask one more 
question so that we will all be able to go and vote. 

We have begun to focus precisely on what countries over the
long haul have been helping Iraq arm itself. We have known for 
quite some time that Brazil has been one of the countries on the
leading edge of providing to Iraq significant technology. They have 
major contracts with Iraq to provide them with military equipment
and with technological advice. 

Companies like Embraer and others which are quasi-governmen
tal have been involved. They sent to Iraq, $800 million to $3 billion 
over the last 20 years, missile launchers, 36 Astro II trucks, recon
naissance vehicles, armored personnel carriers, and the like, I do 
not want to go down the list. 

On January 26 of this year, officials at Avibras, which is a Bra
zilian arms manufacturer, sold Saddam Hussein $500 million worth
of battlefield rockets, and announced that it would continue to 
supply Iraq with technical information, despite the embargo. Now,
I want to know what our position is on these arm sales by Brazil to 
Iraq.

In fact, just a few weeks before we actually engaged in the air 
war, this Government authorized the sale of missile technology to
Brazil by IBM, a software package, which allowed a computer to be
upgraded to track and to simulate the flight path and trajectory of
missile launchers. And that was to a company that had links to 
group upgrading Iraq's missile capabilities.

I fought that. I thought it was absolutely stupid and counterpro
ductive of us. Now, I would like to know what position we take 
with the Brazilian Government on this issue. Have we communi
cated that position? And frankly, I would like to know whether or 
not the Brazilians made any contribution to Desert Storm, besides 
sending weapons to our opponent.

Mr.' ARONSON. Congressman, I think we need to be fair about the
timing of the events that you just described. Prior to the invasion 
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of Kuwait by Iraq, some Brazilian arms producers, including some,as you mentioned, are parastatals, supplied weapons to Iraq. Thatis true for dozens of countries around the world, including our own.And I do not think it is fair to suggest, and I know you did notmean to, that this was a policy that they continued after the sanc
tions.

Let me tell you what I know about the subject, because I spent a
fair amount of time--

Mr. SMITH of Florida. Oh, they did after the sanctions, Mr.Aronson. They did after the sanctions. They even had a lot oftechnicians in there right up until the end, even after the sanctions 
were imnosed. 

Mr. ARONSON. Can I respond to your question?
Mr. OBEY. Sure.
Mr. ARONSON. Brazil supported the embargo against Iraq at somecost to its economy, because Iraq had been a significant market tothem. Iraq had also been their principal oil supplier, and thatended upon the vote by the Security Council for the sanctions.
The activity that you talk about, including the Astro II, which isan air-to-air missile with about a 30-mile range and is largely a defensive weapon, went on prior to the Gulf activity and prior to theinvasion of Kuwait. Most of the Brazilian arms companies that supplied Iraq prior to the invasion of Kuwait had stopped doing so forseveral years, because Iraq had stopped paying its bills and was in

debt to them.
The Brazilian Government's policy was to abide by the sanctions.And I would like to see the information that you just cited, becauseit is our belief that they were not violated. But if you have evidence to the contrary, we would like to see it. President Collor assured President Bush that he supported the sanctions.In the instance of General Piva, who is the gentleman that youare referring to, this was a retired Brazilian general who was not agovernment employee, who on his own went to Iraq and had beeninvolved in some of these prior arms arrangements. The BrazilianGovernment on its own exerted considerable pressure to bring himback and did so successfully, as it did the other Brazilian citizens,

and got them back well before Desert Storm.And in addition, President Collor has proposed legislation to prevent a repetition of that, to make it a criminal offense for a Brazilian Government employee who worked on an arms export effort to
then, in civilian life, provide sophisticated technology, as General
 
Piva did.


And I would add, as I said in my opening statement, that theBrazilian Government under President Collor has also voluntarilycalled on the International Atomic Energy Agency negotiatefull-scope safeguards to
to control their nuclear program, to ensurethat it is only used for peaceful purposes, which is one of our goalsunder the nonproliferation treaty.

I think there was one-oh, regarding the Embraer computer,that was a decision made after a very, very thorough interagencyreview. It is a supercomputer, but not one of the highest grades. Itis an IBM computer, and it was provided under a very, very strictregime that requires regular supervision of its use to prevent justthe kind of diversion that you referred to. 
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In doing so, we also made it clear to the Brazilian Government 
that our ability to export such high technology in the future will 
depend on their taking serious action in terms of missile non-prolif
eration and export controls. And we have established a technology
working group between the two governments, which had its first 
meeting.

If your bottom line question is are we vigorously opposed to 
seeing the export of ballistic missile or other kinds of technology
from this hemisphere, the answer is yes. We shut down the Condor 
project in Argentina, which you know was a real threat in the 
Middle East, funded by the Libyans and the Iraqis. The Argentine
Government took that step at our request.

The Brazilians have been cooperative, but we are very serious 
about this subject and we are going to be watching it. 

Mr. OBEY. Thank you very much. 
Mr. ARONSON. Thank you, Mr. Chairman. 

DEMOCRATIC VALUES 

Mr. OBEY. Mr. Aronson, before I begin my questioning, I want to 
make a few observations in light of your testimony. You indicated 
that ycu thought that we had erred more in the past in this hemi
sphere by lack of involvement than by involvement. I would agree
in part and strongly disagree in part. I would assess it in a differ
ent way.

It seems to me that what we have done is to have sporadic and 
very limited involvement in terms of attacking the basic problems
of economic injustice, political injustice, and the like. We have been 
involved when there appeared to be a short-term threat to our in
fluence in the region. But then, as that threat receded, our interest 
in the region seemed to have receded as well. 

And as a consequence, we have given the impression for well 
over 80 years, in my view, that the only time we really care about 
the region is when left-wing governments appear to be about to 
take control. Then we get activated, then we talk about economic 
renewal, then we talk about such things. But when they recede, so 
does our interest. 

I would suggest that, overall, because of that sporadic activity, 
we have probably done more harm than good in the region by al
lowing our conduct to be painted by the most radical elements in 
the region as one that is based only on security arrangements,
rather than our concern about basic democratic values. I do not 
think that is a fair description of our concern, but I think that we 
have set ourselves up by the way we have handled the region for a 
long, long time, and because of the nature of some of the regimes
which we have, in the past, imposed on the region.

You also indicated that the history of the region shows that 
when we sustain a commitment, and when certain values are re
spected, that good things can then result. I think that can be true,
but I would emphasize that the strongest commitment for us to sus
tain is the commitment to ourselves and our own values. To the 
extent that we depart from those values in supporting regimes
which might suit our needs for reasons of temporary convenience,
but which do not suit our needs in terms of promoting the values of 
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democracy and economic decency, we really do not maintain thecommitment that counts the most. And I think therein also liesone of the roots of our failures in the region over the past two generation. i hope that we are now moving into a mature understand
ing of how we have to conduct ourselves in the region. 

FAST-TRACK AUTHORITY 

I would also respond with respect to your request on fast-trackauthority. I will be blunt about it. I do not intend to vote for fasttrack authority for a very simple reason. You can defend trade arrangements which have the short-term impact of hurting our owndomestic workers because they have the long-term impact of stabilizing the region. You can defend that if we have policies in placehere at home that take into account the needs and interests of do
mestic workers. 

And this is something over which you have no control, so I amnot blaming you; I am simply making an observation in light ofyour comment. I could not help but be struck by the irony lastweek when the Secretary of the Treasury was testifying on behalfof their new initiatives, which would, among other things, have usprovide assistance to countries to: help deal with job loss, providetraining, worker retraining, help people who had suffered job losses as a result of changes in economic policy, and so forth.Yet, the Administration is asking us to cut our own trade adjustment assistance program, which provides retraining help to workers in this country who lose their jobs because of the impact oftrade. So, it seems to me that the kind of trade policy we can support under one set of circumstances is quite different than the kindof trade policy we can support under a different set of circum
stances here at home.

I think if the administration wants to unlock the key to supportfor fast-track authority, they should go ahead and take a look atwhat they are doing to our own workers in this country. We havecut our own job training programs by 16 percent over the lastdecade at a time when, in my view, the quality of our domesticwork force is the number one issue which is going to determine our
ability to compete economically in the world.Intellectual capital is increasingly going to become at least as important, if not more important, than physical capital and financialcapital. And, until we learn that lesson here at home, I think the
administration has no right to expect 
us to vote for fast-track authority which would give the administration an opportunity, without amendment, to push their trade proposals through, proposalswhich could have very significant, long-term negative effects on do
mestic workers. 

Mr. ARONSON. Can I respond to that, Mr. Chairman? 
Mr. OBEY. Sure.
Mr. ARONSON. The idea that the trade arrangements that we propose in this hemisphere in particular, with Mexico or the UruguayRound, will have a net negative effect on American workers is justuntrue. In the last four years, where we have had significant tradeliberalization between the two countries in steel, in textiles, a netbenefit for us. We have doubled our exports to r,Lexico to
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Mr. OBEY. That has had nothing whatsoever to do with trade. It 
has had a whole lot to do with what has happened to the economic 
recovery of both countries. 

Mr. ARONSON. Correct. But that has been in part, or significant 
part, an opening of the Mexican economy to investment and trade 
liberalization. They joined the GATT in 1986, they reduced their ef
fective tariff from 200 percent to an average of 10 percent. They
have opened up thehi banking sector, they have sold off their tele
phones.


And the jobs that we will create through fostering a prosperous
Mexico are the high-wage, skilled jobs in the U.S. The jobs that we 
will lose, that will be lost over time will be the low-wage jobs that 
we are going to lose anyway. And the difference is that it is a lot 
better for a plant to relocate to Mexico and have a complementary
relationship with our auto industry, for instance-

Mr. OBEY. I agree with that if we have the policies in place here 
at home to mitigate the effects on those low-wage workers. 

Mr. ARONSON. Well, I do not disagree with that-
Mr. OBEY. But we do not. And until we do, there is no way I am 

going to vote for that kind of policy.
Mr. ARONSON. That is a legitimate issue; though, I would note 

that, as I understand it, and this is not the field I spend all my
time in, under the Job Training Partnership Act, a new worker re
training program was created that in many ways is better than 
trade adjustment assistance. 

Trade adjustment assistance requires you have to show that you
lost your job due to imports. That will not help you under a free 
trade regime. The worker retraining under Jobs Training Partner
ship Act is a more expanded version of retraining. I am not going
to argue funding levels, because I do not even know what they are. 

But I would think, just as in Canada, in the agreement you both 
had transition rules to phase in the impact, and some kind of miti
gating effect. But--

Mr. OBEY. All I am telling you is that at home, we are trying to 
get by on the cheap. College-educated workers have done just fine 
in this society. They have, since 1980, more than kept pace with 
inflation. 

High school graduates have lost about eight percent in terms of 
their real income. They are making eight percent less. High school 
dropouts are making 25 percent less than they were 10 years ago.
And the fact is that this administration does not have one plug in 
that budget to deal with the negative impact on the workers in the 
low end of the scale. They are not doing a thing with respect to job
training. They have cut our support for education. Property taxes 
are $11 billion higher in this country today because the Federal 
Government has pulled the plug on education. And so, I do not 
want to waste my time on this issue, but-

Mr. ARONSON. All I am suggesting, Congressman, is that legiti
mate concerns in those areas-

Mr. OBEY. I know what you are suggesting.
Mr. ARONSON [continuing]. Do not lead you to kill the chances 

for a free trade agreement that is going to give-we have a trade 
surplus in steel with Mexico and in textiles. Those are jobs. 
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Mr. OBEY. If the free trade agreement is killed, it is the administration's domestic policies which will have killed it, because the administration is not responding to legitimate problems that will befaced by American workers, at least in the short-term, if those poli
cies go into effect. 

And until they do, it would be irresponsible of us to vote for it,
especially when you are asking us to set up a system under which we cannot even vote to amend it, if we do not happen to like your
dairy policy, for instance. 

Mr. ARONSON. Congressman, the executive branch has had authority to negotiate trade agreements without amendment startingin 1934. And Congress seeded that authority after the Smoot-
Hawley tariffs-

Mr. OBEY. I understand.
Mr. ARONSON [continuing]. When they learned the consequences

of trying to do that through this process. And it is not a carte
blanche; it is a very slow process in which congressional input willbe sought and listened to and paid attention to. But there is no way you can have a trade negotiation with multilateral or bilateral 
or trilateral parties, in the case of Mexico, and somehow negotiate
with every different subcommittee. They will not put their bottomline on the table, and they will demand that items that we do not 
want be put on the table as well, such as labor mobility.

Mr. OBEY. Well, Mr. Secretary, you have got your position and Ihave got mine. I have simply told you what it is. If you want myvote, the administration needs to change its indifference to domes
tic workers. You cannot get by playing Winston Churchill abroad
and Scrooge at home. You just cannot do that.

Mr. ARONSON. Well, I think that the workers in the steel indus
try who are exporting steel to Mexico, and the auto industry, andthen the farm belt who are exporting soybeans are going to misstheir jobs if they lose them because Mexico shuts down its trade
liberalization. So, if you care about workers, they are the ones that
 
we ought to look out for.
 

FUNDS FOR EL SALVADOR 
Mr. OBEY. Well, I think our workers know pretty well who islooking out for them and who is not. Let me ask you this with re

spect to Salvador. What are your specific plans with respect to the
release of the money?

Mr. ARONSON. As you know, the President determined on January 15 that the FMLN had violated the criteria that the Congressestablished, specifically targeting civilians and shipping in significant weapons from the outside. He then put a voluntary hold onthat, and said that he would wait 60 days before obligating any of
those funds in the hopes that the FMLN would return to the bar
gaining table and reach a cease-fire.

Those 60 days expire March 15, and we are going to weigh threefactors in deciding how quickly to obligate those funds. One andforemost will be the security of the country. The firing of a surfaceto-air missile by the FMLN does not reassure us. But the FMLNhas always been the prime agent in supporting increased flows to
the Salvadoran high command. 
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The second issue will be progress in the negotiations. The President said November, excuse me, when he made the determination,which was January 15, that this administration would much preferto spend those funds not for military purposes, but to support aU.N. peacekeeping force, to demobilize combatants on both sides, tohelp in national reconciliation. That continues to be our view. Andif there is a cease-fire in place, the funds will go for those purposes,
and we hope to create an incentive.

And the third issue that we will weigh, as we have continued toweigh as progress on the Jesuit case, if you are asking are we goingto try to move every dollar down as quickly as possible regardless
of the security threat simply to skirt the will of the Congress, the answer is no. But we hope that the FMLN will take seriously ourview on security. We are not going to walk away from the defense 
of this country.

Mr. OBEY. Well, let me say, as you know, the Secretary talked tome and asked me to give you some room to see how effectively youcan try to, along with others, get real negotiations moving. I amwilling to do that, but I think in return, if you want to, if you wantthe Congress to be cooperative, I think it is fair to tell you that wewill in turn gauge our willingness to negotiate with you by how you handle the release of those funds in the coming months.
Mr. ROWEN. Mr. Chairman, let me just add, expand

point--
on a 

Mr. OBEY. Mr. Rowen.
Mr. ROWEN [continuing]. Very briefly, that has to do with-

Mr. OBEY. If you keep it very brief, because-

Mr. ROWEN. I will be very brief. It has to do with keeping thearmed forces sustained. This was the money for the armed forces 

we are talking about here. The second half of the funds.
Our estimate is about half of the extra amount that is in escrowabout $21.9 million, is required just for sustainment. I am not talking about new capital. A helicopter was shot down in the last 24hours. We are not talking about the replacement of anything

major.
But at the current expenditure rates, that is, assuming the
FMLN activities continue, and we hope obviously that they will
not. But assuming that that continues, and therefore the armed
forces activities continue, it looks as though decisions are going toneed to be made within this fiscal year because of the problem of

the pipeline, and the lead time required.
This includes ammunition, rations, fuel, helicopter repair partsand training. Ammunitions and rations require funding, we believe, within the next 2 to 3 months in order to prevent shortageslater on. Helicopter repair parts, similarly, and so on. So this will 

get to be an operational matter fairly soon. 
U.N. PEACEKEEPING FORCE
 

Mr. OBEY. 
 We will watch. What is the U.S. position on the concept of creating the U.N. peacekeeping force to deal with Salvador?My understanding is that Spain and Mexico and Venezuela and Colombia have all indicated their willingness to sign on. What is our
position? 



643
 
Mr. ARONSON. We strongly support that, Mr. Chairman, as wcdid for Nicaragua. In fact, there have been negotiations already between the government and the U.N. and the FMLN and the U.N,on this issue. They have begun to discuss the outlines of a cease

fire security zortes, the role of U.N. forces.
We not only support it politically, but if we can reach a cease-firequickly, some of those military funds that we were just describing,under the legislation could be used to help support the presence of 

a U.N. peacekeeping force. 

JESUIT KILLINGS CASE 
Mr. OBEY. One other question on Salvador. Again, I understand your desire to send the correct signals to the FMLN and I agreewith that. But in the final analysis, we do not provide aid to theFMLN; and we do provide aid to the government. And so, while Iam interested in sending the correct signals to the FMLN, I ameven more interested in sending the correct signals and getting theright signals back from the people who we give the money to.The two principal investigators of the Jesuit killings resigned because of a lack of cooperation from the armed forces, and they indicated they were blocking the broad investigation, and that the attorney general's office had stopped them from pursuing military officers who committed perjury.
My question is, what specifics can you point to to demonstratethat the government is going to be effective in pursuing that case,and that the military is going to be cooperative in pursuing thatcase? What specific actions can you point to?

Mr. ARONSON. 
 I actually spoke to this in response to a questionCongressman McHugh asked when you were out of the room. Butlet me bring to your attention what is the latest developmentwhich we think is a positive development. The high command haswritten a letter to the Minister of Justice which acknowledgessome things that the Moakley committee has noted in its reports.And they have called for an expanded investigation beyond thenine officers and enlisted men who are accused of planning andcommitting the murders, and the five officers and enlisted men,
who are in fact accused of perjury and destruction of evidence.
They have called for expanding the investigation into two impor

tant, unresolved issues.
 
One is a meeting at the military academy November 15. Theyprovided a list of 11 officers who attended that. And secondly, therole of the intelligence division of the armed forces in ordering an
investigation of the UCA campus on November 13. I cite those paricular points because, if you read the last staff report of the Moakley committee, those are the two issues that they feel are the most
mportant. So I think that that is a concrete step forward.
 

MILITARY AND JUDICIARY REFORM 

Mr. OBEY. But what do we have by way of indication that thegovernment is in fact going to be able to pursue military reform 
and court reform? 

Mr. ARONSON. Well
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Mr. OBEY. The reason I mentioned court reform is because fo: 
two years under Mr. Duarte, we were told we could not expec
Duarte to be able to perform with respect to court reform becaus 
Arena controlled the legislature. Arena now controls the wholi 
government, not just the legislature. So, while we have got a righ
to expect that the party running the show is going to be able t4 
deliver with respect to court reform, so far as I read it, they hav 
not. 

Mr. ARONSON. Let me speak to military reform first and then ju
diciary reform. Military reform, that has been, and is by thi 
FMLN's definition the key issue in the peace talks. And there . 
think that the government deserves real credit. They have put ox 
the table proposals, and they have made them public, to restruc 
ture the Salvadoran military, reduce its size and change the way i 
does business. Four years ago you would have had your head blowr 
off for advocating this in El Salvador. 

I will go through some of the items. President Christiani has saic 
that he will reduce the size of the Salvadoran armed forces back t( 
pre-war levels. That is about 13,000. They are currently abou 
56,000.

Mr. ARONSON. They have agreed to abolish the civil defense uniti 
at the start of a cease-fire. They have agreed to abolish the rapic
reaction battalions during the cease-fire as the FMLN demobilized 
They have agreed to eliminate some of the security forces outrighi
and transfer all the others under a new civilian ministry of interi. 
or and take them out of the military command. 

There are some items in the negotiations which they have no 
publicized yet, but they have also made some far-reaching commit, 
ments to review the conduct and the record of officers in the Salva. 
doran army in determining whether they will continue in the re
duced army after the peace talks, and human rights will be one ol 
the fundamental issues. So on that score, frankly, I think they
have gone further than anybody would have imagined. And I think 
it is very serious what the government has put on the table. 

Judicial reform continues to be a disappointment, and we keep
pushing and pushing and we see modest but not tremendously im. 
pressive changes. That is also an item in the peace talks, and so 
that is another avenue for improvement, There was a modest im. 
provement in the selection of judges when they took away the ex
clusive power of the National Assembly simply to name judges and 
they created something equivalent to what we have where the 
ABA recommends judges. That is a step forward. 

I recently met with the head of the Supreme Court and talked 
about some of our concerns, including the Zona Rosa case which I 
know is of a concern to you. And I just saw a cable a few days ago
saying that that case is finally coming to trial. Now, it is precious
late, but it is better than not coming to trial. 

Mr. OBEY. I have five questions on that which I want to submit 
for the record. I also have a number of other questions on Salvador 
I will submit for the record. Let me ask you to respond very quick
ly to two other questions I need to cover with you before I leave.

[The questions and answers submitted for the record are inserted 
at the end of the hearing.] 



645
 

The first concerns Nicaragua. The GAO has indicated that the 
OAS is currently feeding 90,000 to 95,000 people, whereas the most 
that we ever provided for in the AID-funded program was 55,000. 
Why? 

Mr. ARONSON. I think for several reisons. One, the numbers of 
family members who returned and who appeared, and refugees 
were larger than were estimated. And we were not in touch with 
all of the resistance groups at the time when we were feeding them 
during the election. Some were simply not reachable. There were 
several fronts. 

But the OAS has done a very good job. I think we ought to pay
tribute to them for taking on this assignment, that the mobiliza
tion has been successful. And my understanding is that that will be 
completed by about July 1st when land is available for the remain
ing resistance members who have not received land. 

The other reason, Mr. Chairman, why that is taking a little bit 
longer is that there was a hope that more resistance members and 
ordinary Nicaraguans could return to farming in the previous 
season, and some of that was disrupted by the Sandinista strikes of 
the previous year and land seizures and the like. And so what was 
hoped to be about a 30 percent increase in cotton planting turned 
out to be about a 10 to 15 percent. 

PANAMA 

Mr. OBEY. Mr. Secretary, I have a number of questions I want to 
submit to you with respect to Panama, and I will not ask you to 
comment now because I am out of time. But I simply want to ob
serve prior to putting the questions in the record that we were put
under a great deal of pressure a year ago to provide early money to 
Panama. We provided it. 

An awful lot of that money is still sitting there, not moving. I 
have got a number of questions which relate to that which I would 
like you to respond to for the record. Mr. McHugh may want to 
follow up specifically with them after I leave. 

[The questions and answers submitted for the record are found at 
the end of the hearing.]

Mr. OBEY. The other problem that troubles-
Mr. ARONSON. Can I say one thing about that? 
Mr. OBEY. I would prefer not, because I am 15 minutes late to a 

meeting that is, frankly, a whole lot more important to me than 
this discussion this morning.

Mr. ARONSON. Thanks for the compliment. [Laughter.]
Mr. OBEY. But my point is simply that we have also been told 

that Colombian drug traffickers have continued to use Panamanian 
banks as a conduit for laundering drug funds. If that is true, it 
would appear to me that what has changed since Mr. Noriega left 
Panama is that Colombia drug money is not parked in Panamani
an banks, it is simply moving through. I would like to have you re
spond to some of the questions we have with respect to that. 

Why does the Catholic Church estimate that 655 civilians were 
killed in the U.S. invasion of Panama, whereas the U.S. indicates 

42-8 0-91-21 
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only 202 civilians? Why have we not been able to resolve thos 
numbers? 

Mr. ARONSON. That issue has been looked at by four different ir
dependent human rights groups, it has been looked at by the PanEmanian government, it has been looked at by the defense deparment, and they all agree on the numbers. And it is somewhere btween, I think, 207 and 320, and there is no substance to thos 
higher numbers. 

I cannot speak to the report that you cited because I have no 
seen it, but there has been a lot of myth making and exaggeratioiabout that. There is nothing to it. 60 Minutes did an atrociou.story that was completely unfounded, and it is not true. That is th 
answer. 

Mr. OBEY. I am not concerned about 60 Minutes, but I do knovthat the Catholic Church in Panama is not the left wing churcl
that it is described to be in many other countries.

Mr. ARONSON. This is true, but it has the theological right to b4 
wrong, and in this instance it is wrong. [Laughter.]

Mr. OBEY. Well, I would like you to respond for the record t(
demonstrate why it is wrong.

Mr. ARONSON. Okay. But there is some progress there. 
[The information follows:] 
Question. Why does the Catholic Church estimate that 655 civilians were killed irthe U.S. invasion of Panama, whereas the U.S. indicates only 202 civilians? Wh3

have we not been able to resolve those numbers?Answer. The Panamanian Catholic Church has told us that its estimate of 655 ci.vilian deaths was based on press reports. As far as we know, the Church did nolattempt to verify this estimate by independent investigation.The figures on fatalities that U.S. officials released to the public on January 11,1990, represented the operational commander's best estimate at that time. The U.S.Southern Command's figure for military deaths (314) was a "battlefield estimate"based on data reported by units involved in combat operations. The estimate of 202civilian deaths was based on bodies counted (but not positively identified as Panamanian military or members of the paramilitary "dignity battalions") during visitsto Panamanian and U.S. hospitals, clinics, and morgues by U.S. military physicians,who worked in conjunction with Panama's Institute of Legal Medicine (coroner'soffice). These figures represented the last estimate provided by U.S. officials, but were never intended or expected to be the final accounting.
Since January 11, all queries regarding death figures have been referred to theInstitute of Legal Medicine in Panama, which provides information regarding Panamanian deaths associated with Operation Just Cause. The accounts are based on recovered remains. The Institute's figures suggest a range of between 270 confirmeddead and a maximum of 345 possible deaths (military and civilian).Credible estimates by nongovernment groups in Panama are close to the Institute'sfigures. In December 1990, the Panamanian Committee for Human Rights publisheda new list of 184 civilian dead, 57 military dead, 18 bodies burned beyond recognition, and 80 unaccounted for, making a total of 339 Panamanians killed or missing.According to a report issued by the Commission on Human Rights of the Association of Doctors, Odontologists, and Professionals of the Social Security System inlate 1990, 321 Panamanians were killed as a result of Operation Just Cause and ap

proximately 500 were wounded. 

BOLIVIA 
Mr. OBEY. Good. The impression was left, when Mr. Lewis questioned you, that somehow things are going quite sweetly in Boliviaand, it seems to me that that really is not the case. More than 40police officers fired in the mid-1980's for narcotics violations haveapparently been rehired by the police and placed in key positions. 
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Allegations of corruption persist in the interior ministry. You in
dicate that there has been a slight turnaround in the total number
of hectares under production for coca. But the reduction is still 
very small indeed. That appears to be at least partially true simply
because of the success we have had in controlling traffickers in Co
lombia, resulting in an increase in cocaine production in Bolivia.
And it makes the potential for corruption even greater.

I would like to know what your intentions are on disbursal of the 
request for $72 million in ESF. The justification documents indi
cate that three equal disbursements of $22 million each areplanned based on face targeting of reaching 7,000 hectares for
eradication of coca. I would like to know why the goal of 7,000 is
lower than last year's goal of 8,000. Oh, I am sorry. I misstated 
that. The goal is 5,000, and you hit 8,000.

Mr. ARONSON. Right.
Mr. OBEY. I guess my question is, Why are you not asking them 

to hit the same target for next year?
Mr. ARONSON. Well, the same target would be 5,000, and we are 

asking them to hit 7,000.
Mr. OBEY. No, I mean the target that they hit. Why are we 

asking that the performance level be less than last year?
Mr. ARONSON. Well, I will have to get back to you on that. I

think, you know, we increase our own target by 20 percent, and we 
hope if they did it once--

Mr. OBEY. Well, my point is, that we are supposed to be pressing
them to the maximum. If they have achieved the figure 8,000, why
is it that we appear to be easing off? If it is possible for them to do 
more, why are we not pressing hard? 

Mr. ARONSON. I will have to get back to you on the specifics. We
have increased our target, obviously.

[The information follows:] 
Question. The justification documents indicate that three equal disbursements of$22 million each are planned based on phased targets of reaching 7,000 hectares oferadication of coca. First, explain why this goal of 7,000 hectares is lower than last

year's 8,000 hectare eradication level.
Answer. Article 10 of Bolivian Law 1008, dated July 19, 1988, stipulates that zoneswhere illicit coca is grown will be subject to annual eradication, substitution anddevelopment, beginning with the eradication of 5,000 hectares per year in CY89,

6,000 in CY90 and 7,000 in CY91, until "reaching the goal of 8,000 hectares peryear." While we are very pleased with last year's accomplishments, we want to set our mutually agreed goals incrementally to ensure full compliance. 

Mr. OBEY. I am sorry that I do not have more time to stay, but
Mr. Gunnerson and I have a meeting affecting the jobs of about
3,000 people, and I have to take that up with him now. 

Mr. ARONSON. Thank you, Mr. Chairman. 

ELECTED GOVERNMENTS AND HUMAN RIGHTS 

Mr. OBnE. Oh, I do have one other question. Your chart here
shows the number of counties that have moved from autocracies to 
democracies. 

Mr. MICHEL. Civilian-elected governments.
Mr. OBEY. I would like you to also put in the record how manypeople in that same region have been killed during that same 

period by governments, or agencies of the government. 
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Mr. ARONSON. You mean human rights abuses that are attrib
uted to security-

Mr. OBEY. I mean we may have a number of countries that have 
moved in a formalistic sense from the bad-guy category to the good
guy category. Over the same period cited in your chart, how many
people have actually been killed by agencies, including the mili
tary, in countries with governments that are democratically elect
ed. 

Mr. MICHEL. I just would want to say, Mr. Chairman, that the 
point was not that everything is perfect when you have an election,
but that it creates a new opportunity for cooperation and progress.

Mr. OBEY. I understand that. To balance that chart, I want to see 
what your numbers are with respect to that. 

Mr. MICHEL. It is all in human rights reports.
Mr. OBEY. Well, I want it in the same place in the record. Thank 

you. 
[The information follows:] 

POLITICAL KILLINGS 
The Country Reports on Human Rights Practices prepared by the Department of

State currently include, in each country report, a section on politically motivated 
killings. However, this was not the case ten years ago. In a few cases where data
has been maintained over an extended time (e.g., El Salvador) the available infor
mation indicates that political violence has declined as civilian governments have
replaced military and other authoritarian regimes in Latin America. 

Because complete data is not available, we are unable to provide a country-by
country historical comparison which might be used to examine the correlation be
tween progress in the transition to democracy and levels of political violence. How
ever, accepting tht diminished political violence should be a measure of democrati
zation, we have compiled the following data from the Country Reports for 1990.
A.I.D. will use these data as a benchmark in evaluating future progress and will 
advise the committee on trends observed. 
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Country Reports on Human Rights.
 
Practices for 1990
 

Political and other Extrajudicial Killing
 

ARGENTINA: 	 There were no credible reports of politically

motivated killings carried out by governmenf
forces.-


BAHAMAS: 	 Politically motivated killings are not known to
 
occur, but there are occasional instances of
 
killings of detainees in official custody.
 

BARBAD: 	 There were no reports of such killings
 

BE1LIZE 	 There were no reports of politically motivareu
 
or other extrajudicial killings.
 

BOLIVIA: 	 8 killings.
 

BRAZIL: 	 Extrajudicial killings are Brazil's most spriour

human rights problem. Several hundred
 
Brazilians (squatters, labor organizers,
 
Indians, common criminals, and street children)
 
were killed by landowners, hired thugs, and
 
police.
 

CHILE: 	 27 killings.
 

COLOMBIA: 	 313 killings - most narcotrafficker related.
 

COSTA RICA: 	 Zero.
 

CUBA: 	 3 killings.
 

DOMIIUCAN 	 There were no known cases of political killings.
REPUBLIC:
 

ECUADOR: 	 There were no known cases of political killings.
 

EL SALVADOR: 	 Credible sources cite 9 killings by the FMLN, 5
 
civilian killings for political reasons by the
 
militaryand security forces, and at least 45
 
people killed by rightwing death squads.
 

GRENAD 	 There were no reports of politically motivated
 
or other extrajudicial killings.
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GlATEHALIA: 
 rhe.Human Rights Ombudsman calculated there were
 
304 politically motivated murders in 1990, and.

that most of the victims were killed by the

armed forces or persons associated with or
 
rotected by the army, such as civil defense
 

*?atrols.
 

GUYANA: 
 No politically motivated or governmentally
sactioned extrajudicial killings are known to
 
have occurred.
 

HAITI: 
 Ten political killings and murders that. appeared
 
to have political motives took place.
 

HONDURAH: 
 There were cases of extrajudicial killing

committed by members of the police and security

forces.
 

JAIA: While officially sanctioned murder'of political

opponents does not occur in Jamaica, unjustified

ude of lethal 
force and fatal abuse of detainees
 
by police are serious problems. According to
 
police statistics, officers killed 89 persons.
 

MEXICO: 
 There were 21 killings of political and human
 
rights activists during the year.
 

NICARAGUA: 	 Throughout 1990 there were sporadic incidents of
 
political and extrajudicial killing.
 

PRM: 	 There were no cases of political killings
 
reported.
 

PARAGUAY: 
 There were no substantiated cases of politically
 
motivated deaths.
 

PERU: 
 The chief causes of human rights violations
 
remain the terrorist activities of the Sendero
 
Luminoso responsible for 1,512 deaths, security

forces for 1,218, the Tupac Amaru Revolutionary

Movement (MRTA) for 68, the paramilitary Rodrigo

Franco Command (CRF) for 5, Campesino

Organizations (rondas campesinan) for 259
 
deaths, and narcotics traffickers for 106.
 

SURINAME: 
 The military was responsible for several
 
politically motivated killings.
 

TINIUDAD-and 
 34 people were killed when the Jamaat Al
 
T ABAG: Muslimeen (JAM) initiated a coup attempt.
 
URUGUAX: 
 No cases of politically motivated killing.:were


reported.
 

VENEZIIPLA: 	 There were no 
reports of such killings.
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Mr. McHuGH. Gentlemen, I am very curious about that meeting.
myself. It must be very interesting. 

Mr. ARONSON. All politics are local, as Tip O'Neill once said. 

HELICOPTER SALES-EL SALVADOR 

Mr. McHUGH. We have spent a lot of time on El Salvador, and 
there are other areas, but let me just ask you one twoor more 
things about that. There has been a report that we would be sell
ing, or we might be selling Cobra helicopters to the military in El 
Salvador. This would be of some concern to some people in town, if 
so. Can you tell us what the current plan is for that? 

Mr. ARONSON. We will both speak to that. There is a fundamen
tal problem in that the helicopters they are using which are no 
longer in our own stocks are simply wearing out by attrition. And 
there is a lack of spare parts, so they have to be replaced not be
cause of some military strategy, but because of normal wear and 
tear. 

And the helicopter that you are referring to is the likely and the 
best replacement model. It is not, in terms of offensive capability 
as configured, something that would be a qualitative increase. I 
think the one thing it might do is provide a little bit more protec
tion against surface-to-air missiles because of its armor, but not be
cause of its war-fighting capability. If we do not have peace in El 
Salvador, we are going to have to face that issue. 

Mr. ROWEN. I have very little to add to that, Congressman, but 
just to observe again that one of these got shot down in the last 
day, and if that continues we could be out of helicopters. There will 
have to be some replacements. 

Mr. McHUGH. Well, I think the question here with respect to the 
military capability of the Cobra helicopter as a replacement is a 
very important question, because if, in fact, the political negotia
tions still are viable and it is perceived that the United States is 
providing additional military capability to the Salvadoran govern
ment in that context, it can erode the confidence of the other side 
in terms of these political negotiations. 

So I think the perception here is important. And from what you
said, Mr. Secretary, it sounds to me as though we would not pro
ceed with this sale, in the short-term at least, if the political nego
tiations are still in progress and seem to be making headway.

Mr. ARONSON. Well, I am not going to make that formal commit
ment, because the time frame will be driven primarily by the con
dition of the helicopters, and there is a certain lead time required
to prepare the way. You have to have retraining of crews, and that 
takes a considerable amount of time. You are talking about 6 
months to a year.

So you might have to move forward to make the preparations 
even if you hoped that the peace negotiations would make the ulti
mate provision of these helicopters unnecessary. And I think that 
has to be taken into account. It would not-this is not a matter of 
writing an order and you send helicopters down there. There is a 
long lead time to train and prepare and to do the ordering.

The second point I would make, and I think it also needs to be 
taken into account, is that the war-fighting capability of the FMLN 
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has increased dramatically in the last year, unfortunately, by theirprovision of surface-to-air missiles from Cuba and Nicaragua. They
have SA-14's and SA-7's, and they may have some surface-to-air 
missiles beyond that. 

The worst signal to send to the FMLN is that they can continue 
to escalate their capability to make war on the elected government
of El Salvador, and the government of El Salvador cannot defend
itself. So if we want to have peace down there, the FMLN has to be
convinced firmly that peace is their only alternative. 

REFORM IN EL SALVADOR 

Mr. MCHUGH. Yes. We made a real effort in last year's bill to
have a balanced set of signals. And you have talked appropriately
about the importance of sending the right signals to the FMLN.
And we attempted to do that, even though we are not providing the
FMLN with any assistance. As the Chairman pointed out, we pro
vide assistance to the government. I have been here more than 9 years, Mr. Smith has been here, and every year we provide assist
ance to El Salvador. And every year we get assurances of one
degree or another that progress is being made on things that we 
consistently express concern about.

So at some point, because we are providing aid to the Salvadoran 
government, we are more sensitive about the signals we send there,
because that is where our money is going. And to some extent, weshare in some responsibility for how that money is used. So I agree
with everything you have said about signals to the FMLN. And if
they are improving their military capability at a time when politi
cal negotiations are under way, I am concerned about it too, and I 
do not want to send a bad signal.

On the other hand, we raise these questions because we are con
cerned about the signals we are sending to the people that get our money. And it is in that context that I, and I think the Chairman,
raise these concerns. I cannot think of a case where a military offi
cer has been convicted of any crime in El Salvador.

Now, you agree that the judicial process is ineffective. But we
have heard about and talked about this for a long time. At some
point, the government has to believe we are serious. Now, if theyget their money despite this tortuous, balanced piece of legislation,
if their perception in the military is that they get their money if 
one missile is fired by somebody in the FMLN, then they are goingto believe we are not serious about these conditions and standards
that we try to set up, one of which related to, and I quote here
this was a condition on withholding aid from the Salvadoran gov
ernment-that the President had to find that there was "a thor
ough and professional investigation into the prosecution of those
responsible for the eight murders, the six Jesuits, their housekeep
ar, and their daughter at the university."

I think it is fair to say that up until now many of us in the task
Force and elsewhere, and apparently you, are not satisfied that that
,ondition has been adequately met. We are hopeful, based upon the
report we had today, that the military will be more forthcoming.
But certainly, up until now, in all respects, they have not been. 
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Yet, they are going to get their money, or at least there is a possi
bility they will now get their money.

I agree that the FMLN firing a missile at a helicopter is not 
helpful. It is not constructive. One of the problems I think that we 
have on both sides is that the extremes in both camps can veto po
litical progress by the FMLN, for example, shooting down a heli
copter, or on the government's side, somebody perpetrating some 
human rights outrage which we all then get concerned about. 

I guess what I am saying about that one missile is that I share 
your concern, but we have to remember that some recalcitrant ele
ment of the FMLN can bring political negotiations to a halt if we 
overreact too much to that particular act. By the same token, if 
some individual on the government's side perpetrates some out
rage, that has the potential of vetoing the whole political process as 
well if we overreact. 

Mr. ARONSON. Congressman, let me just say-and I think Secre
tary Rowen wants to say something. I welcome the committee's 
concern about judiciary form, the Jesuit case, human rights, and 
other issues that need to be addressed. And the pressure that the 
Congress exerts, I think, can be a healthy pressure, so I am not 
complaining about that. I am not saying it is inappropriate. I was 
making a different point.

I think if we are interested in peace, and I know we both are,
then I hope that we will send a signal to the FMLN that peace is 
their only chance for change in that country and that they are not 
going to be able to escalate the war and hope that the Salvadoran 
government will be somehow left defenseless. 

The other point I think is worth remembering is that the con
cerns that have been raised over the last 10 years have not simply
been listened to and dropped down a hole. This society has changed
in important ways. El Salvador's economy is growing now with 
about a 2.9 percent real rate of growth for the first time in 10 

ears, despite the fact that this guerrilla insurgency regularly
lows up their electrical system, their buses, their transportation 

system, their farming economy.
That is an achievement that this committee can feel proud of, be

cause the economic support funds that you have voted in fact have 
helped support fundamental reforms that have allowed that econo
my to grow. The judicial issue remains a hole in the fabric of de
mocracy that has to be filled, and we are going to keep pressing on 
that. 

On the electoral front, we just went through an election in which 
the allies of the guerrillas won seats and were protected by the 
same armed forces that we are funding. And even though there 
were some incidents that we deplore, by and large it was a fair 
process. That is something that we can feel is an achievement. 

And we are close to peace in El Salvador precisely because we 
have sustained this government and defended it and pressed for 
reform. And that is not always an easy combination, and we can 
disagree about which areas to press. And this latest breakthrough
in the Jesuit case I hope is a signal that we share this committee's 
feelings about the case. We are not going to sweep it under the rug.

We do not want it swept under the rug, and we are not going to 
stand by and let any element in El Salvador do so. And the fact 
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that the high command took this initiative I think is a sign thatthey know that the U.S. Government, Congress and executive,
Democrat and Republican have one view about this case-that the
prosecution and the investigation have to go forward.

Mr. MCHUGH. Well, I agree with much of what you have said. Ithink we need to be clear that we are serious about this kind ofreform. I mean, when we are talking about judicial reform, when we are talking about the inability, even in the most notorious case,
to bring military offices to justice finally, you know that there areother less notorious cases in large numbers which we are not able 
to devote as much attention to. And there is no justice.

And so this is so fundamental after 9, 10, 11 years, that at some
point, irn order to demonstrate our seriousness, we have to takesteps with regard to aid. Now, I have been a supporter of levels of
aid in El Salvador on the premise that you have described, namely
that it has had some beneficial effects in terms of promotingreform. But on something as fundamental as judicial reform,
whether there is immunity on the part of the military to the mostegregious kinds of criminal behavior, we must see change.

My only point is that if we are talking about signals, if we continue to let the aid flow, the aid which to them is the most impor
tant thing, then in the end that is all that counts.

And so it is in that context that we threaten, push, and condition
this aid. And I assume you do not agree with much of that except
when we get to the bottom line in terms of the money and condi
tioning the money.

Mr. ARONSON. I think if we did not share your view and if theSalvadoran Government did not know we shared your view, I amnot sure we would have seen these new developments in the Jesuit case. So I think they have gotten that message from us and from 
you. Sometimes we deliver the message more privately than the 
Congress does. 

Mr. MCHUGH. Yes, I am sure you do.
Mr. ROWEN. Congressman, you properly focus on the outrageous

killing of the Jesuits. I am really disappointed that you did not
mention another outrage that occurred fairly recently, which is the

shooting and the execution of our soldiers, which occurred several

months ago. This was a deliberate execution, as the facts are wellknown in this case. These people have not been brought to justice.

It is an unresolved issue. So atrocities occur on both sides.

Mr. MCHUGH. Yes, they do. And I certainly do not want to leave
the impression with you or anybody else that I am not concerned 
or outraged by Americans being killed in cold blood, apparently.
But this is a foreign operations subcommittee and we make deci
sions about aid here. 

And we are not providing any aid to the FMLN. We are providing aid to the government of El Salvador, and it is in that context
that these questions are raised. So if it is necessary, we will express
at least as much outrage, if not more, at the killing of American
soldiers. But that is not the point in terms of our assistance deci
sions. 

The point is we are providing and sustaining military force in ElSalvador and have been for some time, and we expect certain 
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standards to be met where we share in the responsibility of the
outrages that are committed by those forces. And that is the point.

Mr. ROWEN. Well, I would simply say that the nature of the 
movement, the opposition, the FMLN, should have something to do
with whether we are doing the right and proper thing in providing
aid to the government. 

Mr. MCHUGH. Well, it has. 
Mr. ROWEN. And I cite this recent murder as being relevant to

that. It is not irrelevant. 
Mr. MCHUGH. No one said it was irrelevant. 
Mr. ROWEN. Well, you said-I understood you to suggest that our 

concern is with the behavior only of the government.
Mr. MCHUGH. No. But we have a somewhat higher responsibility

to insist upon the standards that the government follows when we 
are funding the government. 

Mr. ROWEN. You said we--
Mr. MCHUGH. There are outrages committed all over the world,

and we do not fund governments all over the world to the extent
that we have consistently funded the government of El Salvador.
And I have personally supported some of the assistance to El Sal
vador, including military assistance on the premise that we haveinterests there and that the government, in some measure, has
been trying to make progress on reform. 

But the point is that if we are not satisfied with that progress in 
some fundamental way, such as the judicial process, then we have 
a responsibility, at least it seems to me, to raise questions aboutthat failure of progress, because we are funding that government.
Does that mean that we approve of everything the FMLN does?
No. Does it mean the FMLN does not engage in acts on its own 
which we find offensive? No.

But we are not funding the FMLN when it comes down to it, and
what we have to vote on here is aid to the government. And soraising that question is relevant, as you did, but it is not central to
whether we provide aid to the government year after year after 
year. 

AID TO GUATEMALA 

What can you tell me about aid to Guatemala? I am a little unclear at this point as to where our military assistance program is.
If I understand correctly, at one point we suspended military assist
ance. 

Mr. ARONSON. That is correct. 
Mr. MCHUGH. Does that continue to be the case, and if so, how

does that relate to your current request which, if I understand it, is$2 million? That is ccrtainly a modest amount, but how does it 
relate to the suspension?

Mr. ARONSON. Congressman, as you know, both the Congress andthe administration voiced increasing concerns about human rights
abuses in Guatemala last year when the level of political violence 
rose considerably. And I think we were all disappointed by the fail
ure of the previous government to act decisively to try to contain it 
Dr to investigate such cases. 



656
 

Our ambassador, Tom Stroock, spoke out very vigorously about
this. Secretary Baker recalled him publicly humanover rights
abuses not too long after Hector Oqueli was murdered. And finally,
after this series of escalating problems, we suspended our military
assistance following the murder of an American citizen, Michael
Devine, and the failure of the previous government to take serious
action to investigate those responsible whom we believe to include
members of the security forces. 

I think it is worth noting that we do not provide lethal aid toGuatemala, and have not for many years. We have had very,a very modest assistance package. And if you look at its contents, it
is in areas that relate much more to civic action functions of theGuatemalan military. They do a lot of work in the remotest regions
of the country where in some cases they are the only government
present. They do road building, they do civic action. 

If you look at some of the items that we suspended, you will seeit is prefabricated buildings and the like. So we are not talking
about lethal aid. Nevertheless, we thought it was very important todraw a line over the killing of this American citizen and the fail
ure to investigate it in the context of these escalating abuses. That 
was under the previous administration. 

As you know, Guatemala held an internationally supervised election last December. The new president, President Serrano, firedthe minister of defense and the chief of staff the day before he took
office, which was a very courageous act. The day he took office, Iwatched him stand in front of the entire armed forces of Guatema
la and say publicly that "the security forces of this country have
committed human rights abuses in the past and have never
punished and that is going to end under my presidency." 

been 

He then took the minister of defense and went to visit, in a verypublic fashion, the human rights ombudsman who has a respected
record in Guatemala. They recently created an office of profession
al responsibility in the police forces which will allow citizens to call
and report abuses. So this president has taken some importantsteps forward, and I think his commitment on human rights is verystrong. In addition, he has reinvigorated the investigation of the 
killing of Michael Devine.

Our suspension continues, but we are trying to cooperate with
President Serrano's Government to support the steps he has takenand to work with him. I think it is important to offer incentives as
well as punishment, and this very modest assistance for fiscal 1992
is an incentive. Because there are elements in every military andin every police force that are committed to professionalizing and
modernizing their ranks and eliminating their troglodytes and kill
ers.

And if you want to support the eloments that are trying to move
in the right direction and a new civilian president who has beentougher and bolder on human rights than anybody would have
imagined, you need to find ways to strengthen them. So holding
out the prospect of some modest renewal of our security relationship I think would do that. And that is the purpose of our request.

Mr. McHUGH. That is reasonable. Is it fair to say that the suspension will continue unless we see further progress and concrete 
steps taken? What you have described of his public statements is 
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very encouraging, but the suspension continues, I assume, for the 
moment, and that will continue to be the case unless we see some 
concrete efforts to carry forward on-I am looking for some indica
tion as to what concrete kinds of steps are-

Mr. ARONSON. Well, we believe that they have taken some con
crete steps that are important. We certainly expect to see a thor
ough investigation in this case of a murdered American citizen,
and I do not believe we would feel that it would be warranted to 
resume assistance if that had not taken place. But we are, as I said, 
working with the government in a very cooperative way to try to 
strengthen steps they are taking. And if they continue in this path
and they want our military assistance, I think we would consider 
resuming it. But we have not done so at this time. 

Mr. McHUGH. Is there a $2 million allocation for Guatemala in 
1991? 

Mr. ARONSON. I think that is correct, maybe $2.1 million. 
Mr. McHUGH. So is that available to them at this point?
Mr. ARONSON. That has been suspended as well, I believe, though 

some of that may have gone forward. There is a modest amount in 
the pipeline. Again, I would stress though, Congressman, none of 
this aid is lethal aid. 

Mr. McHUGH. I understand that. 
Mr. ARONSON. The real question is, how do you best promote

human rights in Guatemala, and when do you act to engage to 
strengthen a new president who I think is very much committed to 
doing the right things? We are going to watch that carefully and 
we will be happy to consult with the committee. But I think there 
is a history in Guatemala that suggests that simply disengaging is 
not the way to promote human rights.

Mr. MCHUGH. No. And it is on that basis, again, that many of us 
have tried with modest assistance to encourage positive change.
And I do not question your commitment to that as well. I had 
much higher hopes for the last administration in Guatemala. 

And this is not the place to get into a lengthy discussion as to 
what happened and why, but we had a democratic election when 
Mr. Cerezo who himself had been rather brave in promoting de
mocracy in very difficult days earlier took office. I frankly had a 
lot of hope for progress. And now here we are again with problems
that we did not anticipate after 5 years of his rule. 

I recognize that it takes a long time to change deeply-imbedded,
systematic habits and problems in the military or any other insti
tution, but given this history, there is a certain skepticism about 
proceeding again. So I do not disagree with what you have said. I 
simply think we need to be committed on a continuing basis to 
looking for concrete steps which represent progress, recognizing 
you cannot change a society overnight.

Mr. ARONSON. We agree with that. 
Mr. McHUGH. Okay. If you would, keep us posted. I would appre

ciate it. 
Mr. ARONSON. Okay. I would just note one thing in defense of 

President Cerezo. I share your disappointment, but I have watched 
now the first democratically elected government transfer power to 
another elected president in several Central American countries. 
There was nobody who cared more about human rights than Napo
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leon Duarte. But I think he was frustrated in his ability to gain
control of that issue.

But what he did and what Cerezo did was preserve a democraticgovernment and hand it to aover successor, which is no smallachievement, particularly since it came from the opposition. InGuatemala this was the first time it has happened in 40 years. Andironically, President Cristiani has been able to do far more interms of human rights and weeding out officers with bad humanrights records than President Duarte was able to do under different
circumstances. 

And I am hopeful and somewhat encouraged that President Serrano will be able to continue in that path. What I have no doubtabout is that he is very strongly committed and he would not havestood in front of that high command in the armed forces as he didand made that proclamation if he was not serious because there 
were political risks in taking that step. 

NICARAGUA 
Mr. McHUGH. I agree. Nicaragua. I wonder if you could brieflygive us a status report on Nicaragua, and specifically where oureconomic aid is going, how it is being used. If I understand thenumbers, and correct me if I am wrong, our request for economicassistance to the Chamorro Government is less in 1992 than it hasbeen, and I would be interested in knowing what that reflects in

terms of your assessment.
And secondly, I would like to ask if Nicaragua has been successful yet in clearing up its arrearages in the World Bank and the

Inter-American Development Bank.Mr. ARONSON. In the first part of your question, the size of ourfiscal 1992 ESF request is a reflection more of the type of budgetconstraints that we are all operating under as a result of thebudget agreement that the Congress and administration reachedthan a foreign policy decision. We would, in the best of all worlds,welcome a larger number, frankly. Though I would note that as wemove forward we are able to do more with development assistancethan we were able to do in previous years, and the total actually isa little bit more than the request would have been for pure ESF.Maybe Ambassador Michel wants to go through how the money

has been spent.


On the question of the arrearages, we have earmarked $50 million of the fiscal 1990 supplemental to support an internationaleffort-a multilateral effort to help Nicaragua clear its arrearswith the IDB and the Bank. I do not think they owe any money tothe IMF. Their current arrearage is about $350 million. I am goingto Tokyo next week, and one of the subjects I will be discussingwith my Japanese counterpart is our hope that Japan will make a
contribution. 

That process, however, is awaiting progress is Nicaragua's economic reforms and agreement with the IMF and some record ofhaving met the targets. They have taken some very tough steps inthe past week. We hope the Sandinistas will not obstruct thateffort, and if and when that goes forward we hope that there will 
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be strong multilateral support for Nicaragua to help them clear 
their arrears, because they need to begin new flows from the IFI's. 

I would note that they had a very successful rescheduling of 
some of their bilateral debt with Mexico and Venezuela on gener
ous terms, so they are beginning to reorder their financial house,
and I think that was encouraging.

Mr. MCHUGH. The staff reminds me that the response, apparent
ly, of the government workers to this austerity effort by the gov
ernment has been to go on strike. Is that-can you tell us about 
that? 

Mr. ARONSON. Well, there is a union that is left over from the 
Sandinista dictatorship. For the 10 years of the Sandinista dictator
ship they proclaimed that a strike was counterrevolutionary and 
that they cut off the hands of the workers. But since democracy
has come, they now believe in the right to strike, and they have 
regularly led strikes against this government, some of a very vio
lent nature. 

There was a strike by the customs workers last week in which 
they shut down the airport. There have been some strikes by doc
tors and other government employees demanding salary hikes. The 
government of Nicaragua just announced a major devaluation of 
the currency, and essentially what they are demanding is to be 
made entirely whole in terms of their wages.

The problem is that Nicaragua, like many governments who in
herited a much-inflated and inefficient state sector cannot sustain 
the cost of that inefficient state sector, and they either have to run 
deficits and print money, creating hyperinflation or they have to 
reduce the size of state sectors, the same problem Mexico faced, 
and Argentina, and Brazil, and Costa Rica, and Guatemala, and 
they now face it. 

The difference is that you have a relatively militant faction of 
the Sandinistas that control some of these unions and they are 
making it very difficult for the government. Though I would note 
that in terms of numbers of union workers, the Sandinista unions 
have steadily been losing members to the democratic trade unions 
over the past year.

Mr. McHUGH. Are the democratic trade unions supporting the 
government plan?

Mr. ARONSON. Well, I cannot speak to that directly. They certain
ly supported the previous reforms, and whether or not they have 
signed onto every single aspect, I am not sure. But they are not 
calling for strikes and they are not waging any strikes in response.
You know, like all trade unionists, I suspect they would like higher 
wages.

Mr. McHUGH. Jim, did you want to add to that? 
Mr. MICHEL. Yes, thank you. I would like to submit something

for the record so as not to take up a lot of your time, Mr. McHugh.
But I have a sheet on the status of the assistance to Nicaragua and 
one on Panama. I would like to take the opportunity to say that in 
the case of Panama, about 90 percent of those funds are obligated
and $190 million have been disbursed. And in the case of Nicara
gua, 85 percent have been obligated and over half disbursed, $158 
million. 
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I came into this job as these programs were getting under way,so I cannot claim any contribution that I made enabled them to go.But I just wanted to say on behalf of the people in the A.I.D. missions in Panama and in Nicaragua and the A.I.D. staffs here in

Washington, they work very hard and very effectively. I thinkthese programs have gotten off the ground with remarkable effec
tiveness. 

It is not just a matter of the money flow, but the actual thingsthat are done, like the delivery of 7 million school books for thestart of the new school year this month in Nicaragua, that were 
not easy. I think we have accomplished a lot in both programs in avery limited time, and I hope that we will be able to do a lot morewith this reform program in place in Nicaragua in the coming yearas they begin to stabilize their economy and set the basis for 
growth.

Mr. ARONSON. I would just like to add one point, Congressman. Ithink all of us who look at the size of resources available to foreignassistance are hopeful that our allies will do more in regions that we care about, including Central America. And one of the reasons
that I think the Congress' full support for our supplemental wasimportant in fiscal 1990 was it sent a very strong signal to other
donors that the U.S. was going to do its part.

And subsequent to that decision, the Italian Government hosted a multilateral donors meeting of about 21 countries from Europe,Japan, Canada, and the United States. And Nicaragua was able toexact pledges of other assistance that were much larger than they
expected, and I think our commitment played a role. So when somequestioned that number, if we were not able to spend every dollar,
there is an important political signal if we are going to enlist the 
support of others, and I think that signal was sent. 

NEW MILITARY ASSISTANCE PROGRAMS 

Mr. MCHUGH. Thank you very much. I did have a question onPanama, and it may be that the Chairman's earlier questions for

the record will solicit the information from you, ar,d so let me just

pass over Panama for the moment.


I understand in the 1992 request there are some new military assistance programs. For example, there is one for Argentina in theamount of $1 million, and Chile as well. I wonder if, Mr. Rowen,you can indicate to us for the record why these programs are im..portant at a time when we are, as the secretary said, tight on resources, reducing our assistance to Nicaragua, for example. Why do we have to initiate these new programs, as modest as they are?
Mr. ROWEN. They are very small indeed.
 
Mr. MCHUGH. Yes.

Mr. ROWEN. And it is really a matter of reestablishing relations
with the military in these countries. In the case of Chile, the basicplan is to have officers attend our schools. And it is really educa

tionally focused.
Mr. McHUGH. So this is not a weapons program, it is a training

program?
Mr. RowEN. It is a training program. For FY 1992 there is also, Ishould add, a funds plan for maintenance and support of their F5 
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and C130 aircraft. This plan however, is not the main focus. In fact,the Chilean Defense Minister Rojas was in town, and his interest isreally focused very, very substantially on education and training.So that is the focus of our program. But there are some plannedfunds for maintenance and support of aircraft.Argentina is also interested in IMET very strongly. There is alsosome planned amount for maintenance and support of some helicopters, army personnel carriers, and help with logistics. We alsohave a discussion going with the Argentine ministry of defense.They are very interested in the way in which we operate in therole of civilian control in the military, and that is being exploredthrough bilateral discussions.

Mr. ARONSON. Mr. McHugh, I just want to add a point why wethink these are important, as modest as they are. In Argentina youhave a civilian president who sent four ships to the Gulf to standwith the United States in Desert Storm, who is trying to reform hiseconomy in fundamental and important ways, and who still faces aminor threat from recalcitrant old guard officers, the most visibleexpression of which we saw in December when a group tried tostage some kind of a coup, if you can call it that.President Menem is restructuring his armed forces and he hasalso, as I said earlier, definitively ended a ballistic missile programthat the military had been heavily involved in and that had beenfunded by the Iraqis, the Libyans, and the Egyptians that wouldhave provided medium- range, if not longer, ballistic missile capability to nations in the Middle East that we do not want to see with
that capability.

So the question is, how do you help a new civilian presidentmove his military in these important directions, establish civilianauthority, This was a small but I think important sign that we support the direction that President Menen is going and I think it willhelp him move in these very important ways.In the case of Chile, the same issue exists. As you know, they
just completed transition from authoritarian rule. We are very confident that democracy is irreversible in Chile, but it is important
also to strengthen President Aylwyn in his effort to ensure andconsolidate civilian authority over the military.
And as you know, there is a constitutional provision left over
from the previous dictatorship that designated General Pinochet as
the army chief of staff and determined his tenure to be up through
1996, which is not the normal situation of a new civilian president.
So there are special concerns, and I think, again, the United
States is trying to say to all sectors in the Chilean Government
that we support this new civilian president and that on the basis ofhis commitment to democratization and human rights, we wouldlike to build a relationship in a very modest way. And again, Ithink politically that is an important signal to send.Mr. McHUGH. Okay. One of the questions that the staff has suggested is, why are we not, for political reasons as wellsome as perhapseconomic reasons, engaging in any kind of an aid programwhen we are initiating a military program? And I might say parenthetically that I think IMET program is an effective program.think it makes sense in rnnnu nfd4,na -- 4.. _ - .. 
I 
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to imbue some of these militaries with the kind professionalism
that we have in our military and respect for civilian authority.

So I am not raising the question by way of objection. I would
have somewhat greater reservations or concerns about a tradition
al military assistance program if it were to expand and if this were
the first step in an expansion of our military assistance program in 
some of these countries for budgetary reasons, primarily. But I can 
see the benefits personally in an IMET program, and on a political
basis, in particular, it seems to me it makes a lot of sense. 

But perhaps for the record, briefly, Jim, you can give us the 
answer to the question on the economic side. 

ECONOMIC ASSISTANCE 

Mr. MICHEL. Could I just say we have a small assistance program
for Argentina, and also a small program for Chile in the budget.
These programs are part of the Latin American and Caribbean re
gional account, because we do not have a big A.I.D. mission there.
But in the case of Argentina, it is exactly in support of the kinds of
reforms that the Menen administration is seeking to institute. 

We are working with other donors in support of the privatization
effort, we have initiated a small grant to support the strengthening
of the administration of justice, and we are providing help on fi
nancial reform in public administration, both on a bilateral basis
and through Argentina's participation in broader regional pro
grams. So we are trying to be responsive to that very conceim.

In the case of Chile, the principle elements are in civic educa
tion, such as the legislative studies center that we have established 
to support the new Congress. Other areas include administration of
justice, microenterprise development, and a substantial housing
guarantee program which does not show up in the budget, but it is 
the biggest one we have in the region.

Mr. ARONSON. I would just add, Mr. Chairman, that as you re
member in the 1991 fiscal year aid bill for El Salvador, we jointly
agreed to codify that that aid should be channeled through the 
office of the president to strengthen civilian rule. And that has 
proved very useful. 

We are now trying to do that voluntarily throughout the hemi
sphere working with the defense department, so if the thrust of 
your concern is that we are somehow supporting the military at
the expense of the civilian authority in the case of Chile and Ar
gentina, the opposite is the case both by the way we discuss and
negotiate and allocate these funds, and also their purposes. It is to
strengthen civilian authority and help governments move in that 
direction. 

Mr. McHUGH. I was not really even expressing a concern so
much as trying to understand fully where the direction of the pro
gram was going, and I must say I have no objection to what you
described. Well, we are now almost at 12:35. You have been very
patient and forthcoming, and I appreciate your being here. We cer
tainly want to work with you as we go through some of these more
sensitive issues, particularly with respect to El Salvador, where I
think our goals are the same. I think that everybody agrees that
this cannot be resolved by military action on either side. And the 
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question is how can we constructively provide incentives to bothsides in order to reach a political settlement.So I think our goals are the same, and the questions reflect someof our concerns and continuing reservations about progress on both
sides.
 

Thank you very much.

Mr. ARONSON. Thank you.
 

Questions for the Record From Chairman Obey 
SuBMrTTD To DxiTim r OF STATE 

AID TO ANDIKAN NATIONSQuestion: An increase of $75 million or 43 percent has been sought for the eco.nomic aid fund established for Andean countries. It received $175 million in FY1991 and 250 million is requested in FY 1992. Explain the rationale for the increase,how you intend to distribute it, and what conditionality would be attached to it?Answer: The increase is part of the five year Andean Strategy that was presentedto Congress last year. As part of that Strategy, we said we would assist those countries that made serious efforts to control coca production and trafficking in theircountries, despite the economic costs of closing down the illicit production of coca.This year, FY 91, is the first year that we have included economic assistance as partof the plan. The assistance is tied to performance oneconomic counternarcotics and soundpolicies. FY 92's increased allocation reflects the acceleration of the balance of payments support and alternative development programs, including an emhasis on export promotion activities. We are proposing $50 million for Colombia,110 million for Peru and $100 million for Bolivia. The same conditionality would beattached as for previous years, which would include progress on counternarcotics,sound economic policies, and other provisions under the law.Question. Last year the Congress specifically included Ecuadorfor this fund. The Administration zeroed as being eligibleout Ecuador in the FY 1991 allocation despite the Committee's action. The reason, I suspect, is not policy related, but ratheris related to the fact that the NSC Andean Strategy document does not include Ecuador. Explain wh Ecuador zeroedwas out. Do you
being eligible for Fr1992 funding? 

plan to include Ecuador as 
Answer. The Andean Strategy did not include Ecuador because it is not a majorproducing or trafficking country. We agree that Ecuador, along with a number ofother countries, has a need for ESF funding. However, the severe world-wide shortfalls in the FY-91 ESF account forced us to make some very difficult decisions onwho got the limited funds available.At the same time, the U.S. is carryingcout important assistance programs for Ecuador. In FY 1991, A.I.D. is roviding Euador with almost $14meat assistance. For FY1 million in develop-A.I.D. has requested $15 million. And of course, the
Peace Corps has a very large program in Ecuador.
In addition, Ecuador also will receive 36,000 metric tons of sorgum this yearworth about $2.9 million under the Section 416 Food for Progress program.We recently signed a Trade and Investment Framework agreement which couldserve as a basis for improved trade opportunities for Ecuador and Ecuador is included in the Andean Trade Initiative.We recognize that Ecuador's geographic location makes it highly vulnerabletranshipment int for as aillicit gs,Therefore in pursor chemicals and laundered money.91,we are providing about $1.5 million dollars in anti-narcotics assistance and $0.8 million in IMET, in addition to 506(a) drawdown allocations.Ecaudor will be eligible for FY 92 ESF funding. 

CORRUPTON IN O VA.2estion. Explain the reasons for this disturbing trend in Bolivia regarding officorruption. How could a character of Mr. Toro's ilk be appointed in the first
 
Answer. Unfortunately, corruption 
 in Bolivia appears to be widespread. Many3tructural, cultural and economic factors help explain the tenacity of the phenomenon, evident throughout the society. It was a puzzle to us that a man with a pastlike Rico Toro's would have been appointed in the first lace. We did not rule outpublic reports that elements of the GOB cooperated with narcos who wanted Rico 
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Toro to head the Special Force for the Fight Against Narcotics Trafficking (SFFAT) 
so as to control and weaken counternarcotics efforts. 

It is important to recognize, however, that Rico Toro is out of office now, as well 
as others. The new head of SFFAT has publicly vowed that corruption would be 
rooted out of his organization and has already set up a special internal investiga
tions unit to do so. 

Question. What has the U.S. done to urge removal of individuals known to be 
"corrupt?" 

Answer. Our Embassy in La Paz has discussed many times privately with GOB 
officials our concerns about corrupt officials and the need to have them removed. 
We have made a number of suggestions on improvements the Government of Boliv
ia might consider. In extreme cases, as in Rico Toro's, we can inform the GOB pri
vately that we are suspending various forms of assistance. 

Question. Given these disturbing trends, why was the US's aid only suspended 
temporarily, also explain how Bolivia was certified given these realities. 

Answer. Although we have difficulties with certain individuals, in general we 
work well with the GOB. Among Bolivia's counternarcotics accomplishments in 1990 
that warranted certification werv the eradication of about 8,000 hectares, about 
3,000 hectares over the minimum required by Bolivian law, and the dismantling of 
an entire narcotrafficking organization. We achieved these successes despite some 
uncooperative GOB officials, and with the cooperation of many dedicated and honest 
people who believe as we do, that cocaine is hurting Bolivia. We do not want to 
abandon what we have helped build. 

ERADICATION OF COCA IN BOLIVIA 

Question. The justification documents indicate that three equal disbursements of 
$22 million each are planned based on phased targets of reaching 7,000 hectares of 
eradication of coca. First, explain why this goal of 7,000 hectares is lower than last 
year's 8,000 hectare eradication level. 

Answer. Article 10 of Bolivian Law 1008, dated July 19, 1988, stipulates that zones 
where illicit coca is grown will be subject to annual eradication, substitution and 
development, beginning with the eradication of 5,000 hectares per year in CY89, 
6,000 in CY90 and 7,000 in CY91, until "reaching the goal of 8,000 hectares per 
year." While we are very pleased with last year's accomplishments, we want to set 
our mutually agreed goals incrementally to ensure full compliance. 

Question. What will happen to the funds if this eradication goal is not reached? 
Answer. As the GOB fulfills its eradication (and other counternarcotics) goals, we 

will request this committee, through informal letters, to release the funds already 
appropriated for this purpose. If the goals are not met, we could withhold our dis
bursements. 

Question. Shouldn't the disbursal of funds be keyed to the reduction of an overall 
area under cultivation by 7,000 hectares, rather than simply eradicating any 7,000 
hectares under cultivation? 

Answer. The pattern of coca cultivation, a small plot here and another small plot 
there, does not allow for the eradication of an overall large area. Bolivian Law 1008 
identifies the regions in Bolivia where coca is grown legally or illegally and sets 
minimum amounts that must be eradicated, without specifying a particular area. 
We do not believe that the minimum requirements of the law should be changed at 
this time. 

Voluntary eradication with Bolivian government compensation is done in the 
areas where coca is legal, but being phased out, most of which is grown in the Cha
pare. Net eradication of '.oca ' .'1ere total amounts under cultivation drops, despite 
new plantings) occurred for the first time last year. There was a net drop in coca 
cultivation in Bolivia (about 3.7 percent). We have encouraged the Bolivians to begin 
forcible eradication in the illegal zones, in order to continue this progress. 

ASSISTANCE TO PERU 

Question. Explain the reasons for the breakdown between Peru and the US last 
year. Given President Fujimori's domestic political problem, why did the US not put 
some economic aid on the table during the discussions, rather than insisting on a 
military aid only program? 

Answer. The Fujimori government is clearly more serious about drugs than its 
predecessor. Nonetheless, aid to Peru has been withheld pending an overall agree
ment and specific agreements on the conditions of law enforcement, military and 
economic assistance. We must have clear guidelines on progress before we will sign. 
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Under the Andean Strategy and the Cartagena Declaration, we agreed to provideeconomic assistance to countries trying to break away from drug dependency. How.ever, we also required clear signs of action before providing the economic assistance,on the grounds that the assistance was to partially compensate for damages sufferedin closing down the narcotics trade. We explained to the Peruvians that if they tookfirm actions, economic aid would follow.Question. Explain your plan for the FY 1991 funds for Peru. When do you expectto come to some agreement with the Peruvians?Answer. We have every reason to believe that weagreement with Peru very will have a solid umbrellasoon. We will also be negotiating annexesenforcement, military, and economic to cover lawassistance in greater detail. All of this is dependent on a positive determination on Peru under the International Narcotics Control Act of 1990, without which FMF and economic assistance cannot be spent. Peruvian efforts in counternarcotics, human rights and control of the military are included under the INCA determination.FY 1991 economic assistance funds would go for ESF balance of payments support, with some additional development assistance funding dedicated to economicplanning efforts, and alternative development including emphasis on export promotion activities. Counterpart funds from the ESF money would also be expendedalternative development activities in coca producing areas. 

on 

CORRUPTION IN PERU
Question. What specifically has been done to address the corruption problemscited in the narcotics report?Our embassy has been in close touch with Peruvian officials on the issue of corruption. Officers involved in the Ramal de Aspuzamas case (where soldiers protecting traffickers fired at an INM helicopter) have been discharged and are awaiting

trial,The Peruvian government cooperates on investigations of corruption in the field,and the US and Peru have been negotiating a new counternarcotics agreement thatincludes a number of anti-orruption clauses. 

MILITARY ASSISTANCE TO PERU
Question. Explain the basis and rationale for the military assistance program.How much aid will go to the military versus the police?Answer. The police remain the primary instrument in narcotics control in allthree countries and no one has ever suggested that the host country military actually replace police in the performance of primary operations, such as destroying cocaine labs and arresting traffickers.We support the use of the military where the police face criminal forces too largeand well armed to handle alone, or too remote to reach.For Peru, military aid is necessary because of the Sendero Luminoso threat in theUpper Huallaga Valley. The military will receive about 60-70 percent of the totallaw enforcement and military aid, largely for equipment and air transport (used
jointly with the police), combined with training of military strike forces.
Question. Given the involvement of the Shining Path guerrilla movement in the
drug trade, how do you intend to structure our military aid program?
Answer. Drug traffickers are becoming more and more tied to the Sendero Luminoso (Shining Path) insurgents, and insurgents 
are becoming more and more tied to
the funds they can get from growing, processing and selling drugs.
We believe the threat is growing. Millions of dollars are flowing to insurgents. Peruvian estimates range from 10 to 40 million dolars a year going to the Sendero Luminoso.
We are willing to provide assistance to governments to reestablish security inthose areas where insurgents cooperate wi.h drug traffickers. That sort of assistanceis as far as we will go using drug interdiction assistance. Without security, policeoperations cannot succeed, and alternative development programs cannot be putinto place. 

HUMAN RIGHTS VIOLATIONS
Question. Specifically what has been done to address human rights violations bythe Peruvian military?Answer. In an earlier question, regarding the level of human rights abuses inPeru, I outlined our efforts to halt the abuses, both by the police and the military. Iwould ask you to note that we do not currertly give any assistance to the Peruvian 
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army. If we were to provide them with aid, however, we are confident that with 
careful planning, it could effectively reduce the level of abuses which occur at the 
present. 

In countries which do receive military assistance, such as Colombia and Bolivia, 
military trainers are required to teach respect for human rights. The instruction is 
presented in both formal classroom and practical hands-on situations. Items includ
ing the Geneva convention, chain of command and violation reporting responsibil
ities make up the course of study. 

Question. Seventeen thousand people have died in political violence in the last 
decade in Peru. Since 1983, Amnesty International has documented 6,000 "disap
pearances" and extra-legal executions in Peru. One recent case is that of Edwin Ra
mirez Moreno who "disappeared" in mid-January of this year. The detention of 
Edwin Ramirez has not been acknowledged by the authorities and a writ of habeas 
corpus presented on his behalf has been rejected. What actions has the Embassy 
taken on this case? 

Answer. We have forwarded information on this case to our Embassy which as 
begun inquiries, but we have no further information at this time. Thank you for 
bringing this matter to our attention. 

Question.Given the staggering levels of political violence in Peru, the Administra
tion has been notably silent regarding human rights abuses. Where does human rights 
fit into the Administration's foreign policy towards Peru, specifically in relation to the 
drug issue? Why is the Administration willing to speak out on Guatemala and El 
Salvador, but not on Peru? Can you cite specific examples of initiatives taken by 
Embassy personnel on human rights? Given the level of these abuses in Peru, why has 
there not been a high level Administrative visit to Peru? 

Answer. Human rights is at the forefront of our policy towards Peru. The 1990 
State Department Country Report on Peru gives a thorough and candid presenta
tion of abuses committed by terrorist groups and government security forces. We 
raise the issue at every opportunity in our conversations with all levels of the Peru
vian government, from President Fujimori to the Foreign Minister to the military 
Chief of Staff, to name just a few. Our Ambassador has made personal presentations 
on specific cases that have come to our attention, most recently the case of the 
letter-bombing of a human rights attorney, and also in more general, policy terms. 
In addition the Department strongly condemned this bombing in the latest of our 
public statements on concern for human rights in Peru. In Washington, we continue 
to work directly with the Peruvian Ambassador or human initiatives such as judi
cial reform. We have encouraged the new government to take steps that will demon
strate its stated commitment to respecting human rights. During the past year, 
there have been several high-level administration visits to Peru including visits by 
the Vice President, Secretary Cavazos, and Assistant Secretary Levitsky. All have 
stressed the importance of eliminating human rights abuses. 

HUMAN RIGHTS IN BRAZIL 

Question. On February 2, 1991, Expedito Ribeiro de Souza, president of the Rural 
Workers Union of Rio Maria, Para State, was killed after having received doath 
threats for over a year. In April of last year, four other rural workers were abuct
ed and killed. The Para state security sent one soldier to protect expedito Ribeito de 
Souza, but the soldier left after a few days. Despite evidence that the large landown
ers are behind these killings, no landowner to date has been prosecuted in connec
tion with any of these murders. 

What specific action has the U.S. Embassy taken regarding these death threats 
and subsequent assassinations of rural workers? What action has the administration 
taken to press the Brazilian authorities to ensure a full and impartial investigation 
into these murders? 

Answer. U.S. Embassy officials, including the Ambassador, often discuss human 
rights issues-including the case of Expedito Ribeiro de Souza-with Brazilian fed
eral authorities and have impressed upon them the importance of human rights to 
our government.

As in the U.S., the Brazilian federal government's authority to intervene in local 
criminal cases is limited by the Brazilian constitution. It is also limited by re
sources. However, the Brazilian government is demonstrating an increased willing
ness to use the tools it has. 

For example, in the Ribeiro de Souza Case the Brazilian MinistrY of Justice sent a 
special delegation, including senior federal plice officials, to Rio Maria to assist 
with the Ribeiro de Souza case. The gunman has been arrested and authorities have 
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identified and are seeking a local landowner now in hiding, who allegedly orderedthe murder.The 1988 constitution permits federal intervention in what would normally be astate matter, provided the federal authorities obtain a decree from the SupremeCourt and a legislative approval. The Brazilian Government has already begun thatprocess: On March 8, the Brazilian Attorney General petitioned the Supreme Courtfor federal intervention in the Par region. On March 5, the Brazilian Conpess initiated a measure calling for federal intervention in the Rio Maria area which couldlead to a mandate for federal police involvement. 

NARCOTICS TRAFFICKING IN CCLOMBIA 
Question. What is the status of U.S. efforts to cooperate with Colombian authorities on developing cases against the traffickers who have given up?Answer. The governments of the United States and Colombia recently signed adeclaration of intent to share evidence in !aees where a narcotrafficker has surrendered/confessed under the "plea bargaining" decrees in Colombia. A process hasbeen developed consistent with the Declaration of Intent to identify and exchangeinformation that can be used against the individual who has confessed.
Question. Given the fact that the U.S. 
 is unlikely to forgo its right to prosecutethese individuals, what is the realistic assessment of the cases that will be broughtagainst these individuals in Colombia, and of the incentive of other traffickers togive up? (In other words, if these traffickers can only get amnesty in Colombia bygiving up now, what real motivation do they have to do it?)Answer. The narcotraffickers' motiviation for surrendering is not solely fear of extradition, but fear of dying as Colombian authorities attempt to capture them. Thisyear the Colombian authorities have dramatically increased their number of raidsand seizures of cocaine, resulting in the deaths of various Medellin cartel terroristcell leaders including the notorious Prisco brothers.The Colombian Constitution is undergoing reform, a major component of which isjudicial reform. In addition, the Gaviria administration has created special publicorder courts in which anonymous judges will handle narcotics and terrorist cases.Coupled with judicial protection,

and our recent evidence 
for which the U.S. provides securit assistance,sharing agreement, although still early, indcations arethat the narcotraffickers who have surrendered will be tried and brought to justice.We believe that extradition is a valuable tool and hope that Colombia will continue to extradite criminals to the United States. However, we also believe it essentialto support Colombia efforts to strengthen the judicial sector, so that Colombiancriminals are effectively tried in Colombia courts and, if convicted, sent to Colombiaprisons.Question. What do you make of press reports that the Medellin Cartel has beenthe subject of intense scrutiny by Colombian law enforcement efforts, while the CaliCartel has continued to operate largely unscathed by the recent offensive?
Answer. While a good deal of the media attention has been focused on the hunt
for Pablo Escobar, and his violent attempts to intimidate the government through
car bombs, assassinations, and other threats, the Cali Cartel has not escaped atten..tion by the Colombian police. Most recently, almostwere two tons of Cali cartel cocaineseized in a series of raids against their laboratories in southwest Colombia.Colombian government forces continue to gather intelligence on the Cali carteland continue to stage operations, although without the high profile of Medellin operations. We have received assurances from the government of Colomia that as the
Medellin cartel weakens, the government will devote more resources 
to fighting theCali cartel. 

INDIAN COMMUNITIES IN COLOMBIA
Question. The militarization of Indian Communities in the Department of Caldas,one of central Colombia's biggest coffee growing regions, has resulted in"disappearances over 15and 150 cases of detentions and torture between August 1988 andJanuary 1989. No information has been provided"Diappeared" community as to the whereabouts of the 15members despite pressure on civiian and military authorities. What is the status of the investigation into these cases? What steps hasthe U.S. Ambassador to Colombia taken to urge the Colombian government to protect the rights of the Indian communities in Caldas?Answer. Regarding the status of the investigation, the history of the situation isas follows: in the second half of 1988 there were widespread detentions by the military in the Rio Sucio area and reports of disappearances and torture. The militaryactivity was in reaction to the kidnapping and execution nf tenff in.4i---------
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Hernan Londono by Peoples Liberation Army (EPL) guerrillas then active in the 
region. Londono's body was found on Indian land. The military alleged that the 
Indian community supported the guerrillas. 

A commission of government investigators went to Rio Sucio shortly after the in
cident to investigate reports of disappearances and other abuses. All individuals re
ported on Amnesty International's (A) list of fifteen "disappeared" were believed 
accounted for-several had been detained by the security forces to face criminal 
charges. Most of those detained appear to have been released, although some may 
still be in acknowledged government custody. 

In April 1990 Colombia's Procuraduria, an independent government watchdog 
agency, ordered the suspension of Major Jose Vicente Urbina for 30 days and the 
dismissal of Lieutenant Gustavo Adolfo Duque for complicity in the extra-judicial 
execution of Rey Maria Salazar Tapasco, also on Al list. Although the military is 
legally obligated to implement the punishmenth imposed by the Procuraduria, it is 
not clear if it has yet done so. According to the Colombian Presidential Human 
Rights Office, and Salazar killing is also under investigation by a civilian judge. 

As noted in the Colombia section of the Department of State's 1990 Human Rights 
report, both the military and civilian judicial system generally have failed to convict 
official human rights violators. The EPL has recently disarmed and become a legal 
political party. Its members have received amnesty for most crimes, making it un
likely that anyone will ever by brought to justice for Hernan Londono's murder. 

In answer to your second question, the Ambassador and other Embassy officials 
have consistently emphasized to senior GOC officials the need to respect human 
rights and the link between the GOC's humaua rights record and condnued U.S. eco
nomic and security assistance. A key objective of the Embassy has been to assist 
GOC criminal justice reform efforts. Such reform is essential if human rights viola
tors are to be consistently brought to justice. To the best of our knowledge, over the 
past year and a half there have been no reports of significant official human rights 
abuses against the Indian community in the Rio Sucio area. 

EL SALVADOR 

Question. What is your assessment of the recent elections? 
Answer. This election, in particular the good showing of leftist parties formerly 

affiliated with the FMLN's political front, demonstrates the openness and growing 
maturity of El Salvador's political process. All the political parties agreed to re
forms that resulted in greater representation for the opposition and particularly for 
the smaller parties. The U.S. observer delegation praised a "free and fair election" 
in which Salvadorans "expressed their fervent hope for an end to the violence of 
war" in a "major contribution to national reconciliation and peace." Unfortunately, 
voting in two municipalities was delayed because of guerrilla activity. 

Some international observers reported a number of technical problems, especially 
with provision of identification cards to voters and with vote counting. The observ
ers also reported that the problems were successfully resolved. An agreement 
among the political parties just before the elections led to a law easing the require
ments for identification necessary to vote. We have no information that would sug
gest that identification had been withheld on a partisan basis or that the problems 
seriously affected the vote. Allegations of localized attempts at fraud were addressed 
by a procedure agreed upon by the parties whereby if sample re-counts revealed dis
crepancies, then total re-counts were undertaken in those municipalities where 
fraud was alleged to have been attempted. 

Ruben Zamora, leader of the MPSC party of the Democratic Convergence coali
tion, made highly publicized allegations of fraud. Silvia Barrientos of the MNR 
broke ranks with CD coalition partner Zamora and turned over to the Central Elec
tions Council (CCE) the ballots Zamora claimed had been thrown into a garbage can 
in Soyapango. Zamora had publicly refused to turn the ballots over the CCE or the 
Organization of American States (OAS), which was observing the elections. In the 
presence of OAS observers and representatives from all political parties, the CCE 
reviewed the tally sheets from the appropriate voting table and determined that the 
53 ballots had been removed only after they had been properly counted and record
ed.
 

The vote count was slow because El Salvador does not have computerized vote 
counting. The ballots are counted by hand three times-at the polling place, at the 
departmental election board, and at the CEE-in the presence of international ob
servers and representatives of all the political parties. 
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While there were some irregularities in the conduct of the balloting, all observergroups, including the OAS, said that the elections were free and fair. We are study.ing ways of expanding assistance to help alleviate technical problems.Question. Clarify the reports of irregularities in the conflictive areas, particularlyin Usulutan province.Answer. Allegations of electoral irregularities were not confined to conflictiveareas. The U.S. Embassy in San Salvador is not aware of any incidents or reports ofirregularities occurring in the Department of Usulutan. In the department of Morazan, parts of which are conflictive, an ARENA party deputy is rumored to havevoted more than once. At one time that incident was incorrectly reported as havingtaken place in Usulutan. The Central Elections Council is investigating the incident.Electoral irregularities and bureaucratic problems took place in many locations,mostly outside the conflictive areas. To the extent that such irregularities and problems were reported in conflictive areas, they were generally similar to those in nonconflictive locations. Bureaucratic problems included last minute changes of pollingsites, lengthy lines at sone polling places due to poorly-trained poll workers or delayed poll openings, and the absence of some voters' names from the appropriatevoting lists. Charges of irregularities included apparent changes in the vote tallies,and in the most highly publicized incident, charges by the Democratic Convergence(CD) that 53 ballots marked for the CD in the San Salvador suburb of Soyapangowere thrown away.From all available evidence, the bureaucratic problems due, primarily, towerelack of administrative planning on the part of the Central Elections Council (CCE).Ironically, much of this problem can be attributed to the time and attention theCCE had to give to the massive voter registration drive it conducted from September through March 1 (ten days before the election). The drive expanded the voterroll by about 25 percent (from 1.7 to 2.2 million registered voters). The issue wasfurther complicated by the cumbersome registration and electoral procedures whichare designed to prevent electoral fraud.The CCE carefully looked into the allegations of electoral irregularities. Whennecessary, it reopened ballot boxes and recounted the actual votes. In every case, itfourd that either there was no fraud committed or, in those cases where the talliesdid not match, the differences were too small to affect the electoral result. In theSoyapango incident, the CCE matched the CD ballots against the table from whichthey had originated, and determined that all ballots had been properly counted andrecorded. The Organization of American States observed both the elections and theverification process and reported that despite the many problems that plagued thesystem, the elections were fair and valid.Question. Explain the circumstances surrounding the apparent changes in pollingplace in 22 municipalities to Army controlled areas. Why was it necessary?Answer. The location of voting urns on election day was determined by the Central Elections Council (CCE) and the electoral commissions of the various depart

ments.The decision to relocate the polling places in 22 municipalities to other nearbyareas was based on security conditions. The polling places that were moved were inconflictive areas where the FMLN had announced it would not permit balloting to
take place. To have attempted to place voting tables in those municipalities would
have endangered voting officials and the local citizenry.For example, the FMLN's stated policy regarding the area north of the Torolariver in the department of Morazan was that they would not allow voting in FMLNcontrolled areas, but would not interfere with voting in Government-controlledareas. As a result, the CCE decided to allow residents of towns north of the Torola
to vote in San Francisco De Gotera, the departmental seat of Morazan department.
Question. What has the OAS said about the elections?
Answer. On election day, Mario Gonzalez Vargas, General Coordinator of theGroup of Observers of the OAS Secretary General made the following statement:At the conclusion of the voting that took place today, the Group of Observers ofthe Secretary General of the Organization of American States performed a preliminary evaluation of the electoral contest, which contains the following findings:1. With the exception of several problems reported in the Departments of Usulutan and La Union, voting took place in a calm environment.2. According to the information available so far, we are able to state that no blatant acts of intimidation or coercion occurred against citizens exercising their rightto vote.3. The irregularities noted, and those reported to the Group of Observers by various political parties, cannot be regarded as sufficiently serious to affect the voting. 
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4. Logistical problems had a limited impact, preventing mayoral and town council 
elections in the municipality of Santa Tecla and delaying the opening of the polls in 
the municipality of Mejicanos.

5. Problems associated with the voter registration lists did surface in the evalua
tion, but as yet they do not appear to have been on a scale sufficient to affect the 
expression of the political will of the electorate. 

6. The Group of Observers is carefully monitoring the vote count at the various 
agencies provided by law. 

7. The Secretary General, in his second report on the observation of the elections 
in El Salvador, will conduct a more detailed survey and a more comprehensive eval
uation of the electoral process. 

On March 27, 1991 the OAS released the following statement: 
The Secretary General of the Organization of American States (OAS), Ambassador 

Joao Clemente Baena Soares, presented today to the regional organization's Perma
nent Council an oral report on the observation carried out by its mission of the elec
toral process in El Salvador. 

Ambassador Baena Soares underlined that the electoral process related to the 
general elections of last March 10 'were accepted by all Salvadoran political par
ties.' 

The report made by the OAS Secretary General was followed by a response from 
the Permanent Representative of El Salvador, Ambassador Mauricio Granillo Bar
rera, who, after emphasizing that elections in his country 'became a civic celebra
tion, where even the handicapped could cast a vote' and that 'the number of com
plaints of political parties was relatively low', underlined 'the high intellectual 
level, the ability, and the civility with which the OAS observers conducted them
selves.' 

Ambassador Baena Soares began the presentation of his report by stressing that 
the OAS observer group was present at 368 political meetings all over El Salvador,
'that in general developed satisfactorily', and that in the few cases where com
plaints were made to the observers and transmitted to the competent authorities, 
they were solved satisfactorily.'

Also during his report the Secretary General noted that OAS observers were 
present on election day in 76.2 percent of the 6,637 polling councils, and that they
noted 'minor anomalies that did not threaten the electoral process.' 

ORAL REPORT OF OAS SECRETARY GENERAL JOAO CLEMENTE BAKNA SOARES GIVEN TO THE 
OAS PERMANENT COUNCIL MARCH 27, 1991 

The SECRETARY GENERAL Thank you Madame Chairwoman. In the first place, I 
bring information to the Council about the El Salvador electoral process, that 
ended, as we all know, just a few days ago.

This information complements that which I already had the opportunity to bring 
to the Council and which will be duly amplified in a written document that Iwil 
deliver for distribution to the missions represented at the Council. 

The OAS Observer Group was present, as you know, from the beginning of the 
process and, during its final phase, and attended 368 political meetings throughout
El Salvador. In general terms these public meetings developed satisfactorily and the 
problems or incidents that did occur-only a few cases-and which were brought to 
the observers' attention or were seen by them, were taken care of by local authori
ties and were solved satisfactorily.

Political parties had access to the media according to the resources available to 
them. There were some complaint regarding a broken "gentlemen's agreement" 
among the parties, that recommended outlays of no more than 80 percent of contri
butions for this kind of activity, but this aspect in no way prejudiced the electoral 
process.

The climate of the campaign, which I had the opportunity to refer to before, con
tinued to be very tense, with very bitter verbal manifestations. I had already ex
pressed concern about this matter. This concern became greater during this period,
and the Observer Group, worried about a possible increase in violence or fear 
during the electoral period with negative repercussions, sponsored the installation 
and functioning of interparty commissions in Observer Group offices in each Salva
doren department, functioning in the same way as the Interparty Commission, 
where the electoral refo:m law was discussed. 

The reproduction of a mechanism that had already borne fruit at the national 
level was possible in 12 of the 14 departments, with very good results as to the tran
quility and normalization of the climate of the electoral campaign. 
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Learning of and trying to resolve through common agreement problems that theparties faced during the campaign not only had the positive consequence of reducingnotably the number and gravity of complaints received, but also to diminish thelevel of mutual mistrust among party leaders. Thus, a more propitious environmentwas being credited for the peaceful development of the elections, during which theparties tried, and many times managed, to regulate better their partisan activitiesand electoral propaganda.All complaints received by the Observer Group were handled through channelsestablished beforehand with the competent authorities. Ninety-two complaints weremade directly to the General Coordinator, which in every contacted the aucasethorities to ensure investigations or that necessary decisions were made, accordingto the particulars of each complaint. Electoral authorities received directly 48 complaints; the military authorities 24, and the civil authorities, 22 complaints.The number of complaints we received seems small to us, keeping in mind thepolitical polarization in the country and the electoral environment, which was verytense. The reasons for the low number of complaints can perhaps be found in theshort time that the political parties had to get used to the presence of the observers,and also, principally, in the fact that the functioning of the interparty commissionsin the 12 departments, which I referred to before, permitted the resolution, in thiscase, of a good number of problems that occurred.I would like to refer to a question that was the object of great attention thetime-the first time-I had the opportunity to inform the Council about the El Salvador election process. It is the process of "carnetization", using the local expression. I pointed out in my first report the difficulties that the "carnetization" processran into in making sure that all citizens registered on electoral lists were in possession of this document.

On March 1st, the deadline for delivery of the carnets, it was verified that morethan 15,000 persons would be without a chance to vote, even though they had registered after August 1, 1990, because none of them had received their respective electoral carnet. In light of this situation, the Observer Group expressed its concern tothe political parties, and invited them to consider the possibility of creating a mechanism to allow the vote to those who had registered and that, for reasons beyondtheir control, had not received their corresponding electoral document.On March 7, the President of the Republic, in a message to the country, reportedthat he had called the National assembly into extraordinary session with the objective of deciding on a draft transitory reform of the electoral law applicable to theMarch 10 elections. These re' rms were central to resolving the 'carnetization"
problem.

This was done by stipulating that those persons who had in their possession thedocument called the "Voter Registration Application" could vote by presenting thisdocument together with a personal identity document. In this way, a problemwhich could have taken on threatening dimensions to the election process-was re
solved.
On Election Day the Observer Group visited 5,060 polling places, which represented 76.2% of the 6,637 polls that functioned around the country. Observers were also
present for the opening of 343 polling places and at the closing of voting, counting of
votes, and tallying of the votes in 99 polling places.Minor irregularities and anomalies were observed, but at no time did the political
parties or observers consider that these anomalies put the electoralprocess at risk.
n addition to being present during the actual voting, the Obaerver Group accompanied, with our counting system, vote tallying done by the electoral authorities.
In the case of El Salvador, we did not do what we have done in other settings due
to the nature of the elections. Rather, we went with our 
own adapted systems in
such a way that we could follow the work done by election authorities.
At the end of the voting, on March 10, the Observer Group issued, with my authorization, a statement in which it stated its conclusions on what it had observedthat day, that irregularities could not be considered sufficiently serious to affect thevoting, logitical problems that had limited impact-very limited in some areas invoting for prefects-or the delay in beginning the voting in one town.Afterward, we continued to receive observations and comments from political parties about the electoral process. But none of the political forces questioned the legitimacy of the electoral process. The leader of Democratic Convergence, Mr. RubenZamora, brought up some serious irregularities, that is, that sorie ballots markedfor his group were thrown into the garbage in the town of Apopa.It is also necessary to point out that a report issued late on March 11 by electionauthorities, where partial election results were given, caused some surprise and concern. This was the only information given by election authorities before the begin
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ning of the official vote count, and thus, before official results were announced on 
March 22. 

The Christian Democrat leader, Mr. Fidel Chaves Mena, also expressed himself in 
similar form to that which is set out previously, and he also referred to the discov
ery of some ballots marked in his party's favor which had not been put in the 
proper urns. 

I now turn to our scrutiny of the vote tally and what we call the informational 
audit. The details about this audit will be annexed to my written report-I won't 
take the time of the Ambassadors and Permanent Representatives in analysis of 
this task-but it seems to me to be very interesting, not only because it has infor
mation about what we did in El Salvador, but also as general information on the 
existing mechanism for this kind of verification. 

All of our activity during the vote counting phase, the observation we did through 
the audit, led us to conclude that it would have been difficult to commit fraud, since 
any evidence thereof would have been clearly confirmed during this process. There 
was, perhaps, a little negligence in the execution, referring to the electoral poll reg
istration lists in the subsystem of "carnetization," in connection with computeriza
tion of its results, but this had no effect on the overall election picture. 

Yes, there was some concern with the delay in the official tally. The law permits 
access of the political parties to the records of proceedings and the urns to verify the 
already computerized results. Th3 process, which is the final inspection process, 
took some time to complete because it was very slow, and because of communica
tions difficulties among all parties involved. 

Thus, it seemed to us like a good idea to make the March 15 statement in El Sal
vador in which we said, with regard to the inspection being carried out, the follow
ing: that from election day we were receiving information from the 14 departments 
in whic. the Observer Group was present for around two months. Based on the in
formation received, it is evident that some problems were observed. The delay, then, 
in the process of examination-as I have mentioned-designed to detect and correct 
to the extent possible any irregularities, and which was causing growing concern 
generally among the political parties, observers, and the public.

But the methods that were foreseen in an instruction for the operation of the de
partmental electoral councils published by elections authorities with the support of 
all political parties, and which permitted, among other things, inspection of the 
urns, could give a new dynamic to the observations in such a way that the elections 
authorities could report the final result to the political parties and the public 
quickly.

In this way another problem was overcome, that could have had negative conse
quences for the final result of the elections. 

On March 10, 1,051,000 people voted, that is, 43 percent of the registered voters. 
The process was accepted by all farties. The Observer Group Coordinator spoke per
sonally with all political party feaders and from them we received no indications 
that would impugn, definitively, partially, or in any way, the results of the elec
tions. But there were indications of a sense that it is necessary to improve the 
system itself. In this vein we took to the Government of El Salvador some ideas 
geared toward improving the execution of the electoral process. 

The faults observed in these elections are attributable in large part to deficiencies 
in the system itself. Thus, the changes that could be made should cover at least the 
following items: 

A change in the organic and functional structure of the Central Electoral Council; 
A study of the new electoral code that defines better the methodology to apply in 

each case and that is more in line with the administrative realities of the country; 
An integral study of problems with the electors list-to determine in advance 

whether it should serve as the basis for a new electoral system or whether a new 
list should be considered; 

The creation of a civil registry institute, with centralized files of decentralized ad
ministrative processes that permit issuance of a single ID card that would also 
permit the exercise of the right to vote; 

An integral study of a computerized national communications network that would 
serve to manage vote counts in the Central Electors! Council; 

A wide campaign of training in elections and qialifications to vote, that would 
bring to all citizens necessary information about electoral procedures, location of 
voting places, and about their rights and duties. 

I believe that these suggestions will be received in the same spirit in which they 
have been presented, in a spirit of cooperation and a quest to perfect the electoral 
process. Thank you very much, Madame Chairwoman. 
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Question- Assuming Preliminary results hold up ARENA will retain a majorityseats (43 estimate) the Democratic Convergence will win 10-12, and the ChristiiDemocrats will win 10-12 seats. What does this portend for the future peace negolations?
Answer. Of the 84-member National Assembly: the National Republican Allian(ARENA) won 39 seats, the Christian Democratic Party (PDC) 26, The Party of Ntional Conciliation (PCN) 9, the Democratic Convergence (CD) 8, the National Demcratic Union (UDN) 1 and the Authentic Christian Movement (MAC) 1. The Demcratic Action (AD) party finished under the one percent of the vote required undithe electoral code to retain party registration. In municipal elections: ARENA wo
177 towns, the PDC 69, the PCN 14, the CD 1, and the MAC 1.It is difficult to predict what effect the election results will have on the peacegotiations. ARENA's abeing narrowly edged out of its majority position in the Nitional Assembly may encourage greater efforts toward building coalitions and Seeling consensus, which could help the talks. Those in the FMLN who favor an earlnegotiated end to the war should be encouraged by the results to abandon tharmed struggle and enter the political process. 

COBRA HELICOPTER SALES
Question. Rumors abound that the U.S. is planning to upgrade Salvador's militararsenal by selling them Cobra attack helicopters. Are we planning to offer El Salvidor new Cobra helicopters and why?Answer. No decision has yet been made on this matter, and we will continue t4closely consult Congress.We hope that there will soon be a negotiated settlement t4the war so that such assistance would not be necessary.Without peace, however, the UH-1M helicopters that the Salvadorans are noeflying will need to be replaced. The UH-IM is an obsolete platform for which 72 el279 model-specific parts are no longer being manufactured and are also at zero balance in the US Army logistics system. All UH-1M aircraft in the Salvadoran inven.tory are far beyond their rated life expectancy.Replacement of UH-lM with used AH-1S helicopters, with anti-tank weaponsmoved, re.is a possibility that is under consideration. The AH-1S replaced the UH-1Mhelicopter in the US Army inventory. As such, in terms of performance and capa.bilities it represents equivalence with the UH-1M. One of the reasons that thismodel isunder consideration is that its firepower very nearly approximates that ofthe UH-lM. The AH-IS is also slightly more survivable against the vastly increased guerrilla anti-aircraft threat, which now includes the SA-16 missile. 

SALVADORAN MILITARY
Question. What specifically is the U.S. doing in its current military aid programto promote the concept of downsizing the Salvadoran military, and civilianizing certain police-like functions?Answer. The Salvadoran Government has been working independently on a planto reduce and reconfigure its armed forces once aachieved, and is also actively 

permanent cease-fir has beeninvolved in the Central American Security Council'seffort to plan for the demilitarization of the region. While the U.S. Government supports both these efforts, security assitance funds are not involved.Because of prohibitions against using U.S. security assistance in programs involving civil police, none of these monies are being used to support current efforts tocivilianize the Salvadoran police. The United States Embassy does operate a grant
program 
on behalf of the Special Investigative Unit (SIU) under a congressionalwaiver. The waiver for FY91 funds for this program is conditioned on the creationof a plan for civilianizing the SIU.The Salvadoran Government already has taken some concrete steps to separatethe police forces from the military, including the reassignment of units and individuals. Although the "civilianization" of the police is a prominent issue in the negotiations between the Government and the FMLN, we understand that the SalvadoranGovernment is committed to this reform regardless of the outcome of the negotiations.Question. Civilianizing the Special Investigative Unit (SIU) has long been seen asthe logical first step in this process. What is the status of the situation? Is theSenate in fact still holding up release of their funding until a specific timetable isestablished? 
Answer. Our goals with SIU are that it should become a civilian criminal investigative agency with guarantees for its autonomy and appropriate civilian oversight.RELESAL, an A.I.D.-funded judicial reform think tank, has drafted a proposal 
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that would civilianize the SW by placing it directly under the Supreme Court. We 
oppose this effort because we believe that placing the unit under the Supreme 
Court, or any other agency of government, would jeopardize the very autonomy that 
we desire. We are helping to organize a seminar on the future of the SIU to develop 
recommendations for consideration by the Government of El Salvador. 

The Senate released its "hold" on the Fiscal Year 1990 funds for the SIU in De
cember. 

U.S. PEACEKEEPING FORCE 

Question. What is the U.S. position on the concept of creating a UN peacekeeping 
force to intervene in El Salvador? I understand that Spain, Mexico, Venezuela and 
Colombia have all signaled a willingness to participate. 

Answer. The Government of El Salvador and the FMLN have been conducting 
discussions mediated by United Nations Undersecretary General Marrack Goulding 
on the mechanisms for implementation of a possible cease-fire agreement. These dis
cussions complement the political reform negotiations mediated by United Nations 
Undersecretary General Alvaro de Soto. The negotiations include the topic of verifi
cation of the provisions of a possible cease-fire agreement. The Government of the 
United States fully supports the efforts of the partifs and the United Nations to 
negotiate a settlement and would carefully study any invitation that might be made 

.
to participate in supporting such a settlement. At th, reque f the Secretary Gen
eral, the Governments of Spain, Mexico, Venezuela and Colombia have agreed to 
serve as "Friends of the Secretary General" to supporI '.he peace negotiations, indi
cating their willingness to take a more active role if called upon to do so. 

United Nations official Iqbal Riza led a mission to El Salvador in February to for
mulate recommendations regarding the establishment of an operation to monitor 
compliance with the agreement on human rights reached between the Government 
and the FMLN in San Jose in July 1990. On April 4, 1991, the Secretary General 
advised the Security Council that 'I am about to submit a formal proposal to the 
Security Council for the establishment of the verification mission as the initial com
ponent of an operation which I intend to call ONUSAL, which will undertake the 
responsibilities which will fall upon the United Nations as agreements emerge from 
the negotiations, and which are expected to include, in due course, a separation of 
forces and a cease-fire." 

The United States is prepared to join with others in the context of the Security 
Council in providing guarantees for the full implementation of agreements reached 
by the parties. 

JESUIT CASE 

Question. Specifically what has the U.S. done to ensure that this incident is thor
oughly and professionally investigated? 

Answer. Frorfi the outset the U.S. Government has offered to support the Govern
ment of El Salvador's efforts in ever appropriate way. The FBI conducted early 
polygraph exams on key witnesses and performed forensic tests on the clothes of the 
deceased and on a Military Academy logbook at the request of Judge Zamora. The 
Embassy also provided technical assistance in the interviewing of witnesses in the 
weeks immediately following the murders. 

Since the January 1990 indictments of the original suspects, the Embassy has 
maintained constant pressure on th) SIU to produce more evidence. The Embassy 
has an inter-agency task force whic has conducted an exhaustive review and cri
tique of the investigation and has made numerous suggestion to both Judge Zamora 
and the SIU on possible ways to press the investigation. On one occasion, Judge 
Zamora sought the expertise of the U.S. Defense Attach6 to study the radio network 
used by the murder suspects on the evening of the murder. He has also requested 
that the Embassy translate documents froni English to Spanish. In September 1990, 
the Embassy made the Deputy Chief of Mission's residence available for the tertimo
ny of U.S. Army Major Eric Buckland, in order to provide a secure and low-pi ufile 
site. 

Through high- and mid-level diplomatic efforts, the Embassy has also encouraged 
Salvadoran Armed Forces eaid Cristiani Administration officials to cooperate with 
the investigation. No Salvadoran military officer or administration official doubts 
that the US. Government's highest priority in our bilateral relations is the com
plete and thorough investigation of the Jesuit case. 

Question. What elements of leverage is the U.S. willing to use to achieve the ob
jective of a complete investigation? In August of 1990, we were apparently willing to 
slow down delivery of U.S. aid to leverage action. What are you willing to do today? 
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Answer. Our military aid continues to be tied to the degree of Salvadoran mili.tary cooperation with the judge in this case. We have made it known that lack ofcooperation will endanger the assistance. The letter sent by Minister of DefensePonce and the Salvadoran High Command to the Minister of Justice reuesting further investigation into the possible roles of thirteen more officers and offering togive personal testimony in addition to the written depositions already submitted isencouraging. We will continue to closely monitor events regarding the judicial investigation to determine whether the Armed Forces cooperate in good faith.Quesin. What other forms of leverage could be used to leverage action?Answer. The Fiscal Year 1991 Foreign Operations, Export Financing, and RelatedPrograms Appropriations Act (Public Law 101-513) enacted on November 5, 1990states that U.S. military assistaace to El Salvador is prohibited if the President determines that the Government of El Salvador has failed to conductprofessional investigation into, and prosecution of those responsible 

a thorough and 
for the eightmurders at the University of Central America on November 16, 1989.
The President determined on January 15, 1991 
 that military assistance withheldunder the Act could be released because:(1) proof exists that the Farabundo Marti liberation Front ("FMLN") is continuingto acquire or receive significant shipments of lethal outside military assistance fromoutside El Salvador, and this proof has been shared with Congress; and(2) the FMLN is engaging in acts of violence directed at civilian targets, and isfailing to control such activities by elements subject to FMLN control.The provision of the Act regarding the Jesuit case remain in effect notwithstandding the President's January 15, 1991 determination, and the Administration c 'O..*ues to closely review that provision of the law in the administration of military twsistance. At every opportunity we remind the Government of El Salvador thatAmerican military assistance continues to depend on progress in the Jesuit case. Wewill continue to closely monitor compliance with the promises of Armed Forces cooperation contained in the letter sent by Minister of Defense Ponce and the Salvadoran High Command to the Minister of Justice requesting further investigationinto the possible roles of thirteen more officers and offering to give personal testimony in addition to the written depositions already submitted.Question. A controversy has arisen recently between the State Department andthe FBI about the deposition of an American military officer that he had priorknowledge of plan to kill the Jesuits. The officer, apparently recanted his tzatimonyshortly afterwards, but the fact is that this potential evidence was not turned overto the Salvadoran judge investigating the case until Joe Moakley became aware of itwhich was 10 months after the FBI had taken the deposition. What is the reason forthe failure of the U.S. embassy to turn over this potentially useful evidence?Answer. U.S. Army Major Eric Buckland was a trainer assigned to the Salvadoran military at the time of the murders. Major Buckland has stated that on December 20, 1989 he had a conversation with Salvadoran Colonel Carlos Aviles, duringwhich Aviles told Buckland of another conversation in which Col. Benavides allegedly admitted his involvement in the murders to Lt. Col. Manuel Rivas, the Director
of the Salvadoran Special Investigative Unit.
On December 25, Buckland wrote a letter to his sister describing his conversation
with Col. Aviles. The letter made no mention of any prior knowledgethe murders. On January 2, 1990 Major on his part ofBuckland informed his superiors at theAmerican Embassy of the conversation with Col. Aviles, making no mention of prior
knowledge. Embassy officers informed the Salvadoran 
Chief of Staff of Major Buckland's statemente. On January 3-6 both Major Buckland and Col. Aviles took lie detector tests whose results were inconclusive.
On January 11, 1990, Major Buckland told FBI agents in the United States thathe had known of information about 10 days before the murders that should have
allowed him to deduce that they were going to take place. According to Major Buckland's, statement of January 11, 1990, around the end of October, 1989, he accompanied Col. Aviles to the militar 
 school where Col. Benavides was assigned. WhileMajor Buckland waited outside, Col. Aviles met with Col. Benavides. Buckland
stated that Aviles then told him that Benavides was very concerned with subversive
activities at the University of Central America (UCA) and planned to deal withthem "in the old-fashioned way." This was the first mention by Major Bucdand ofany prior knowledge of the murders.a January 18, 1990, Major Buckland stated that he had been confused on January 11 and that his statements on that day were incorrect. He then retracted theportions of the earlier statement regarding prior knowledge about the murders.Major Buckland stated that he did not recall any specific information regarding anyproposed threat to, or attack on, the UCA or the Jesuit priests prior to November 
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16, 1989. Major Buckland indicated that his memory has been triggered after seeing 
a photo of Col. Benavides and he decided that he had not seen the individual on the 
steps of the military school. Regarding prior knowledge, Major Buckland stated that 
he felt under pressure that he must have known something, but after reading press 
accounts of the killings he was sure that previous statements made by him concern
ing his possible knowledge of the planning of this crime were inaccurate. 

On September 27, 1990, Major Buckland testified in person before the Fourth 
Penal Court Judge in San Salvador. In this testimony, Major Buckland stated that 
he did not hear about the murders until November 16, 1990-the day of the mur
ders. In addition, Major Buckland was re-interviewed by Defense Department and 
FBI officials on November 29, 1990 for several hours and reaffirmed that he had no 
prior knowledge of the murders. 

While reviewing the files in preparation for Major Buckland's September 27 testi
mony to the Salvadoran judge, an Embassy officer came across the doucments relat
ing to the retracted claims of prior knowledge and asked his superiors why the in
formation had not been provided to the judge. No satisfactory answer to the ques
tion has been found. The Embassy was under the understanding that the FBI con
sidered the statements regarding prior knowledge not to be credible and that the 
FBI had recommended that the statements not be disseminated. The FBI, on the 
other hand, says that it had recommended that further investigation be conducted 
about the issue of prior knowledge and had assumed that the information already 
gathered would be shared with the Salvadoran judge. The Embassy and the Depart
ment of State have no record of having received such a communication from the 
FBI. Congressman Moakley became aware of these issues after the Department of 
State had ordered that the information on possible prior knowledge be given to the 
Government of El Salvador. 

The staff report to Congressman Moakley dated January 7, 1991 criticized the Ex
ecutive branch for this confusion, but specifically discounted the theory put forward 
by a news magazine that the Administration had sought to suppress Major Buck
land's statements regarding prior knowledge. The staff report stated: "The officer's 
statement only became known to the Task Force after the issue of its possible re
lease to the Salvadoran government had been resurrected by Embassy cfficials." 

In summary, Major Buckland continues to maintain that he possessed no prior 
knowledge about the murders of the Jesuit priests or any specific plans or threatsagainst them. 

Question. The legislation enacted for FY 1991 requires that 100 percent of El Sal
vador's military assistance be cut off if (among other things) the Government of El 
Salvador has failed to conduct a thorough and professional investigation into the 
Jesuit murders. What in your mind would constitute such a failure? 

Answer. We have made it very clear to the Government of El Salvador and all 
other interested parties that we expect all those persc,.1 3involved in the actual mur
ders or in the planning of the murders to face justice. We expect a full accounting of 
all Salvadoran Armed Forces personnel with any knowledge of the murders and 
complete cooperation by the Salvadoran Armed Forces with the investigation. 

MURDER OF U.S. MILITARY PERSONNEL 

Question. The FMLN apparently has in custody those responsible for the recent 
killings of three U.S. servicemen. They plan to try them in their own court rather 
than turn them over to the Salvadoran authorities. What is the status of this situa
tion and what is the status of U.S. efforts to formally charge the individuals under 
the Anti-Terriorism Act? 

Answer. The FMLN's last communique's on this subject says that they have re
leased one of the three guerrillas that they were holding for this crime and that the 
oher two would be "tried" by the guerrillas. The rebels have provided no further 
information. 

The FBI sent an investigation team to El Salvador to help develop and evaluate 
evidence pertaining to the crime and has reviewed the case with U.S. Department of 
Justice prosecutors. The Department of Justice is actively reviewing the matter of 
whether charges can be brought in the United States. The question of whether 
charges for conspiracy to murder can be filed ageinst the FMLN leadership will also 
be addressed by the Department ofJustice. 

The Committee may also wish to contact the Department of Justice for informa
tion on this matter. 

Question. The statement made by the FMLN perpetrators of this crime that the 
killings were performed as an act of mercy to put a dying man out of his misery 
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have been dismissed by the U.S. Provide the details of dismissal. How do we knov 
this is not true?

Answer. Both the U.S. and Salvadoran forensic teams which performed the autopsies on Lieutenant Colonel Pickett and Private First Class Dawson have conclude(that the two U.S. military men had survived the crash and could have recuperatecfrom their injuries. Both men were talking after the crash and weru able to ask fo:water. LTC Pickett was probably ambulatory. According to eyewitness testimonythe murderer slapped PFC Dawson violently and threatened him before shootini
him in the back of the head.

Even if the circumstances of the murder had been indicative of a mercy killingnone of the elements of a mercy killing as prescribed by the Salvadoran penal codiwere present in the murders of LTC Pickett and PFC Dawson. Under Salvadorar
law, per ART. 156 of the Penal Code, a mercy motive does not excuse the homicidebut does mitigate the sentence, if all of the following elements are present: (A) vcompetent physician verifies that the victim is in a state of desperation and severcsuffering; (B) there is a family-member or close friend present; and (C) the victimrdemonstrates a desire to die. LTC Pickett and PFC Dawson could rely on neithezfamily nor physician and there is no evidence to suggest that they wished to die 

NICARAGUA 

Much has been made of the significance of the recent murder of Enrique Bermu.dez, as it relates to the overall security situation inside Nicaragua. Recent press articles have indicated that the preliminary investigation of this incident is inconclu.sive. Public speculating by the State department has attempted to implicate theSandinistas, while other press articles have implicated former Resistance members 
in this incident.

Question First, address what is known about the perpetrators of this crime. Isthere any credible evidence implicating anyone at this point?
We strongly deplore the killing of Enrique Bermudez, as well as other murders ofdemobilized Resistance members-38 since the Chamorro inauguration, according tothe OAS. It is critical that the Nicaraguan government resolve these crimes, for the

sake of;ustice and national reconciliation.
As for the Nicaraguan government's investigation of the Bermudez assassination,we welcome the naming of an independent oversight commission and have expressed to the government our strong support for a regorous and impartial probe.We have responded positively to a request for FBI assistance in several aspects ofthe investigation, and will convey whatever information the FWI can produce asquickly as possible. Since the investigation is still in progress, it would be inappro

priate for us to comment on possible perpetrators.
Question. Second, what is your assessment of the overall cecurity situation inNicaragua? Has there been "a profound deterioriation in public order" as Jeane

Kirkpatrick asserts. 
Answer. The security situation in some rura areas remains tense because of theanimosities built up over ten years of civil war, as well as uncertainty about landtenure and continued Sandinista control of the police force. The government hopesto complete land titling for former contras soon, and has begun to integrate formerResistance combatants with Sandinista police units in some rural areas. The lattereffort has already met with some success: in the recent Sandinista police shooting ofex-Resistance fighter "Chapulin," a second ex-contra's death was averted by the tr

rival of the ex-RN rural po ice.
While we are concerned about rural unrest, we would not characterize the situation as a "profound deterioriation in public order." We support the government'srequest for an extension of the mandate of OAS/CIAV, which has done an excellentjob monitoring the resettlement of former Resistance members. We call upon all 

sectors to retrain from violence in addressing disputes.
Question. What specifically has been done to reign in the Sandinista Army on theshipping of arms to third world countries, i.e. El Salvador and Honduras?Answer. Last November, the Nicaraguan National Assembly passed a law makingit illegal for Nicaraguans and foreigners to provide aid to insurgent groups fromNicaraguan territory. In February, the Nicaraguan government obtained the returnof 17 of the 28 Soviet surface-to-air missiles supplied by the Sandinista army to theFMLN in October 1990, and prosecuted four officers allegedly involved in the transfer. H,wever, we continue to discover instances of Sandinista support for the FMLNand other groups. This remains a major issue between the Nicaraguan government

and the United States. 

42-826 0-91-22 
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Question. What is the status of the reduction in size of the Sandinista 

What is the specific timetable and goal for a reduced army? 
army 

Answer. The army has been reduced from about 80,000 to 28,000 since Presideni
Chamorro took office. The government plans to reduce the army to 25,000 this year
The army budget has been reduced from $170 million per year to $70 million pei 
year. 

PANAMA
 

Question. What was the significance of the recent coup attempt, and what has 
happened to its leader? 

Answer. On December 4-5, a group of disgruntled retired and active duty police
personnel seized the National Police headquarters. After a few hours, members ol
the group were taken into custody with the assistance of U.S. forces. Former police
director Eduardo Herrera Hassan is being held on charges of conspiracy against the
Government and intent to violate the order of the state. 

Ostensibly, the participants in the incident wanted to call attenti. n to grievancesrega, ding police management, pay, and benefits. We do not believe that they had
sufficient organization or support to present a threat to the Government of Panama.
However, prompt action on the part of the Government and U.S. forces made clear
that U.S. support for the democratic process is unconditional and, we hope, will
deter other police or ex-military personnel from making similar moves against Gov
ernment authority.

Question. Recent popularity polls indicate that approval ratings for Panama's
three leaders is around 20 percent. The reports indicate that the image of the Pana
manian troops among the people is d.teriorating. What do you make of these factors 
in the overall stability of Panama? 

Answer. It was probably inevitable that the coalition, forged during the May 1989
elections from disparate parties that oppse i the Noriega dictatorship, would notretain the high level of public support it achieved early on, when Panamanians had
almost utopian expectations of the immediate benefits to be derived from a restoration of democracy. Compared with those expectations, the realities involved in the
difficult task of rebuilding democracy after 21 years of military regimes seem una-.
tractive. Moreover, the dominant political and press forces in the country have prior
experience only in the opposition and therefore tend to criticize government actions
rather than work toward compromise and understanding.

Public confidence in the police has been low since the 1'ndara Government as
sumed office, because of the abuses committed by Noriega"i Panama Defense Forces(PDF), the retention of many former PDF members in the newly reorganized police,
high crime rates, and lingering public anxiety over pos3ible coup attempts. Overtime, the Government's objective of creating apolitical, civiliai: law enforcement in
stitutions supported by U.S.-provided training and equipmeit, should bolster the ef
fectiveness and public acceptance of the police.

Despite these strains, the Government over the past 15 months reestablished basic
civil liberties, facilitated a strong resumption of economic growth, weathered a 
surge of labor unrest and a brief rebellion by disgruntled policemen in December,
held clean legislutive and local elections in January that resulted in opposition
gains, and carried out the recent cabinet changes in a constitutional manner.

We do not believe that the stability of the country is threatened by any of the
factors mentioned above. None is them is unique to Panama; rather, they track withexperience in other countries that have made the transition from dictatorship to de
mocracy. And the major political parties are united on issues such as fair elections,
demilitarization, and the strengthening of democratic institutions. Differences on
economic and social issues will become more apparent given the recent breakup of
the coalition. The key to how well or how badly the Panamanian Government pro
vides for the welfare of its citizens will be the ability of the political parties to reach
responsible compromises on issues of national concern. 

Question. As with Nicaragua, the Congress was hounded by the Administration
last spring to provide $500 million to "jump start" tl-ePanamanian economy.
Recent reports to the Committee indicate that as of January 1991 only $109 million
of the $461 million approved for Panama had actually been disbursed to the govern
ment. Although mcit of the emergency funds have been spent, funds designated for 
repayment of IFI arrears ($130 million), public investment ($14 million), private
sector reactivation ($108 million) and development assistance ($51 million) remain 
largely unspent.

What happened to the "jump start"? 
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Answer. A. The primary purpose of the short-term U.S. assistance program washelp reactivate economic activity so that Panama could resume primary responsibility for financing its own development. The Panamanian economy has not yet fullyrecovered from the disaster caused by the Noriega regime, but significant progressis being made through the efforts of the Panamanian government and privatesector. Real gross domestic product is estimated to have increased by at least 3.4percent in 1990, the first positive growth rate for Panama's economy since 1987 andone of the highest in the hemisphere. Gains over 1989 levels have been made inpractically all sectors. Unemployment has dropped from a post-Just Cause high of35 percent to under 20 percent. Since the freeze was lifted on bank deposits, banking system assets have increased by almost $2billion.U.S. actions have supported the Government of Panama's efforts to bring abouteconomic recovery. Last year, the U.S. dismantled economic sanctions and madeavailable to Panama close to $430 million in escrowed funds withheld from the Noriega regime. CBI and GSP trade benefits, restored last year to Panama, have already saved Panama over $10 million in duties and will save more this year. Salesof sugar to the U.S. under the restored sugar quota program gave Panama morethan $20 million over the world spot market price in 1990. Following restoration ofEXIM Bank credits to Panama, EXIM has provided over $55 million in insurancetransactions, loans and guarantees for trade with Panama. OPIC, which also returned to Panama last year, estimates that its investment missions may lead to asmuch as $414 million in new U.S. investments in Panama. These actions are helpingthe Government of Panama to overcome several years of fiscal mismanagement andreduced investment. They are also bolstering Panama's investment climate.

In addition to these actions, to date the U.S. has disbursed $110 million of ESF,and we anticipate a substantial increase in disbursements during the next fewmonths. The conclusion of the Mutual Legal Assistance Treaty with Panama (nowpending ratification by the Panamanian National Assembly and the U.S. Senate)will satisfy a major condition to the freeing up of the remaining $84 million fromthe public sector reactivation budget. Of the $107.9 million for private sector credits,$72 million will have been disbursed by April 30. We hope to disburse the $130 million for IFI's arrears clearing in September once Panama reaches agreement withits international financial institution creditors. Project funds will continue to flow 
as needed.

Question. Are you assured that the Panama Defense Force has been purged of
former Noriega cronies?

Answer. The dissolution of Noriega's Panama Defense Forces (PDF) during Operation Just Cause forced the new, democratically elected Government of Panama urgently to reestablish law enforcement functions previously performed by the PDF.Lacking any other pool of trained personnel, the government decided to incorporatemany-but not all-former PDF members into new police organizations.Virtually all of the middle and high ranking officers who were among Noriega'sclose collaborators have been dismissed, forced into retirement, or jailed for Nor.iega-era abuses. The government has removed or replaced over half of the officers atthe rank of captain or above, and all officers at or above the rank of lieutenant colonel. Both the National Police and the Technical Judicial Police (the investigative
 
service) are currently led by civilians.
 

Question. What is your assessment of the relative significance of these past warues on the domestic political scene in Panama? 
litical issue in Panama. Thorough investigations by several U.S. and PanamanianAnswer. Civilian casualties during Operation Just Cause are not a significant pohuman rights groups found no evidence to support past allegations that thousandsof Panamanians died. The Panamanian coroner s office, after a careful tabulation ofrecovered remains, has estimated a range of 270 to 345 dead, including military personnel and civilians. Estimates by several nongovernment groups agree closely with 
these figures.As regards claims arising from Operation Just Cause, some Panamanians have cx.pressed interest publicly in obtaining compensation for individual claimants. However, the Government of Panama has never formally requested such compensationfrom the U.S. Government. Increasing disbursements of U.S. economic assistanceduring the past few months have helped to defuse earlier Panamanian criticism ofthe United States for allegedly not doing enough to aid Panama's recovery from 
damages resulting from the Noriega regime and Just Cause.Question. Has the U.S. ever chosen to address the issue of civilian victim claims in 

any way other than dismissing it as "Not our respont!1bility" or not allowed under
U.S. law? 
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Answer. The U.S. Army Claims Service office at Fort Clayton, Panama, has beereviewing legitimate cases for possible indemnification of claims arising out of Opel

atic.i Just Cause. 
According to the U.S. Code and the Foreign Claims Act, a claim may not be alowed if it arises as a result of action by an enemy or as a result, direct or indirec

of actions by the U.S. Armed Forces in combat. Some Panamanian claims that di 
not fail under this restriction have already been paid. As of January 1991, a total c121 claims totaling over $184,000 had been paid. These payments were made t
American citizens and resident aliens under the Military Claims Act aud to Pans
manians and third country nationals under the Foreign Claims Act.

Our extensive aid program-the third largest worldwide in FY 90-has been de
signed to reach persons who suffered in connection with Just Cause. For examplethe Governments U.S.-funded El Chorrillo housing program benefits people wh
lost their homes regardless of who or what caused the damage. The same is true o
the private sector revitalization program, which assists people whose businesse 
were looted or destroyed during Operation Just Cause. 

GUATEMALA 

Question. Clarify the U.S. position on military aid to Guatemala.
Answer. At this time, we have no plans to resume military assistance to Guate 

mala. 
We suspended anproximately $12 million in assistance in December, 1990.
At that time, we explained that aid would not be resumed until the GOG investi

gated the murder of American citizen Michael Devine and demonstrated the nev
government's firm commitment to the rule of law.

President Serrano has taken a number of steps on human rights. These include
Replacing the Attorney General and senior commanders of the armed forces
changing all military prosecutors; pressing for a new penal code and the establish,meut of a new prosecutor to investigate abuses; pledging full support to the Humar
Rig ats Ombudsman; moving to set up commissions on refugees and disappeared; and
prosecuting police involved in abusing street children; four policemen have just been 
convicted. 

There has also been some movement on the Devine case. 8 new suspects, includ.
ing two military officers, have been identified and will be questioned.

These steps are encouraging. We will be closely following developments. 

STREET CHILDREN 

Question. For the past year there have 1'en continuing reports that street chil.dren in Guatemala have been beaten and tortured and in some instances killed by
Guatomalan police. In light of charges against the policy and problems with investi
gations, what steps have you taken to raise U.S. concern over the situation?

Answer. We are aware of cases of abuse of street children by members of thepolice, private security guards, the treasury policy and civilians. Our Ambassador
been personally involved in this issue. Significant progress has been made. 116officers, private security guards and civilians have been identified and accused of

abuse. 89 are in jail or awaiting sentencing. 4 were sentenced march 19 to 10-15 years in jail for the death of one child, Nahaman Carmona Lopez. 3 were recently
charged with the death of Anstraum Aman Villagran Morales. We will continue to
closely monitor developments to see that thor.- who abuse these children are duly
punished. 

HUMAN RIGHTS IN GUATEMALA 

Question.What other forms of leverage or diplomacy have been or will be brought
to bear on Guatemala to improve its human rights record?

Answer. We have engaged the new government in a dialogue on human rights
and have indicated areas where we believe there could be improvement. On a daily basis our Embassy in Guatemala follows cases of abuse, contacting authorities to 
ensure that they are being fully investigated. We continue our training program forthe national police in the collection and preservation of evidence and investigative
techniques. We also provide assistance to the Human Rights Ombudsman, probablythe severest internal critical of abuses, to enable his office to track and investigate
cases. This past March, at the United Nations Human Rights Committee meeting inGeneva, we voted to upgrade UN Monitoring of Guatemala. During the suspensionof military assistance we are also not approving licenses for the export of equipment
to the Guatemalan military. 
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Question. The Administration has requested $2 million in military assistance$400,000 in military education and training for FY 1991-how can you justify thlight of the apparent human rights abuses?
Answer. Our military assistance program to Guatemala is quite small andvides non-lethal equipment. The vast bulk of this assistance has been geared tograms which do not provide the Guatemalan Army a direct benefit in terrycombat capability but rather enable it to assist in the infrastructure developmerural Guatemala, e.g., by supporting its capability to build roads, schools, andtation projects in difficult and conflictive areas to the benefit of the local poltion. These development are also important in demonstr:-Ing that the Governincan address fundamental social and economic problems in a way that the arguerrilla insurgents cannot. Our equipment also enables the army to conductmanitarian work including rescue operations for both civilians and army persorRecently, for example, the army helped evacuate a wounded American tourist fa remote area of the country where alternative transportation and adequate

cal care was not available. 
r 

We have engaged the new government of President Serrano in a dialoguchuman rights. The Government has taken some important first steps noted in Qtion XIII 4 above. The linkage of the resumption of deliveries to further concaction on human rights will help foster the application of the rule of law and grer institutional capacity to combat abuses. We plan to channel any FY91 assitethrough the office of President Serrano.
Question. Eighteen members of the CERJ, Guatemala's only indigenous hurrights organization, have "disappeared" or been summarily executed in re(years. Despite the international attention given these cases, including receivingprestigius Carter-Menil Human Rights award last December, it continues to besubject of harassment and intimidation. What measures has the administraltaken to press the Guatemalan government to protect human rights activists?Answer. We are concerned about the high level of violence suffered by the Clin recent years. Our Embassy regularly meets with Amilcar Mendez and wevery aware that he and members of his organization have been killed, have dhpeared and have received threats. We have brought a number of these incidentlthe attention of the highest levels of the Guatemalan Government.In the context of our very outspoken position on human rights in Guatemalahave repeatedly stressed the need for application of the rule of law. This requipolitical will and domestic reforms. There are encouraging signs from the newernment. Besides the steps noted in question XIII 1 above, the new COG appean 

E 
have embarked on an outreach program with local human rights groups. RecenPresident Serrano met with the head of the CAM and agreed to establish a comrtee to investigate cases of the disappeared. We encourage such an initiative.Question. President Serrano has pledged to make human rights a priority durhis administration. Despite these pronouncements, little has changed in Guatemsince his government took office in January. The Adrainistration has proposedmillion dollars in military aid for FY92 after suspending aid in December on huimrights grounds. Such actions would appear to send mired signals regarding the Lposition on human rights in Guatemala. Have you spoken with President Serreabout human rights? What specific steps have you asked the Guatemalan govement to take on human rights to demonstrate that its pledges are more than eml
promises?

Answer. When we suspended military assistance last December we indicated tithe action would be effective until there was movement on the Devine case ancdemonstrated commitment by the new government to the rule of law. Should thEbe such action we would hope to eventually restore a full military relationship. TIis why we have requested military aid for FY92. We have engaged President Srano and his government in a dialogue on human rights and have made some s1gestions as to areas for improvement. These are still under discussion. PresideSerrano has taken some good first steps including: Replacing the Attorney Gene]and senior commanders of the armed forces; changing all military prosecutepressing for a new penal code and the establishment of a new prosecutor to invesgate abuses; pledging full support to the Human Rights Ombudsman; moving toup commissions on refugees and disappeared; and prosecuting police involvedabusing street children; four policemen have just been convicted.There has also been some movement on the Devine case. Eight new suspects, icluding two military officers, have been identified and will be quefitiond.We will closely follow developments. The Government of GuatewP!a is very awn. " that c 
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Question. In the pot two years there have been no meaningful investigations intohuman rght violations m Guatemala Among the many notorious cases are themurder and disappearance" of 18 human rights activists, that abduction and torture of Sister Diana Ortiz, a U.S. nun with the Ursuline order, and the killing ofJohn Divine, an American hotel owner. What is the status of each of these cases?What actions did the embassy take in each of the cases cited above? Given the seri

ous pronature of Guatemala's human rights record, why had the administration 
posed $2 million in military aid for FY92?

Answer. To respond to your query as to the status of the disappearance of 18 activists, I will need more information as to their names and affiliations. Regarding
the case of Sister Diana Ortiz we have been working on this case for a year and ahalf now with very little information to go on. Sister Ortiz, as you will recall, refused to talk about her ordeal to Embassy officials before departing Guatemala. She
has also refused various requests by the Guatemalan Government and the FBI togive more information beyond that contained in her affidavit of January 1990. We 
are now working to have the new government pursue the case but Sister Ortiz hasstill not completed a formal request made a year ago by the court in Guatemala tomake a sworn statement before appropriate U.S. authorities. Her lawyer has submitted a new affidavit but has not submitted other evidence he said he would pro
vide. We sent two officers to speak to her at her request. We are very aware that
the ordeal caused her much trauma and that it is difficult for her to review what
happened. However, completion of the formal request is essential to pursue the case
in the court of law in Guatemala.

Mr. Devine's first name is Michael, not John. We have vigorously pursued this case since evidence came to light last fall that he was killed by army personnel.
Over this case we suspended military assistance in December 199. President Serranoand the new Minister of Defense has pledged to move on this case. Most important,
the Government has decided to become a plaintiff against those who carried out the
murder, 8 new suspects, including two military officers, have recently been identi
fied and will be questioned, a representative from the civilian attorney eneral willbe present at the questioning. The human rights ombudsman is also involved.

When we suspended military assistance last December we indicated that theaction would be effective until there was movement on the Devine case and a demonstrated committement by the new government to the the rule of law. Should
there be such action we would hope to eventually restore a full military relation
ship. This is why we have requested military aid for FY92.

Our military assistance program to Guatemala is quite small and provides nonlethal equipment. The vast bulk of this assistance has been geared to programs
which do not provide the Guatemalan Army a direct benefit in terms of combat ca
pability but rather enable it to assist in the infrastructure development of ruralGuatemala, e.g., by supporting its capability to build roads, schools, and sanitation
projects in difficult and conflictive areas to the benefit of the local population. These
developments are also important in demonstrating that the Government can addressfundamental social and economic problems in a way that the armed guerrilla insur
gents cannot. Our equipment also enables the army to conduct humanitarian workincluding rescue operations for both civilians and army personnel. Recently, for ex
ample, the army helped evacuate a wounded American tourist from a remote area
of the country where alternative transportation and adequate medical care was not
 
available.
 

We have engaged the new government of President Serrano in a dialogue onhuman rights. The Government has taken some important first step noted in Ques
tion XIII 4 above. The linkage of the resumption of deliveries to further concrete
action on human rights will help foster the application of the rule of law and great
er institutional capacity to combat abuses. We plan to channel FY91 and FY92 as
sistance through the office of President Serrano. 

ENTERPRISE FOR THE AMERICAS INITIATIVE 

Question. Under the Administration's Enterprise for the Americas Initiative(EAD, debt reduction would be tied to economic and investment reforms in thedebtor countries. How many Latin American countries would meet the criteria proposed by the Administration in order to be eligible for the official debt reduction
program? Under the proposed programs, how must of the region's $12 billion in U.S.debt could be reduced and over what timeframe? In particular, in the short tomedium term, how will the EAI debt reduction program affect the debt service payments of those countries participating in the program? Please provide some specific
exan,ples. 
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Answer. We hope all the democracies in Latin America and the Caribbean that

have debt to the USG will eventually qualify for debt forgiveness under the EAI.The timing of debt reduction will depend on how quickly each govrnment imple
ments the requisite structural reforms. Of the $12 billion in official debt owned tothe USG, approximately $7 billion is concessional and the remainder is nonconces
sional debt. Although the outcome of the negotiations will depend on many factors,
including ability to repay, we expect to forgive at least 40 percent of eligible conces
sional debt. In addition, interest on the reduced stock of concessional debt may be
payable in local currency into environmental trust funds for countries that negoti
ate Environmental Framework Agreements. The amount of nonconcessional debtlikely to be reduced through swaps is harder to gauge. This will (tepend on both the
willingness of the foreign governments to sell assets and the inte-est of nongovern
ment investors to participate.

Negotiations have not yet begun on debt forgiveness. Thus we do not have a con
crete example quantifying the gain to a particular country from participation in the program. In addition to reducing the stock of debt, however, the relief envisioned
under the EAT should also reduce debt service payments well below scheduled 
levels. 

Question. In addition to the Administration's $310 million for debt restructuringunder the EAI, the Administration has also requested $100 million for a Multilater
al Investment Fund to be administered by the Inter-American Development Bank.Please explain '-)w this Multilateral Investment Fund would operate, and how itmight help stei.. the region's capital flight problem. What other countries have 
pledged support for this multilateral effort?

Answer. The market economies of the Latin America and Caribbean democracies 
can only achieve high GDP growth rates by attracting significant levels of new investment from both domestic and foreign sources. This investment will not be forth
coming, however, until these countries undertake major policy reforms that providea much more competitive investment climate. The Multilateral Investment Fund
proposed under the Enterprise for the Americas Initiative is intended to create an
incentive to undertake these reforms.

The Fund will channel its resources through on",, of three facilities: Technical Assistance, Human Resources and Enterprise Development. Under these facilities, the
Fund would support projects that focus primarily on the microeconomic variables
that ultimately influence investment decisions: human resource development (edu
cation, training, health), and the improvements in the financial systems and in business infrastructure needed to stimulate the development of small- and micro-scale 
enterprises.

Capital flight occurs in part because investors have lost confidence in the soundness of local investments. We believe that the Fund will go a long way in improving
the investment climate, which in turn will help restore investor confidence. As aresult, entrepreneurs would be more likely to invest capital in their own economy,
thereby providing new investment that doesn't increase infernational debt and in
ducing the repatriation of capital that has fled the country.

We are now involved in an active exchange of ideas on the Fund with both poten
tial donors and recipients. During the recent annual meeting of the IDB, the govern
ment of Japan announced that it will contribute "an appropriate amount" to the
Fund. Other donors have not yet committed to the participating in the Fund.

Question. Some Latin American governments have complained that the EAT
scheme of tying the reduction of U.S. official debt to local environmental programslimits their ability to use the debt reduction program to their countries' best advan
tage. Some governments may want to utilize the funds for other types of programs.
How do you respond to this concern?

Answer. The first advantage to the Latin American countries from EAT debt relief 
measures will be in reducing the debt burden itself. By reducing scheduled hard currency debt payments, EAT debt relief will free up significant amounts of financial 
resources which can be directed toward the many pressing needs which confront 
each debtor nation. 

The environmental trust fund which will be created from the local currency interest payments on the remaining, reduced debt levels will in most cases containrather modest amounts of money (exact amounts will depend on each country's individual debt situation). We are confident that when each government consider's the 
many environmental problems which need attention, each will conclude that these
needs are sufficiently compelling that they deserve the measures which can befunded from the environmental funds. It is important to note that the law contains a very broad definition of environmental needs which can qualify for funding underthe EAT. I would also like to stross that the authority to approve grants for environ
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mental projects rests with the host-country environmental commissions; they can 
determine their own priorities.

Question. Bilateral debt reduction and reschedulings for debtor countries have tra
ditionally been undertaken through the framework of the Paris Club, a multilateral arrangement bringing together creditor and debtor countries on a case by case basis,
but the EAI debt reduction program falls outside of that framework. Did the Admin
istration consult with other creditor or the debtor countries in designing the EAI
debt reduction program? Have other creditor countries measurestaken to reducethe official bilateral debt owed to them by Latin American nations outside of the
traditional framework of the Paris Club? Please give examples.

Answer. The debt reduction aspect of the EAI is a USG policy initiative. Exactly
how to implement the program will be determined by the USG alone, but the deci
rion to offer debt relief flows from numerous discussions of the Latin American debt
problems in many fora with both creditor and debtor countries. Some of the best
examples of debt forgiveness outside of the Paris Club involve the countries of LatinAmerica themselves, such as the debt-debt swap in which Bolivia and Argentina
mutually forgave debt. In this instance, Argentina swapped $300 million in debtowed to Bolivia for $800 million owed to it by Bolivia. Within the "traditional" Paris
Club, moreover, some creditors regularly choose the debt forgiveness of the Toronto
Term options. Bolivia has already received debt forgiveness under this option. 

BRADY PLAN 

Question. Since the Brady Plan debt strategy was announced in March 1989, four
Latin American countries-Mexico, Costa Rica, Venezuela and Uraguay-have ne
gotiated debt reduction agreements with commercial banks. Looking ahead, whichother Latin American countries are close to negotiating Brady Plan agreements,
and which other have expressed interest?

Answer. There are several countries in the region, such as Argentina, Brazil and
Ecuador that are having difficulty servicing commercial debt and interested in debt
relief under the Brady Plan strategy. First, however, these and any other countriesinterested in being considered for such debt relief will have to have IMF-supported
reform programs in place. Provided these countries are successful in their negotiations with the IMF, it may be possible for them to conclude negotiations with the 
commercial banks sometime this year.

Question. The World Bank and the International Monetary Fund have projected
that they would support Brady Plan operations with approximately $20 billion infinancing. How much of this financing has already been used for existing Brady
Plan operations? Are the remaining multilateral resources adequate to support
those Latin American or other countries interested in negotiating a Brady Plan 
agreement?

Answer. The IMF has committed $2.8 billion and the World Bank $2.7 billion tosupport specific debt and debt service reduction instruments in countries that have
reached agreements with their commercial banks. In addition, the beard of the IDB
recently agreed to join the other IFIs in providing support for countries reducing
commercial debt through the Brady Plan strategy. With $20 billion in resources for
this purpose from the IMF and World Bank plus the additional funding that theIDB is likely to offer, we believe there will be sufficient funding from these sources 
to meet the needs of countries qualifying for Brady Plan support.

Question. A major economic problem associated with the Latin American debtcrisis is that there has been a large net capital transfer out of the region since thecrisis began in the early 1980s. Have the Brady Plan operations undertaken in the
region helped stem the net transfer of resources?

Answer. Under the Brady Plan strategy, countries must first implement soundstructural economic reforms before becoming eligible for commercial debt relief. In
the Mexican expecoience, the implementation of these reforms helped restore inves
tor confidence; the reduction in the debt overhang deepened the growing foreignand domestic optimism in the Mexican market. Mexico was able, not only to stem
the outflow of resources, but also to recapture several billion in flight capital al
ready outside of the country. 

EXTERNAL ECONOMIC PRESSURES 

Question. Latin American export growth is an important factor in the region's
ability to meet its debt service obligations. 13as the U.S. economic recession lowered
the U.S. demand for Latin American exports, thereby reducing the region's ability
to meet its debt service obligations? What effect has the Persian Gulf conflict had 
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on the ability of oil-importing Latin American countries to meet their debt servic
obligations?

Traditionally over 35 percent of Latin America's total merchandise exports go Ithe United States. During periods of slow economic growth n decline in the UniteStates, exports from Latin America tend to decline as well. Not only are merchidise exports affectedi, but receipts from tourism and other important sourcesincome decline. This certainly affects thi ability of Latin countries to meet delservice payments, especially for those countries wb'ire a large portion of the debt
relatively short-term.

While it is too early to assess the impact on Latin America of the recent dowiturn in the U.S. economy, some figures from the past decade illustrate the poinFor example, in 1982, when real GNP in the United States declined by 2.5 percenLatin exports to the U.S. fell to $34 billion, from $42 billion in th,' preceding yeaThe increase in oil prices as a result of the Persian Gulf conPict appears to haybeen a short-lived phenomenon. While some oil-importing countries of Latin Ameiica may have experienced temporary difficulties in covering their oil impact bilthe overall import of the crisis on their ability to service debt was limited. The IMIand multilateral development banks have made allowances 'n their programs anprojects for temporary debt service problems arising out o! the brief oil shock and isome cases have provided exceptional financing to help oil importers adjust.The temporary increase in oil prices was also of transitory benefit to the oil-es 
porters of the region. 

NORTH AMERICAN FREE TRADE AGREEMENT 

Question. In your view, what would be the timeframe for the negotiation ofNorth American Free Trade Agreement? What would be the benefits and costs t4the United States of such an agreement, and what would be the benefits and costto Mexico? What are the obstacles, both in the United States and in Latin Americato the formation of a hemisphere-wide free trade zone?Answer. The pace of negotiations is difficult to predict, as this will depend upoithe issues encountered during the course of the negotiations. Certainly, every efforwill be made to negotiate the NAFTA in as expeditious a manner as possible, in ful
consultation with Congress.

While a number of research projects are still underway, some early private sectoiand academic modelling efforts support our conclusions about the gains from fre(
trade. They demonstrate:

Both U.S. and Mexican output will rise as the result of free trade (U.S.: .01 per.cent; Mexico: 6.6 percent). As expected, the effect would be smaller in U.S. becauseit is less dependent on trade with Mexico and because Mexico's economy is only 4percent the size of the U.S. economy.Higher Mexican growth and domestic and foreign investments will spur U.S. ex.ports, particularly machinery and equipment.
Improved confidence in Mexico's economic policies will stimulate the repatriationof capital for domestic investment, further fueling demand for imports.Real income will rise in both countries (U.S.: .04 percent; Mexico: 4.64 percent).The average Amercian is likely to gain from expanded business opportunities in

Mexico. 
Lower trade barriers and increased competition will mean that U.S. consumers

willbe able to buy a wider variety of goods at lower prices.Rising Mexican import demand-the result of an expanding economy and growingdomestic and foreign investment-will lead to increased U.S. exports to Mexico,which purchases more than 70 percent of its imports from the U.S.-and that inturn means more income for U.S. producers and more jobs for U.S. workers.The gradual elimination of protective trade barriers in Mexico will also help spurU.S. CAports. High tariffs and import licensing requirements inhibit a variety ofmanufactured products. In addition, import licensing requirements for agriculturalproducts-which cover 40 percent of U.S. food exports to Mexico-often effectively
ban food imports.

We are confident that U.S. companies will reap significant rewards from furthorMexican trade liberalization because of the track record so far.Since Mexico began lowering tariffs and import licensing in earnest, U.S. exportshave more than doubled, rising from $12.4 billion in 1986 to $28.4 billion in 1990.The surge of U.S. exports to Mexico has contributed to a two-thirds cut in ourbilateral trade deficit with Mexico, from $5billion to 1.8 billion.U.S. exports of machinery and equipment have soared partly because of Mexicanefforts to upgrade plants and improve competitiveness. 



686
 

A NAFTA is not likely to lead to the type of downward pressure on wages that 
some people fear. 

A much higher capital stock and much more productive and skilled laborers support higher wages in the U.S. than in Mexico. These cannot be transferred easily or 
quickly to Mexico. 

Workers in most sectors have little to fear rom an NAFTA.
Most U.S. firms already have a competitive edge because of higher productivity,

economies of scale, greater efficiency, more advanced techology, and established 
marketing networks. 

Auto and textile workers' fears of job losses are exaggerated. In fact, U.S. textileexports to Mexico have more than doubled from $202 million in 1986 to $392 million
in 1989 while truck exports nearly tripled from $23 million in 1986 to $61 million in1989. As remaining restrictions on autos and textiles are removed, our sales will 
grow.

Mexico will not flood the U.S. with imports; the majority of its firms have fewerthan 25 employees and its economy is four percent the size of the U.S. economy.
The transition to free trade will be made gradually. Adjustments will occur slowly

and will be very small compared to other adjustments occurring in the U.S. econo
m e believe the NAFTA will be of great benefit to Mexico. The accord should 
result in: greater Mexican exports to the U.S.; job creation in Mexico; increased
Mexican attractiveness for foreign investment; and increased overall pace of Mexican development which in turn, should result in environmental progress and im
proved labor conditions. 

As in the U.S., there could be some short-term adjustment problems in Mexico
that would be best addressed by the Mexican government.

The EAI trade initiative is aimed at the eventual achievement of a free trade areathroughout the hemisphere. We have no illusions that such an ambitious goal canhe reached quickly. We will want to be sure that our future negotiating partners
have embarked on the structural economic reforms which are necessary to the success of a free trade area: a foreign trade sector open to international competition;sensible and realistic macroeconomic policies; implementation of reforms whichpermit the functioning of free market forces; and respect for human and interna
tional workers rights.

Question. What would be the consequences of a North American Free TradeAgreement for the beneficiary nations of the Caribbean Basin Initiative (CBI)?Would free trade with Mexico threaten the U.S. trading relationship with the smaller Caribbean Basin economies? 'hat has been the reaction of CBI countries to the
discussion of a North American Free Trade Agreement?

Answer. The CBI beneficiary countries fully recognize that a possible NorthAmerica Free Trade Agreement poses a challenge for them. To the extent that the
CBI countries currently enjoy the most preferential trade terms that we offeranyone, whatever we do to reduce trade barriers with respect to the rest of the
world reduces the CBI countries' advantage.

Although CBI tariff preferences will erode as we move toward a hemispheric freetrade area, other elements of the program, which is now permanent, will be available to strengthen the economies of the CBI countries and help them adjust to neweconomic realities. Moreover, the formation of the NAFTA will boost economic activity and growth and will present CBI countries with new trade opportunities in an
expanding market. 

Question. If Congress denies the Administration the authority to consider implementing legislation for a free trade agreement with Mexico under fast-track procedures, what would be the reaction of Mexico? What would be the consequences of
this on U.S.-Mexican relations? 

Answer. If Congress denies fast-track authority for the Mexico FTA, we wouldexpect Mexico's reaction to be extremely,negative. In a recent conversation with thevisiting Competitiveness Caucus, President Salinas cautioned that Mexico wouldreact very negatively if FTA were rejected. The pace and forward direction of Mexico s economic reform effort could be derailed, U.S. investment opportunities lost,and a historic opportunity for much closer, cooperative relations discarded. Inevitably, rejection of the FTA would be perceived as a slap at Mexico and U.S.-Mexico
relations would be hurt. 

DECLINING LEVELS OF ASSISTANCE 
Question. How have the governments of Costa Rica, Guatemala, and Honduras re

acted to declining levels ofU.S. assistance in recent years? 



687
 
Answer. The three governments are disappointed that the U.S. is reducing its aiklevels at a time when they are facing difficult fiscal situations.
Costa Rica has responded to the new reality by strongly encouraging investmeniand debt reduction and by taking advantage of the many opportunities offered bEAL It has realized that liberalized trade and an emphasis on export promotion willin the long term more than compensate for the reduced aid levels.Guatemala will not feel the effects too severely in FY91 because we have rolledthe $30 million in unexpended FY90 ESF funds into FY91 which, together with theavailable FY91 funds, will help cushion the impact. The Guatemalans hope thattheir economic reform policies will bear fruit in the next year, thereby minimizing

the effects of reduced aid.
The Honduran Government has noted that the reduction in aid comes at a timewhen it iq taking painful steps to correct economic imbalances, illustrated by itsrecent agreement with the IMF concerning structural reforms. The reduced aidlevel also limits our ability to influence the government to take appropriate actionon a wide array of issues of importance to us. Deeper cuts might raise the issue of our rent-free use of the Sote Cano air base. 

COORDINATION OF ASSISTANCE TO LATIN AMERICA 

Question. In the FY1990 foreign aid appropriations bill (P.L. 101-167), up to $1million was provided for the development of the Central American Development Coordination Commission (CADCC), a regional forum designed to coordinate multidonor and multi-sectoral foreign assistance funds to Central America. What is thecurrent status of the CADCC, and what are its prospects for the future? What is thestatus of the Administration's discussion with other industrialized democracies regarding the coordination of assistance to Central America?Answer. AID has reserved $500,000 in FY90 ESF funds to be used specifically forthe CADCC. The language in the bill requires the President to provide the funds upon the request of the Governments of Central America. We have informally consulted with regional leaders on this idea. Thus far a request from the governmentsof Central America for assistance in setting up a CADCC as outlined in the legislation has not been forthcoming. Much of what was envisioned for the CADCC will becarried out under the aegis of the Partnership for Democracy and Development(PDD) and the Esquipulas II process. The PDD is a forum composed of the countriesand multilateral institutions with an interest in the region, that will meet on a periodic basis to address the issues facing the region. The Central American Governments may decide on the need for a forum, including public and private sector representation, to consult among themselves prior to the PDD and the Regional Consultative Group meetings. If so, this may lead to a rethinking and possible revision
of the earlier CADCC concept.

One of the goals behind Secretary Baker's PDD initiative is to keep world attention focused on Central America and to support economic growth and integration inthe region. The Central American Presidents at their Puntarenas Summit last December, requested the Inter-American Development Bank (IDB) to coordinate a Regional Consultative Group involving the major multilateral and bilateral donors.The process is now being formalized. The OECD members as well as Venezuela,Mexico, Colombia and relevant international institutions and organizations have expressed support for the PDD and attended the PDD conference held in Costa Rica 
on April 9-10. 

HAITI 

Question. What changes will there be in U.S. policy toward Haiti now that Haitihas a fairly-elected government?
Answer. Because of the repressive character of Haiti's previous governments, wekept them, especially in recent years, at arm's length. The clearest example of thisapproach was our economic assistance program, most of which was implementedthrough non-governmental organizations and not through the Haitian government.With the successful democratic transition in Haiti, we are committed to helping thenew government consolidate political reforms and ease economic misery. Likewise,there is now no impediment to a full range of bilateral contacts between our nationsor to a primary role for the Haitian government in the planning and implementation of U.S. assistance projects. 
Question. Now that Ar stide is President of Haiti, what do you think U.S. relations with Aristide will be? How easy or difficult will it be to initiate U.S. programs

under an Aristide government? 
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Answer. Thus far our relations with President Aristide and his government havebeen friendly and cooperative. We see no reason why relations should not continuein this same spirit. This will obviously facilitate implementation of U.S. assistance 

programs and other bilateral initiatives.
Question. Since becoming a candidate, Aristide has toned down his revolutionary

anti-United States rhetoric. How confident are you that Aristide will continue to im
plement democratic changes in Haiti?

Answer. In our discussions with President Aristide and his government we have
made clear our belief in the importance to Haiti and to our bilateral relationship ofstrengthening Haiti's democratic institutions and human rights safeguards. This includes working to ensure that the military and police are professional organizationssubordinate to civilian authority, and that the judiciary is independent, honest and
committed to enforcing the rule of law as well as protecting the rights of the individual. President Aristide has, in return, stressed his commitment to these same ob
jectives. It remains too early to be certain of the outcome of Haiti's democratic experiment, but I can assure you of our intention to do everything possible, in coop
eration with the Aristide government, to ensure its success.Question. How committed do you believe General Abraham, and the Haitianarmed forces are to a democratic form of government? Do you believe General Abraham and the Haitian military would continue to support the democratic government if it attempted to prosecute those responsible for past human rights viola
tions? 

The Haitian military demonstrated its adherence to the democratic process byproviding the security necessary for the successful elections in December and January and the subsequent transfer of power to President Aristide. Moreover, its decisive action thwarted the January 6-7 coup attempt of Roger Lafontant and his Duvalierist supporters. Since the inauguration of Presidert Aristide, there have been a.number of arrests of alleged perpetrators of past human rights violations, includingformer members of the military. We are aware of no significant adverse reacti'in
from the military. Based on the foregoing, we expect that the military will continue 
to play a positive role in consolidation of Aristidean democracy. 

Questions for the Record From Chairman Obey Submitted to the 
Agency for International Development 

NICARAGUA DISBURSEMENTS 

Question. Last April in the wake of the elections in Nicaragua, the Administration.p resented Congress with an urgent request for funds to aid Mrs. Chamarro instablizing an rebuilding her country. Urgent appeals were made to expedite Congressional consideration of the $300 million request, and not to hamstring it with 
legislative conditions.

Congress responded to that appeal and the money was provided. Yet as of December 1990 only $125 million of the $300 million provided last year has been obligated.Indeed in many cases even funds which have been obligated, are sitting in bank accounts because projects have yet to take shape. The FY 1991 program of $150 mil
lion is also moving slowly.

Describe why it has taken so long to get this program moving.

Answer. Mrs. Chamorro's government inherited a country whose resources had
been depleted by ten years of Sandinista rule, leaving the state coffers virtually

empty and the entire economic structure in the hands of bankrupt state-owned enterprises. Unfortunately, the conditions in the country resulting from that state
dominated economy and poor macroeconomic policies will take years to reverse.In spite of the constraints, in the ten months since passing of the Dire Supplemen
tal Appropriation, major accomplishments have been made:Emergency Assistance: ($35 million) was used: a) to provide 1000 meteric tons ofwheat and oil which arrived April 25th (the day of President Chamorro's inaugura
tion); b) to finance the costs of the Chamorro government's transition team and totrain new legislators; c) to provide hospital care, prosthesis and rehabilitation to civilian victims of the war; d) to begin repatriation of the former Resistance; and e) tofinance urgently needed pharmaceuticals and intravenous fluids.

Balance-of-payments assistance: This program supports a series of economicreform measures the Government of Nicaragua (GON) has agreed to implement. Todate important reforms have been enacted reducing domestic financing of the fiscaldeficit, eliminating state monopolies on exports, authorizing licensiag of private
sector financial institutions, reducing public sector employment and preparing aframework for privatization of state-owned enterprises. Disbursements conditioned 
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on these re'orms, totaling $109 million, have been made to finance critically needed 
petroleum imports as well as agricultural and industrial machinery and spare parts
from the United States. This cash transfer program will also defray GON expenses
connected with the planned reduction of 10,000 government employees.

Arrears: $50 million has been made available to help clear an estimated $360 mil
lion in arrears t0 the World Bank and IDB in order to allow those institutions to 
begin lending again to Nicaragua. These funds will be disbursed as soon as the GON 
succeeds, with World Bank support, in getting creditor countries to put an arrears
clearing package together.

Repatriation: Aprpoximately 30,000 ex-resisteance members and their families 
plus 30,000-35,000 refugees have been repatriated to Nicaragua. Of a total allocation 
of $57 million, $40 million has been disbursed to the International Commission for 
Verification and Support (CIAV), which is working with the Organization of Ameri
can States and the United National High Commission for Refugees, for food sup
plies, clothing needs, tools, housing materials and immunizations. 

Food Assistance: A FY 91 Food and Progress Agreement was signed with Nicara
gua on February 6, 1991, for $36.1 million. The program will provide wheat, rice,
tallow, vegetable oil, and other agricultural commodities. It will also support gov
ernment efforts to license privately-owned financial institutions, fertilizer importers,
agricultural commodities exporters, and to privatize meat-packing facilities. 

CARE is using U.S. food assistance to organize a food-for-work program to provide
6,500 temporary public works jobs in Managua in 56 neighborhoods. These projects 
are expected to benefit a total of 127,000 Managua residents. 

The Adventist Development and Relief Agency (ADRA) has been provided with a 
grant and Title II commodities to provide primary health care and supplementary
food to family beneficiaries who were victims of the war. Food commodities have 
been delivered to 22,577 beneficiaries in 151 communities and emergeny food distri
bution was made to 18,000 on the Atlantic coast. A total of 78 oral rehydration clin
ics and 151 growth monitoring and nutrition clinics have been established. 

Textbook Program: At the request of the GON, A.ID. is providing over 7 million 
updated, de-politicized textbooks for primary and secondary school students. As of 
March 4, 1991, a total of 5,589,217 primary and secondary school books have arrived 
in Managua and over 4 million have been distributed. 

Employment Generation: Employment projects are underway in 21 cities (Mata
galpa, Jinotega, Juigalpa, Boaco, and Rivas) under a $10 million project for repair
and rehabilitation activities. The number employed under the project is now ap
proaching 1,800 unskilled and semi-skilled workers who work for an average period
of two to three months in public workF projects.

Technical Assistance and Training: The Central American Institute of Business 
Administration (INCAE) through a grant from A.I.D. is providing 12 seniror techni
cal advisors for the Ministries of Finance, Education, and Agriculture as well as the 
Central Bank and other key GON institutions. INCAE has also implemented seven 
seminars dealing with issues critical to policy consensus-building on economic recov
ery and democratic transition reaching a total of 389 participants of whom 20-30 
percent have been women. 

Public Sector Support: A $5 million project to support importaat government serv
ices by providing office equipment, computers, and vehicles was signed on Septem
ber 25, 1990. Commodities began arriving in early February.

Democratic Initiatives: Funds in the amount of $700,000 have been granted to the 
American Institute for Free Labor Development to help the independent labor 
unions in Nicaragua build a strong free trade union structure, enhance their techni
cal labor skills, improve delivery of services to their members, and help communi
ties with self-help social projects. These efforts have helped increase union member
ship in non-Sandinista unions by over 30,000.

A $235,000 grant to the National Endowment for Democracy (NED) will cover 
costs of replacing the damaged transmitter of Radio Corporacion. NED is working
with the free media and civic organizations to provide spare parts for radio stations,
improve leadership skills and fund a national civic education campaign. The Inter-
American Bar Foundation is also assessing the status of legal education in Nicara
gua.

Project Hope received $2.5 million to re-start basic services at four community
hospitals located in Esteli, Juigalpa, Matagalpa, and Boaco. On December 6, 1990, a 
U.S. military transport plane arrved in Managua with 123 pallets of medicines and 
su 	plies.

Other Health Activities: A shipment of medical supplies, antibiotics, and 97,000
doses of DPT vaccines arrived on February 15, 1991. A.I.D. was also a major contrib
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vtor to a multi-donor sponsored national immunization campaign which took placethe first week of February.Private Voluntary Organization Programs: The Salesian Missions were granted$1.7 million to train over 7,000 Nicaraguans in basic vocational skills. The first classof 240 students taking ,yping and basic computer classes will graduate in March.Of the total $335 million provided for Nicaragua in FY 90 ($35 million in emergency assistance and $300 million under the Dire Supplemental), $293 million (87%)has been obligated and $187 million (56%) disbursed in ten months (April-February1991). 

NICARAGUA ECONOMYQuestion. Nicaragua has struggled economically since Mrs. Chamarro took office.Political concessions took precedence of economic stabilization in Nicaragua for thefirst nine months of Mrs. Chamarro's term. However, recently the government hasbegun a stabilization and structural adjustment rogram, which hopeful will leadto an IMF agreement. Then, the government will be in a position to collect on thepledges of the U.S. and other donors, and pay back arrears to international financial institutions.Outline your expectations on Nicaragua's economic program. When specifically doyou think Nicaragua will be in a position to pay off its arrears and begin to receivenew loans.Answer. Nicaragua's economic plan is technically sound, and if adhered to closely,it should accomplish the overall goals of economic stabilization. A basic assumptionof this plan is that public spending will be reduced. These reductions require freezesin wage and salary schedules and timely government implementation of its plannedoccupational conversion program. It will be imperative that Nicaragua be firm innegotiations with workers and hold to its announced salary leels. It is also essential that voluntary reduction of the public sector work force bein soon.An informal donors' meeting will be held in Washingtonthe government's commitment ch 25-26 to reviewto an economic reform program.Group meeting is also planned for mid-May A Consultativeto finalize an arrearsment for implementation clearing agreethis summer, thus allowing new flows of resources fromthe World Bank and Inter-American Development Bank which could begin by theend of the summer. 

NICARAGUAN ECONOMIC REFORMS 
Question. What role have State and A.I.D. been playing in urging the Nicaraguangovernment to embark on an economic reform program?Answer. The present A.I.D. cash transfer pro am of $68 million (plus $50 millionfor arrears clearing) has conditionality on eachrtranche of funding which has encouraged Nicaragua (the GON) to adopt its current economic stabilization and structural adjustment program. This conditionality has assisted the GON to make difficult reforms in the areas of (1) reducing domestic financing of the fiscal deficit, (2)eliminating state monopoliestions, (4) reductions on exports, (3) licensing of private financial instituin public sector employment, and (5)establishing a regulatoryframework for the privatization of state-owned enterprises.
A new cash transfer program 
 for $135 million is currently being reviewedWashington. This program will continue to have conditionality aimed at supportingin.

the Nicaraguan economic reforms. 

NICARAGUA CASH TRANSFERQuestion. Nicaragua is about to sign up a cash transfer of $135 million, as I understand it. Can you outline for the Committee the specific purposes
e to which thesefunds would be put and the disbursement schedule?Answer. The program has not yet been approved; however, we contemplate that itwill be disbursed in four tranches keyed to the financing requirements of Nicaraguals program. Proposed conditions emphasize progress in two key areas: first andmost, on achievement of macroeconomic targets of the stabilization program andsecondly, on rogress in important elements of financial system reform. The initialtranche will be $30 million and the three subsequent tranches will each be $35 million.The dollars provided under this program will be available for essential importsfrom the United States and Central America, including oii, in response to Nicaragua's reuest for the reatest possible flexibility in the use of p.rram resources.Some dollars may alsoDeused for service of debt to multilateral institutions. 
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NICARAGUA CONTRAB FEEDING PROGRAM STATUS 

Question. Recent GAO briefings on the status of the Nicaragua contras indicate
that the OAS is currently feeding 90,000 to 95,000 people. The most that were ever
provided or in the AID funded program in Honduras was 55,000. AID has recently 
provided the OAS with an additional $10 million to continue this feeding program
until the end of July. Even though the initial disarming and demobilization of the
Contras went well, it appears that their re-integration into the Nicaraguan society
is not. 

Explain why an OAS feeding program is still necessary for the former Resistance 
members, and why that program involves 90,000 people. Where did they ail come 
from? 

Answer. A feeding program is still considered necessary for some of the former
Resistance members because at the time of the January harvest, only about one
fourth of the families had received land in time to plant a crop. Since then approxi
mately two-thirds of the ex-Resistance who want land have received it from Nicara
gua which has said it is committed to completing distribution before the end of
April. Recent reports from Nicaragua, however, indicate that a small number of ex-
Resistance (perhaps 3000-5000), may not be accommodated by the beginning of the 
next planting season and that some residual support may be necessary. This support
might or might not include feeding.

While many former Resistance members do not require full food rations at this
time, according to a study the Organization of American States (OAS) commissioned
in January, only 5-10% were totally self-sufficient. In the five-month extension the
International Committee on Verification (CIAV/OAS) was, therefore, asked to dis
tribute food in accordance with the needs indicated by the Food Assessment study.
We also requested a program for reduction in direct feeding, and an appropriate
monitoring system, so that CIAV could ensure the distribution of food to popula
tions identified in the study as being at highest risk of undernourishment.

The total number of ex-Resistance being assisted by the OAS is 95,465. OAS
records show the following break down: 

Ex-Combatants/Heads of Families ............................................................... 26, 541 

Ex-Resistance ............................................................................................ 
Demob. in Honduras ................................................................................ 
Heads of repatriated families .................................................................... 

21,758 
1,700 
3,083 

Family Members .............................................................................................. 68,924 

Family of RN demob. in Nic ................................................................................. 
Repatriated ................................................ 

40,938 
27,986 

Of this total, the OAS estimated that approximately 90,000 will need some addi
tional assistance during the five-month extension. 

Question. What procedures w3re used to determine eligibility for this feeding pro
gram?

Answer. In December and January, the International Committee on Verification/
Organization of American States (CIAV/OAS) funded a food needs assessment team 
to determine the level of feeding that would be needed from March-August.

The study identified four groups with varying needs for food rations: (1) 5-10% were estimated to be at very high dependency. These were mainly people still at
resettlement centers who had not yet received land, or some who had received defi
cient seeds or suffered crop failures; (2) 20-25% were classified as medium-high
needs for feeding. This group were either newly settled, had received land too late 
to plant for the January harvest, or were still unsettled; (3) 60-65% were identified 
as ing onl somewhat dependent. This group was considered to have good progno
sis for the January harvest, well organized farms, easy access to markets and sup
plementary work; and (4)5-10% were considered food self-sufficient. This group was
in stable land situations, with crops planted, other sources of work available and 
some harvests already complete.

The study also identified geographic areas which coincided with these four food
needs groups. In the five-month extension of its grant the OAS agreed to take the
findings of this study into account in providing rations. 



692
 

Question. Do you anticipate that the OAS feeding program will end when this $10 
million runs out at the end of July?

Answer. We have recently been informed that Nicaragua may not be able to ful
fill its pledge to complete land distribution by the end of April. A.I.D. and State are 
discussing the implications of this and exploring several options to assure that the 
ex-Resistance receive sufficient assistance. Our mission in Nicaragua has recently 
contracted with an American personal services contractor to serve as liaison be
tween A.I.D. and the International Commission on Verification/Organization of 
American States (CIAV/OAS). One of his principal tasks will be to monitor the situ
ation and assist both A.I.D. and CIAV in making "best estimates" as to whether any
Resistance families will require food assistance after July. The best guess at the 
moment is that about 90% of the target population should be sulf-sufficient. This 
will be monitored and revised on a monthly basis. 

NICARAGUA AGRICULTURAL CREDIT 

Question. Credit programs are now being initiated by the GON to help Nicara
guan farmers get in their spring crop. Preliminary results of the GAO report indi
cate that because these credit programs are not designed to provide credit to small 
farmers just starting out with little or no collateral, that the former resistance
members who have managed to get a plot of land will not have access to credit. Can 
you address this irony? What specifically has been done to give small farmers access 
to credit this spring?

Answer. The present Organization of American States (OAS) program provides
free seeds, fertilizer and agricultural tools to the ex-Resistance who have received 
land. This tlwidttance will cover their input needs during this agricultural cycle and 
few should need actual credit. 

A.I D.'s concern has been more that in the past the credit given by Nicaraguan
state banks to far-ners has been undisciplined and that more stringent policies
toward profit-baBts- lending must be put in place by Nicaragua. Any farmers, large 
or small, with good credit repayment histories should be eligible for credit from the 
National Development Bank during this agricultural season. This year for the first 
time nonpayinent of credits will result in future year ineligibility to receive credit. 

NICARAGUA EXTENSION OF CONTRA SUPPORT PROGRAM 

Question. In May 1990, the U.S. Congress provided $30 million to repatriate and 
resettle former Nicaraguan Resistance combatants and their dependents. The reset
tlement program, administered by the Organization of American States, was origi
nally intended to end in February 1991. However, a large percentage of the former 
Nicaraguan Resistance and their families had not become self-sufficient by that 
time. This was caused, in large part, because the government of Nicaragua has not 
finished providing the land it promised to the combatants in exchange for their de
mobilization. 

AID has decided to extend the program, at a cost of $9.9 million, through July 31,
1991. AID's extension is based on the assumption that sufficient land will be distrib
uted before the May planting season so that most beneficiaries will be self-sufficient 
by the August harvest. The government of Nicaragua has promised that all land 
needed by the former Resistance members will be distributed by April 25, 1991, in 
time for the May planting season. OAS and Resistance officials believe that this is 
too optimistic. At this time, however, no one is certain how many former members 
of the Nicaraguan Resistance are already self-sufficient. 

What is the basis for A.I.D.'s prediction that most former members of the Nicara
guan Resistance will receive land and become self-sufficient by August 1991. On 
what assumptions did A.I.D. base its budget of $9.9 million for the extension? In 
view of the fact that neither the OAS nor leaders of the former Resistance believe 
that all beneficiaries will be self-sufficient by July 31, 1991, will A.I.D. fund further 
extensions in the event that a large percentage of the Resistance is not self-suffi
cient by July 31, 1991? 

Answer. The United States belief that most former Resistance would receive land 
is based on statements made to that effect, most recently by Antonio Lacayo, Minis
ter of the Presidency, during his visit in February. He stated that Nicaragua
planned to complete land distribution by the end of April. If the land is received by
that time, farmers will be able to plant and will have a harvest in August.

The budget of $9.9 million was based on proposals made to A.I.D. by the Interna
tional Commission on Verification/Organization of American States on what their 
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costs would be to continue their program until the beneficiaries would receive land
and be able to harvest their crops.There have recently been some indications that Nicaragua will not be able to provide land for all before this planting period ends, but this will not affect a "largepercentage of the Resistance." The International Commission on Verification (CIAVand A.I.D. will monitor this carefully over the next several months. If it becomesnecessary to fund any further extension of CIAV, this would likely be at a far smaller level of effort than is currently the case. In any event, any A.I.D. financed extension would require that FY 91 OYB funds be increased. 

NICARAGUA AGRICULTURAL ASSISTANCE 
Question. Because it has a largely agrarian economy, Nicaragua relies largely onexported agricultural products to earn foreign currency. Reports indicate that thepast harvest of some major export crops was not good. The reasons vary by crop, butone problem was the lack of incentive to invest in the agricultural sector. AID'scash transfer program did address a major constraint to investment in the agricultural sector making the elimination of foreign trading monopolies a condition forthe disbursement of $24 million through its cash transfer program.AID disbursed $24 million in late February 1991, upon evidence that the government of Nicaragua had made significant progress in eliminating monopolies. These,and other funds provided by the United States, are available to import agriculturalequipment and other agricultural requirements. However, most of the funds disbursed to date have been used to import petroleum. AID has not yet initiated anylong-term development projects which specifically address problems in the agricul

tural sector.
Is A.I.D. designing projects to deal with the problems of encouraging investment,providing access to credit, improving agrarian management, teaching technological

improvements, and expanding exports?Answer. A.I.D. in Nicaragua is currently addressing these problems in four ways.First, the mission in Nicaragua is approaching closure on the design of a five-year$7 million Private Agricultural Services Project that will focus on investment promotion, technology transfer, and expansion of both traditional and non-traditionalexports. Second, in support of investment promotion and expansion of exports,A.I.D. is also collaborating on a regionally-funded Non-Traditional Agricultural Exports project. As a result of this collaboration, local investors are exploring investment opportunities (including divestiture). The first exports of these crops began inMarch of this year. Third, local currency generations from our balance of paymentsprogram and from Food for Progress programs will allow the Central Bank to continue to offer agricultural credit during the 1991/92 planting seabon. Fourth, A.I.D.will begin working this fall with a private voluntary organization, TechnoServe,through a centrally-funded grant, to provide technical and other assistance to agri
cultural cooperatives in Nicaragua.Question. If so, will these projects be implemented in ways that ensure that allentities in the agricultural sector benefit?Answer. All of the four initiatives mentioned in the preceding question will beimplemented in ways that will ensure access to project benefits by all productiveelements of the agricultural sector. Those served will include members of privateproducers' associations and federations, agricultural cooperatives formerly assistedby TechnoServe or belonging to the private producers' associations, and independentproducers. The only restrictions will be those that apply to sugar and citrus produc
tion. 

GUATEMALAN ECONOMY 
Question. A.I.D. has funded numerous U.S. technical consultants to analyze theGuatemalan Government's financial structure. Considerable amounts have beenspent to develop recommendations for revisions in Government expenditures andthe tax structure. One of Guatemala's primary problems economically has been andcontinues to be the lack of equitable and dependable tax system. The political resistance to any changes in the tax structure from the right in Guatemala is strong.Many believe former President Cerezo's lack of effectiveness in his last year inoffice is due largely to his attempts to begin a fiscal reform process in Guatemala.Those efforts culminated and effectively ceased after the unsuccessful coup attempt

in July of 1989.
With relations between Guatemala and the U.S. at an all time low, and given thepolitical orientation of the new President of Guatemala (right wing, religious, business man) what realistic cxpectation do you have that Guatemala will take advan
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tage of all of this high priced U.S. advice and actually take steps to reform their tax 
system?

Answer. The new Government of Guatemala (GOG) is aware of the urgency of
moving quickly to adopt a comprehensive fiscal administration program, including
major new tax measures. The fiscal crisis has become so severe that a tax reform 
program is the only option to begin to balance the budget. The GOG is determined 
to move forward and recognizes the importance of tax reforms in negotiating an
International Monetary Fund (IMF) stand-by agreement, which would accelerate 
source flows of international financial institutions to Guatemala. 

re-

The technical assistance services provided by A.I.D. have helped in analyzing
thoroughly Guatemala's fiscal situation and in identifying a number of alternatives.
A political decision must be made among various options available. It must be sub
mitted to and ratified by the Guatemalan Congress. We anticipate that a difficult 
process of consensus building will be required and we continue to work closely with 
the GC.G to ensure that the tax measures adopted will be technically adequate.

Meanwhile, A.I.D. advisors, who have gained the trust of the GOG, have helped
implement immediate administrative improvements, including: elimination of the 
tax holidays, initiation of special tax audits of exporters, computerization of income 
tax audits, implementation of a vehicle appraisal system in customs, initiation of a
campaign of collection of back income taxes, and procedures for removal of about
half of customs inspectors because of corruption. These initiatives represent the first 
stage of a broader tax reform which is expected to be announced shortly.

Question. The Andean countries of Bolivia, Colombia, Peru, and to a lesser extent
Ecuador, have been of particular concern to the United States and Congress during
the last few years. Virtually all of the coca that comes into the United States as
cocaine is grown in the Andean countries-principally Peru and Bolivia. And 80 
percent of the cocaine in the United States is exported by the drug cartels in Colom
bia. The United States has developed a multi-faceted "supply-side strategy" to curb
the flow of drugs into the United States and to assist the Andean governments in
controlling the threats to their political stability and economies that narcotraf
fickers and leftist guerrillas pose. This strategy includes military aid, economic de
velopment assistance, legal training and assistance through the Administration of 
Justice program, and debt and trade proposals.

Nevertheless, the Andean nations are not satisfied with the U.S. program, which
they complain overemphasizes the military aspects and eradication efforts. They
argue that the economic realities of the coca and cocaine trade-which benefits an
estimated 1.5 million people in these countries-make it difficult for their econo
mies to shift from narcotics production. Such a shift, they say, requires increased
assistance and a reorientation of U.S. efforts towards greater economic cooperation,
including a preferential trade regime for Andean products.

The Administration's FY 1991 request for U.S. assistance to the Andean countries
totals some $623 million, of which $53.2 million is development aid, $275 million is
ESF (including the $250 million special Andean Narcotics Initiative monies), $146.9 
million is Foreign Military Financing grants and IMET funding, and $38.7 million is
narcotics aid. (The remainder is P.L. 480 and Peace Corps funds.)

Explain your intentions on disbursal of the pending request for $72 million in
ESF, assuming the Committee releases its "hold" on them. What conditions will be 
imposed on their disbursal other than eradication of coca under cultivation?

Answer. Our intentions on disbursal of the pending $72 million in ESF are: to
make three disbursements of $22 million each in FY 1991 for balance of payments
support; and to make available up to $6 million for commercial bank debt buy-back
in cooperation with World Bank and other donors. The $6 million mentioned above
is FY 1990 Economic Support Funds (ESF) that has already been disbursed to a Bo
livian special account. 

A.I.D. continues to require compliance with two essential conditions for the dis
bursement of the $66 million in FY 1991 ESF: sound economic policies and counter
drug performance. Economic policy conditions are principally associated with Boliv
ia's siabilization and structural adjustment programs.

The first disbursement of $22 million is based on FY 1990 counterdrug perform
ance and continuation of the Bolivian economic stabilization program. The second
and third $22 million disbursements are conditioned on such actions as: substantial
seizures or destruction of refined cocaine products or chemicals; destruction of phys
ir-al facilities; seizure or destruction of assets; arrest, incarceration or extradition of
large scale cocaine traffickers and eradiction of 7,000 hectares of coca. 
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UPPER HUALLAGA VALLEY PROJECT IN PERU 
Question. A.I.D.'s Upper Huallaga area development program provides researchand assistance in growing "legitimate" crops where coca has been eradicated. Please

evaluate the success of this program. What are the strengths and weaknesses?
Answer. A.I.D.'s Upper Huallaga Area Development (UHAD) project supports theGovernment of Peru's (GOP) alternative development program in the principal coca

growing area of Peru's high jungle. The project is authorized at $15 million in loan,and $12.9 million in grant funds. Of these amounts, approximately $22.3 million has
been disbursed as of January 31, 1991.

The UHAD project is about to complete ten years of implementation. It aims tosupport Peruvian development and narcotics control objectives in the Upper Huallaga Valley (UHV) by (a) strengthening public sector agricultural support services;(b) developing and transferring appropriate agricidtural technologies; and (c) ex
panding rural and community development activities.

Two factors have impeded implementation of project elements. First, the expansion of illegal coca cultivation has drawn farmers away from the fertile valley floor
and more into isolated hilly areas never intended for agricultural use. Second, thesecurity problems related to terrorist and/or narcotrafficking activities have eliminated or forced the withdrawal of most GOP agencies from all bat a few valley com
munities.

The project helps to keep the road networks open so that the UHV can receive
needed agricultural inputs and market legitimate valley products. Efforts to provide
farmers with agricultural research, extension and credit have lagged due to thehigh security risk. However, more direct delivery of production inputs and servicesthrough farmer groups may be possible to encourage farmers to initiate the shift
from coca, thus les-'ning the impact of a difficult security situation.In general, future success of A.I.D.-supported efforts in the UHV will depend onGOP success with its integrated counternarcotics strategy, which includes law en
forcement, narcotics education and alternative development. 

AID TO ANDEAN NATIONS 
Question. The Andean nations have argued that more funding for alternative eco

nomic development, including crop substitution efforts, is needed. Do you agree?Why or why rot? If so, how nmuch funding do you think is needed? 
Answer. To reduce and eventually eliminate coca production in the Andean countries, an integrated approach of law enforcement, public information and alterna

tive development is needed. This in our strategy in all three Andean countries which 
produce coca products.

Donors can provide current coca farmers and others involved in primary process
ing with opportunities and incentives to stop producing coca. But access to a steady,reasonable income in the long-term is what will solve the problem. If that opportu
nity is not available, and cocaine is still in demaird worldwide, production may move 
to another area of the country or to other countries.For this reason, alternative development throughout the economy is required to 
progress toward the long-term goal of replacing the coca economy with licit sourcesof economic growth. This is the focus of the Andean counterdrug economic assist
ance which provides balance of payments support-to help offset foreign exchangelosses due to the transition out of the coca economy-; well as project support.

Increased trade and investment and debt reduction are complementary elements
of this approach. Other donor participation is needed and welcome in these areas
e.g., the Europeans have extended trade preferences to the Andean countries-as
well as in the form of increased flows of assistance.

The total funding requirement will depend on the absorptive capacity of the agencies engaged in alternative development in the Andean countries a.; well as on success in the United States and other countries in reducing the demand for narcotics.Recent and continuing success in reducing such demand will have a favorableimpact on fundirg requirements in the Andes by reinforcing efforts to suppress pro
duction and supply.

The A.I.D. commitment under the Andean Counterdrug Initiative is to providesome $925 million over the next four years. At the same time, other donors (such asthe United Nations Fund for Drug Abuse Control) will be providing complomentarysupport to alternative development, including crop substitution. We are optimistic
that our assistance will make a difference in the anti-drug struggle. 
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A.I.D. ASSISTANCE TO PERU 

Question. Last year, A.I.D. stated in its Congressional Presentation that, in Peru,
the government's posture regarding debt and its unsustainable economic policieshave limited assistance that A.I.D. can provide. Since a new government has taken 
power in Peru, does this judgement ntill hold? If not, what new activities might
A.I.D. undertake in Peru? 

Answer. The situation in Peru, both with respect to its economic policies and its 
posture on debt, has improved dramatically and is almost completely different today
than it was when last year's Congressional Presentation outlined the situation 
under the Garcia government.

The factors noted need no longer limit the assistance A.I.D. can provide. Peru con
tinues to have enormous difficulties in servicing its debt since the total burden is so
heavy; and it continues to be behind on its U.S. debt payments, remaining under620(q) and Brooke-Alexander sanctions, but waivers in the context of counternar
cotics concerns can be obtained. 

Since taking office in July 1990, the Fujimori government has begun a dramatic,
major break with the policies of the Garcia government and a definitive turn to
sound economic policy. The new program has ended hyperinflation, strengthened
the public finances, largely removed distortions in the price structure, and is pro
gressively liberalizing foreign trade. 

The Fujimori government has done all this without waiting for donor assistance,
although increased assistance from both bilateral donors and international financial
institutions is desperately needed to carry through the reforms and revive the econ
omy. Large-scale debt rescheduling, reduction of official bilateral debt and export
expansion are also needed to support the reform effort and permit a resumption of 
economic growth.

In spite of the difficulties involved, the Fujjimori government has sustained and
intensified its reform effort while waiting for support it desperately needs and de
serves from the internatioinal donor community. The new government has also
adopted a posture on debt that is a vast improvement from that of its predecessor.
The Fujimori government is actively seeking Peru's reinsertion in the international 
financial community and, to this end, has resumed full payment on its currently
due debt service with the World Bank and the Inter-American Development Bank
while maintaining payment on its debt to the International Monetary Fund. 

With the new, more favorable policy climate and improved posture on debt, A.I.D.
is undertaking a number of new activities in support of stabilization and adjust
ment, and counternarcotics cooperation in Peru.

Under the Andean Counterdrug Initiative, A.I.D. plans to provide economic sup
port to the drug control strategy. New activities will include: Balance of Payments
support ($50 million) to help cover the foreign exchange cost of taking more aggres
sive action against drugs; the National Employment Generation ($1.0 million)
project to provide technical assistance, and training to develop small and microen
terprises; and the Investment and Export Promotion ($3.5 million) project to help
generate foreign exchange earnings and employment from non-traditional agricul
tural and manufactured exports.

On-going activities that we plan to continue under the Andean Counternarcotics
Initiative include: Policy Analysis ($2.2 million) project to provide technical assist
ance to help the GOP refine the country's economic stabilization and recovery pro
gram; Upper Huallaga development ($1.2 million) project to develop legal alterna
tive income activities in the Upper Huallaga Valley; Drug Awareness and Educa
tion ($0.9 million) project to support the Center for Education and Information on
Drug Abuse Prevention (CEDRO) efforts to strengthen public support for drug con
trol and to reduce domestic drug abuse; and, Adminictration of Justice ($0.5 million)
project to increase the efficiency of the judicial system.

We expect to provide over $100 million in food aid in FY 1991 to support the Gov
ernment of Peru's Social Emergency Program and a variety of food-for-work and
directfeeding programs implemented by private and voluntary organizations.

In addition, in accordance with the provisions of Section 123(e), A.I.D. plans to ob
ligate about $10 million for ongoing development assistance activities in agriculture,
natural resources, family planning, child survival, and private sector development.
Section 123(e) allows for the continuation of support for programs of private and vol
untary organizations notwithstanding the prohibitions contained in Brooke-Alexan
der and Section 620(q). 
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ADMINISTRATION OF JUSTICE 
Question. Last year, Congress authorized $16 million for Administration of Justice(A J prorams in Bolivia, Colombia and Peru in the International Narcotics Control Act of 1990 (P.L. 101-623). How much of this assistance is being used for judicial
security and how much is to support judicial reform? How effective are AOJ activities in promoting judicial reform? Has security for Colombian judges improved since
this program went into effect?
Answer. Extensions of ongoing Administration of Justice (AOJ) proects are being
developed in the three countries. We expect to obligate a total of $7.5 million this


fiscal year.

The only country in which judicial security has been a major issue is Colombia.Security has improved for Colombian judges over the last year, but much remains to
be done. The $5 million earmarked for judicial protection in FY 1989 has now been
substantially expended for equipment purchases and training by the Department of
State Anti-Terrorism Assistance (ATA) and Justice International Criminal Investi-
Fative Training Assistance Programs (ICITAP). In addition, A.I.D. supported estabishment of new public order courts, in which security considerations were paramount, and International Narcotics Matters (INM) obligated $1 million for judicial
security equipment in September 1990. The Colombian government used its own
funds to finance construction and other costs associated with the opening of the
public order courts in January. With respect 
to reform of the justice sector, we areworking witi Colombian officials now to develop an overall plan. A new AOJ
project is expected to be authorized 
next month, with $6.5 million to be obligatedthis fiscal year. Under it, ICITAP will continue to provide training in personal security awareness for judges and techniques of protection for bodyguards. ICITAP willalso work with the relevant Colombian institutions to develop the capacity to assess
and prosecute threats against judicial personnel.
A.I.D. 's activities over the last several years in Colombia demonstrate how projectassistance can be an effective lever in creating a dynamic national process for judicial reform. Had it not been for the project-which became a focal point for reformminded individuals and funded a justice transition team for President-elect Gaviria-there would not be the consensus on priority reforms that now exists in Co

lombia.

We are looking at our other projects in the region to see how local reform efforts
can best be supported. In Peru, for example, we are incorporating dynamic elements
of the private sector, who are engaged in analytical studies that should serve as the
basis for policy decisions by the Fujimori administration. In Bolivia, current planning for the justice system is hampered by the impeachment proceedings pending
against members of the Supreme Court. When that problem is resolved, we hope to
be able to move ahead with activities of the kind underway in Peru. Five hundred
thousand dollars programmed for the extension of ongoing AOJ activities, including
[CITAP, in each of these Andean countries during FY 1991. 

NARCOTICS AWARENESS AND EDUCATION
 
Question. Is there an increase in domestic drug-use in the Andean region? If so,
how significant is it? How effective 
 are A.I.D.'s drug education programs? DoesA.I.D. plan further efforts to curb domestic use in these countries?Answer. The best date available in the Andean region indicate that in Lima,Peru, use increased between 1979 and 1986, and declined somewhat in 1988, as fol

lows: 

[InPKct) 

1979 1986 1988 
madjuana ...............................................................•......................................................................
3.2 11.2 6.3 
Cocaine
Paste
.. ...................................................
 1.3 5.2 3.9Ccine ... ................. 
 ..............................................
0 .7 4.0 1.8 

In other Peruvian urban areas, use follows the same patterns. The increase between 1979 and 1986 was dramatic. The decline between 1986 and 1988 may represent more reluctant to admit use, a different research team, or a response to prevention efforts. Studies in Colombia do not provide national estimates, since they do notuse comparable methods and cover only limited geographic areas. In Bolivia, the 
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most recent data indicated that 7.2% of youths had ever used marijuana, and 5.4% 
had ever used coca paste.

However, although all the evidence points to a growing problem, methodological
flaws bring the data into question. There is no trend data available for Ecuador. 
Thus, using Peru as an indicator, there has been significant increase in domestic 
drug use over the last decade. 

A survey conducted during April and May of 1988 in Bolivia indicates that an
overwhelming majority of those interviewed (90% interviewed in households and 
95% interviewed in schools) believed that "drugs constitute an important problem
for the country;" which program evaluators took as evidence that A.I.D.'s drug edu
cation program was having a positive impact. Existing evaluations of A.I.D. narcot
ics awareness projects in Colombia and Ecuador do not focus on this question. In 
Peru, systematic public opinion surveys were conducted during the period 1985 to
1989. They reflect two major changes which occurred: production became perceived 
as the most important of drug related problems, and the drug problem became one 
of the three most important concerns of urban Peruvians. The evaluators conclude 
that "CEDRO's (the Peruvian implementing agency) public awareness efforts appear
to have been effective. In sharp contrast to public perception when the project was 
initiated, now nine out of ten. 

Peruvians say that both drug production and trafficking are harmful for their 
country and generally believe that the country's drug problem (sic) require their 
government's attention". 

A.I.D. does plan further efforts to curb domestic use in the Andean countries. The 
following shows planned obligations by country and year. 

1991 
1992 

BoM .................................................................................................................................
$112,500,000 $3,000,000
Co W ............................................................................................................................ 1,000,000 1,000,00

Pe ..................................................................................................................................... 943,000 2,000,000
 

ANDEAN COUNTRIES: ECONOMIC GROWTH AND DEVELOPMENT NEEDS 

Question. In 1989, Congress provided the President with authority-beginning Oc
tober 1, 1990-to relieve the debt to the United Stats owed by Bolivia, Colombia 
and Peru, if the President determined that the country was implementing programs
to reduce the flow of cocaine to the United States. The Congress currently has 
before it the Andean Trade Preference Act (H.R. 661), which would provide special
trade benefits for Bolivia, Colombia, Ecuador and Peru, that would amount to a one
way free trade arrangement similar to that which the Caribbean Basin Initiative 
provides for the Caribbean Region. To what extent do you think that debt reduction 
and preferential trade treatment are necessary to assist in the process of economic 
growth and development in the Andean countries? 

Answer. Debt reduction and expanded trade opportunities are beth needed, along
with market oriented policy reforms to stimulate economic growth and development
in the Andean countries. 

Debt reduction and expanded trade opportunities are needed to complement and
reinforce our economic assistance programs, which are intended in large part to pro
mote expanded private sector investment in legitimate economic activities as the 
Andean countries work with us to curb the production and trafficking of cocaine. 

Bilateral debt reduction will help all three beneficiary countries to expand im
ports and investment in their economies to provide new sources of employment and 
revenue as the flow of cocaine to the United States is stemmed. 

Bilateral debt reduction is especially important to Peru, where the Fujimori ad
ministration faces an enormous external debt and arrears problem inherited from 
its predecessor (almost $20 billion worth of external debt, of which about $13 billion 
is in arrears) requiring massive rescheduling and substantial reduction for its reso
lution. 

Enhanced trade opportunities in the form of the Andean Trade Preference Act,
similar to the highly successful Caribbean Basin Initiative, will expand Andean 
countries' export earnings in the short term significantly by offering duty free en
trance to the U.S. market on a broad range of products. In the longer term, it will 
supply an important long-term economic and psychological stimulus to the export 
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expansion needed to pay for increased imports and meet debt service obligations of
the Andean countries.

Zero duty entry under the Andean Trade Preference Act does not involve a verygreat reduction in duties on Andean-source p. -ducts, since U.S. duty rates are generally low to begin with, and much Andean-source trade enters the Ur.ited Statesduty free in any event under GSP. However, the psychological impact of receivingimproved access to U.S. markets is important, especially in Colombia, and will helpto strengthen arguments in the Andean countries in favor of further trade liberal.ization and market-oriented policy reform measures.All the prospective beneficiary countries have been, or are in the process of, substantially liberalizing their foreign trade systems, reducing their tariff and nontariffbarriers to imports, including U.S.-source imports. Furthermore, to the extentAndean countries can expand their exports to the United States as a result of theAndean Trade Preference Act, the Andeav countries will be able to expand theirimports, including imports from the United States, benefiting all parties. 

BOLUVIA-ESF 
Question. Explain your intentions on disbursal of the pending request for $72 million in ESF, assuming the Committee releases its "hold' on them. What conditionswill be imposed on their disbursal other than eradication of coca under cultivation?Answer. Our intentions on disbursal of the pending $72 million in ESF are: tomake three disbursements of $22 million each in FY 1991 for balance of paymentssupport; and to make available up to $6million for commercial bank debt buy-backin cooperation with World Bank and other donors. The $6 million mentioned aboveis FY 1990 Economic Support Funds (ESF) that has already been disbursed to a Bo

livian special account.A.I.D. continues to require compliance with two essential conditions for the disbursement of the $66 million in FY 1991 ESF: sound economic policies and counterdrug performance. Economic policy conditions are principally associated with Bolivia's stabilization and structural adjustment programs.
The first disbursement of $22 million is based 
on FY 1990 counterdrug performance and continuation of the Bolivian economic stabilization program. The secondand third $22 million disbursements are conditioned on such actions as: substantialseizures or destruction of refined cocaine products or chemicals; destruction of physical facilities; seizure or destruction of assets; arrest, incarceration or extradition oflarge scale cocaine traffickers and eradication of 7,000 hectares of coca. 

PERU-ECONOMIC ASSISTANCE 

Question. What is the basis and form of our economic assistance to Peru? Is itmeant to reimburse them for costs incurred in the drug war or will it have some
economic conditionality?


Answer. Our A.I.D. program to Peru consists of a sizeable food aid contribution to
the country's Social Emergency Program, counterdrug activities under the AndeanCounterdrug Initiative, and a modest development assistance program implemented
largely through private and voluntary organizations.
In each case, we expect the A.I.D. contribution will help offset Government ofPeru (GOP) expenditures in critical areas and free up resources to take more aggres
sive action against drugs.

The food aid program, which exceeded $70 million in FY 1990, is proposed to increase to about $100 million in FY 1991. The food aid responds to immediate foodrequirements and provides a safety net for poor Peruvians.Funding under the Andean Counterdrug Initiative is heavily conditioned. Peruneeds to demonstrate continued implementation of its economic stabilization program. Additional steps include: (i signature of the Umbrella Agreement; (ii) documented progress on counternarcotics interdiction on the ground; (iii) a meeting ofthe Interagency Deputies Committee to review Peru's counternarcotics performanceand continued implementation of its economic program and recommendations regarding funding levels and a tranching strategy; (iv) a Presidential 4a determination(that has been redelegated to Secretary Baker) that Peru is in compliance withhuman rights and other concerns under the International Counternarcotics Act of1991; and (v) a notification to Congress, without objection, on the FY 1991 Economic
Stabilization and Recovery program.Balance of payments support, proposed at $50 million under the Andean Counterdrug Initiative, will help cover the foreign exchange cost of the GOP programagainst drugs. The associated local currency will be jointly programmed for activities which reinforce the alternative development strategy and support a sound ad
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justom t program including credit lines for small-scale enterprises and export promotion, rural roads, rehabilitation and marketing facilities, and counterpart financ
ing for A.I.D. and multi-lateral bank prect activities.

A.I.D. plans to continue projects under the Andean Counterdrug Initiative in FY
19P1 in the areas of policy analysis, drug awareness and education, administrntion
of justice, ai.d alternative development in the Upper Huallaga Valley.

New projects are being designed to begin implementation in FY 1991. These in
clude the National Employment Generation and the Investment and Export Promo
tion projects. 

COLOMBIA ESP DISBURSKMENIS 

Question. What are your plans regarding disbursement of the second $21 million 
recently signed with Co! ,nbia?

Answer. Prior to disbursement of the second $21 million tranche under the $41million FY 1991 balance of payments program, the U.S. Embassy and A.I.D. will
review and confirm Colombian progress in the counternarcotics and economic 
reform programs. 

PANAMA ECONOMY 

Question. As with Nicaragua, the Congress was hounded by the Administration
last spring tc provide $500 million to "jump start" the Panamanian economy.Recent reports to the Committee indicate that as of January 1991 only $109 millionof the $461 million approved for Panama had actually been disbursed to the govern
ment. Although most of the emergency funds have been spent, funds designated forrepayment of IFI arrears ($130 million), public investment ($14 million), privatesector reactivation ($108 million) and development assistance ($51 million) remain
largely unspent. What happened to the "jump start"? 

Answer. The primary purpose of the U.S. assistance program in the short-run hasbeen to help re-activate economic activity so that Panama can primary reresume
sponsibiity for financing its own development. The Panamanian economy has notyet fully recovered from the devastation caused by General Noriega, but significantprgress is being made. The public setor reactivation projct totals $113.9 million,$4million of which is subjct to progress on the signing of a Mutual Legal Assist
ance Treaty which is expected by mid-April. Of the $107.9 million reserved for private sector credit, $72 million will have been disbursed by April 30. The $130 million reserved for arrears clearing should be disbursed by September 1991. What follows is a status report on what actually has been accomplished with the funds dis
bursed to date. 

After a period of prolonged economic turmoil and political upheaval, Panama,since December 1989, has made a major effort to structure a macro-economic reform program. The dismantling of U.S. economic sanctions and transfer to Panama ofclose to $430 million in escrowed funds, the restoration of Panama's eligibility for a sugar quota, and Panama's renewed eligibility for CBI GSP, and Export-ImportBank credits and Overseas Private Investment Corporation guarantees are helping
to overcome several years of fiscal mismanagement and reduced investment inPanama. They have also begun to bolster Panama's private sector confidence and
stimulated a new willingness to invest in productive activities.

Panama's economy is beginning to recover from two years of steady decline. Real 
gross domestic product is estimated to have increased by at least 3.4 percent in 1990,the first positive growth rate for Panama's economy since 1987. Since the freeze was
lifted on time deposits in July 1990, deposits in the banking system have increasedby almost $2.0 billion. This development had the effect of enhancing liquidity andincreasing economic activity. Unemployment has dropped from a post-Just Causehigh of 35% to under 20%. 

Industrial output, which is largely geared to domestic requirements, was up 4.1percent. Other economic indicators such as exports of bananas, coffee and sugar,
and re-exports from the Canal Free Zone, rose over the 1989 levels.

Further reactivation of Panama's economy will depend on the government completing action on a number of key policies to strengthen public finances; reducing or
eliminating outstanding arrears with the World Bank and IDB; reaching agreement
on structural reforms; and increasing Panama's international competitive position
for support of non-traditional commodities.

As of March 1, 1991, A.I.D. has disbursed $110 million from the U.S. economic aidpackage, and we anticipate a substantial increase in disbursement during the next 
several months. 
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Question. When specifically will Panama be in a position to pay off its arrears tothe International Financial Institutions?
Answer. Through March 1991, the new Government of Panama made paymentstotalling $330 million to the three international financial institutions to stop the

build up of arrears.
The Government of Panama has prepared a program for clearing the estimated$610 million arrears. It is anticipated that the arrears clearing would take placethis fall, but many details remain to be settled. Funds for arrears clearing are expected to come from the Government of Panama: $130 million held in escrow, plusadditional resources from the government's budget; A.I.D., $130 million from theDire Supplemental; and other bilateral and multilateral donors, $130 million. AUnited States Treasury bridge loan is also expected to be part of the package. APanama Support Group, chaired by the U.S., has identified various sources of bilateral support, and there are preliminary indications that Japan, Taiwan, France, andItaly will contribute to the arrears clearing.
Successful settlement of the arrears also requires a sound structural adjustmentprogram involving public investment, privatization, social security reform, rationalization of the tax system, etc. A combined International Monetary Fund, WorldBank and Inter-American Development Bank team is due to travel to Panama inMay to discuss a structural reform package. Depending on the outcome of these discussions, the arrears clearing could be carried out in September 1991. It is not possible, given multiple uncertainties, to specify an exact date when this process will be 

completed.
Question. How long will it take after that for Panama to receive lending from

those institutions?
Answer. Assuming World Bank Board approval this summer of a structural adjustment loan of $100 million, complemented by $60 to $100 million from the Inter-American Development Bank, Panama's arrears can be cleared in September 1991and first disbursement of these resources would occur before the end of September1991. Disbursement of the second tranches would occur about one year after the 

first tranche.
Question. Will we see additional requests for large aid to Panama, or is the U.S.

sticking to the one time jump start approach in Panama?Answer. We do not anticipate a need for substantial levels of assistance toPanama. Given Panama's achieved progress in infrastructure, health, education,and related social sectors, there is simply not a need for an A.I.D. program at thelevel contained in the l"Y 90 Dire Emergency Supplemental. While major resourceswill not be needed, we anticipate that modest level of Development Assistance andEconomic Support Funds may be needed for the following program or mutual inter
est to the United States:

Activities to strengthen democracy in Panama, primarily improvements in Panama's judicial system and development of a civilian-controlled police force;
Protection of the Canal watershed and Panama's fragile resource base through

natural resource conservation;
Improvement of public administration, especially operation of the Canal. 

TORTURE AND KILING OF CHILDREN IN GUATEMALA 

b estion. To what extent are Economic Support Funds used to help finance the
bug t of the police?

There are more that 5,000 street children in Guatemala City alone. What stepsare being taken under development and Economic Support Fund programs for Gua
temala to assist street children?

Answer. Economic Support Funds (ESF) are not used to help finance the budget ofthe police. A.I.D. is using ESF and Development Assistance (DA) funds to supportactivities designed to improve the system of justice and strengthen democratic institutions, such as the Office of the Human Rights Ombudsman. The recent convictionand sentencing of four police officers who killed a street child are steps in the right
direction. 

A.I.D. provides assistance to Guatemalan children through a large Child Survivalprojectf, which has nationwide coverage and is focused upon poorer areas. Althoughit is safe to assume that a significant portion of the urban children assisted are"street children", A.I.D. does not have firm data with actual percentages of children 
in this category.

A.I.D. is also exploring with, UNICEF and local private voluntary organizations(PVOs) the possibility of developing a pilot project for improving and/or expandingexisting health, education and related services provided by PVOs to orphans and 
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displaced/street children. The mission has reserved up to $100,000 in FY 1991 funcfor this purpose;an equivalent amount may be available from the Orphaned anDimspla Children project, managed in Washington.The most direct type of assistance to orphans and displaced children is financethruh the PL 480, Title II food aid programs, implemented in cooperation witC . ...olic Relief Services, and S o.me 10,000 children are fed everday, through help to about 140 orphanages and related institutions. One of these iistitutions, Casa Alianza, which is affiliated with U.S.-based "Covenant House", runseveral shelters for such children, but it is not able to provide shelter for all ineed. 

CENTRAL AMERICAN INMTRATION 
Question. What efforts have the Central Americans taken to revitalize the CentraAmerican Common Market? Has any U.S. foreign assistance to Central Americagone to regional integration efforts?Answer. The establishment of the Central American Common Market (CACM) a,the beginning of the 1960s led to a very rapid expansion of intra-regional tradiduring that decade. This growth continued during the 1970s, although at a slowepace, despite the withdrawal of Honduras from some regional integration/cooperation activities. By 1980 roughly one-fourth of Central America's exports were intra,regional. Most of the new industries created or expanded during this period were relatively inefficient. But generally they were profitable, protected by high tariffs orcompeting products from outside the region and benefiting from cheap credit, favor.able tax policies, and other types of subsidy. Since there were few incentives forthem to lower costs, however, not many became competitive in markets outside theregion, and Central American consumers paid more for the roducts of these industries than they would have paid for competing imports had tariffs been relativelylow.Intra-regional trade collapier' during the 1980s because of the sharp drop in incomes at the beginning of the decade, the inability of some CACM countries (especially Nicaragua) to clear their negative trade balances with each other through theregional clearinghouse mechanism, and the imposition by the countries of theregion of quantitative restrictions on intra-CACM trade. Intra-regional exports fellby 65 percent heween 1980 and 1986, not even taking into account the effects ofinflation.

There is now widespread support in Central America for the idea that an outward-oriented growth strateg must be the principal engine of Central Americaneconomic recovery, and that the CACM must be transformed if it is to play a role inthe recovery process. In June 1990 the presidents of the Central Americantries, in the Declaration of Antigua, committed themselves coun
the integration to a series of reforms inprocess, including tariff reform, coordination of macroeconomic ad.justment policies, and removal of barriers to intra-regional trade.A.I.D. believes that a rejuvenated process of Central American integration and cooperation can ahave positive net impact in the region-and facilitateAmerica's incorporation into the hemisphere-wide free area 

Central 
trade envisioned inPresident Bush's Enterprise for the Americas initiative-if it occurs within a framework of greater openness to the rest of the world. A.I.D. has supported this themethrough a number of conferences, seminars, and policy dialogue at both the bilateral and regional level. Our bilateral ESF programs have provided major support forthe macroeconomic reforms that have been occurring in the region and are beginning to produce results in the form of stronger economic growth and rapid increases
in non-traditional exports. Intrn-regional trade began recovering in 1987 in responseto this improved macroeconomic performance.As the Central American countries refine their objectives for a new type of regional integration consistent with outward-oriented policies, A.I.D. is prepared tobroaden its support for regional integration and cooperation. 

MOVEMENT TOWARD A HEMISPHERIC FREE TRADE AREA? 
Question. What efforts have the member-nations of the Caribbean Community andCommon Market (CARICOM) nations taken to spur economic integration in thatregion? Has any U.S. foreign assistance to the Caribbean region been dedicatedintegration efforts? 

to 
Answer. The original CARICOM agreement of 1973 called for implementationa Common External Tariff (CE of 

been andfree trade among member countries. This hasonly partially achieved. Four different tariff schedules have coexisted andnearly all member countries have imposed additional surcharges of differing types 
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and levels on top of their respective tariff schedules, technically in violation of t]CARICOM agreement. While intra-regional trade barriers have been reduced arare generally low, some trade barriers remain.The hoped for benefits of the CARICOM trade arrangements have not materiized. Intra-regional trade has stagnated at around 6 percent of total trade excluing petroleum, and high-cost regional import substitution activities have replacelower-cost external imports. Furthermore, there is i o evidence that infant industintra-regional exporters have been able to graduate to the more dynamic externi
trade opportunities.

CARICOM has developed a new CET for adoption beginning in 1991, with phaing-in arrangements for certain products and countries until 1994. The new CEclearly improves the tariff structure by reducing the number of tariff rates and cuting the maximum tariff from 70 percent to 45 percent. However, considerable dipersion of protection will continue to produce domestic price and investment disto:tions, thereby grossly biasing investment incentives toward inefficient import su]
stitution.

The A.I.D. program has supported Caribbean economic integration reforms thEpromote both increased intra-regional and extra-regional trade. This includeprogress toward free trade among CARICOM countries and the substitution of loluniform tariffs for excessive extra-regional protection provided by high tariffs an
non-tariff barriers.

A.I.D. has supported individual country efforts to reduce excessive external prctectioa. Economic Support Fund (ESF) programs in Belize and Jamaica have suppored bilateral efforts to reduce excessive tariffs and to substitute quantitative imporrestrictions with low tariffs. A.I.D. has supported internal tax reform programs iiseveral Caribbean cnuntries, including Jamaica and Dominica, to providealternative government sounirevenue sources to excessive tariffs. The A.i.D.-supporteCaribbean Association for Industry and Commerce, pursuing !'sadvocacy roleinfluence policy formulation on matters such as 
t

trade liberalization and the fremovement of skilled workers and resources within Lhe CARICOM region, has participated in the process of drafting rules pertaining to the CET. Regional integration ocapital markets is also being supported by A.I.D. projects in Jamaica and the EastertCaribbean.
A.I.D. also engages host governments in policy dialogue in support of trade reforms consistent with sound economic integration. Technical assistance for trade reforms, bilateral framework agreement negotiations, policy-based programs such axESF, and collaboration with international financial institutions in support of theiitrade reform projects all provide continuing opportunities to support Caribbean integration efforts. 

Questions for the Record From Clairman Obey Submitted to the 
Department of Defense 

PANAMA 
Question. What specifically is the status of the joint U.S./Panamanian patrols?Answer. Joint U.S.-Panamanian patrols ended 1 December 1990.Question. Are you assured that the Panama Defense Force has been purged offormer Noriega cronies?Answer. There is no longer a Panama Defense Force. The newly created PanamaPolice Force was screened to remove persons with ties to Noriega. The screening 

process continues. 

GUATEMALA 
Question. What is the specific status of Guatemala's military assistance pipeline?Answer. The suspension of military assistance that was instituted on 21 Dec 90remains in effect pending the improvement in the human right, situation in thecountry. AMB Stroock has declined to release the safety of flight equipment that isexempt from the suspension, pending further measures by the Serrano administration to improve the human rights situation.The total value of remaining foreign military sales (FMS) pipeline funds andequipment for Guatemala is approximately $12M. This amount includes $6.8M ofobligated and expended funds (of which $1.2M is the safety of flight equipment), and$5.2M that have been obligated but not expended.Question. Has there been a complete cut off of FY 1991 U.S. assistance to thepolice and to the military? 
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Answer. Per Section 660 of the Foreign Assistance Act, the U.S. Government isprohibited from using security assistance to train the police forces of most foreign
nations. There are no assistance programs of any kind between DoD and the Guate
malan police. 

HAM 

Question. The Administration has renewed military aid to Haiti, allocating $1.2
million in FY 1991. What will that aid provide? Does it include any provisions for 
encouraging respect for human rights?

Answer. Proposed security Assistance to Haiti is limited to nonlethal items. In
general, the aid will consist of quality of life articles such as boots, uniforms, ra
tions. Also to be provided are spare parts for communications gear, vehicles, and 
boats. 

Throughout the entire spectrum of USG assistance to Haiti, we continue to sup
port Haitian efforts to develop a functioning democracy that respects basic human
rights and a more modern economy capable of sustained, equitable growth. Specifi
cay, with regard to our security ar-istance, one of our stated goals is to improve
human rights. Through the IMET program, we expose Haitians to U.S. traditions of 
democracy, human rights and civilian control of the military. 

Questions for the Record From Mr. Porter Submitted to 

Dqpartment of State 

VIGILANTIE JUSTICE IN BRAZIL 
Cuestion. The World had hoped that the conviction of two men for the murder of

Chico Mendes, a Brazilian labor leader and rubber tapper, would signal an end to
the system of rural vigilante justice that permeates much of Brazil. However, themurder of another rural labor leader, Expedito Ribeiro de Souza, on February 2nd, 
and I understand yet another rural labor leader in the last few days, makes it clear
that vigilante justice is alive and well in Brazil. It is especially disturbing that the 
assssinations are taking place against people who can be catalysts for positivechange in Brazil. 

Would you outline the causes of this problem and what you are doing to encourage the Brazilians to strictly enforce the law in rural areas? 
Answer. Land disputes between landowners and the "landless"-those who work 

on the land but do not own it--or small landowners, as well as conflicts over ruralworkers' conditions, have long been a source of violence in Brazil. As with personal 
disputes, these matters have traditionally been handled without going to the courtsor seeking other legal remedies. These conflicts ai' increasing as economic and 
social disparities between the rich and poor grow.U.S. Embassy officials, including the Ambassador, o:ten discuss human rights
issues-including the case of Expedit Ribeiro de Souza-with Brazilian federal au
thorities and have impressed upon them the importance of human rights to our gov
ernment.As in the U.S., the Brazilian federal lovernment'sauthority to intervene in local 
criminal cases is limited by the Brazilian constitution. It is also limited by re
sources. However, the Brazilian government is demonstrating an increased willing
ness to use the tools it has.

The 1988 constitution permits federal intervention in what would normally be a 
state matter, provided the federal authorities obtain a decree from the Supreme
Court and legislative approval. The Brazilian Government has already beun the 
process in the Ribeiro de Souza case: On March 8, the Brazilian Attorney General 
petitioned the Supreme Court for federal intervention in the Para region. In addi
tion, on March 5,the Brazilian Congress initiated a measure calling for federal
intervention in the Rio Maria area which could lead to a mandate for federal policeinvolvement. 

AssIsTANCE TO HAITI
Question. While I believe that Father Aristide should be encouraged as Haiti's

first freely elected president, I think we must determine what his plans are. What 
stipulations, if any, do you think we should put on assistance to Haiti? 

statemter.The primary oals of the U.S. assistance program for Haiti are to help
nstnegionalize democratic government, strengthen respect for human rights, and 
easeteabjectpove rt suffered bfa meaority of Haiti's people. Any extraordinary
cngresonal stipuatins or restnctions o this assistance could hamper theee hu
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manitarian efforts and impede our efforts to help the new, democratic governmentin Haiti survive. We believe normal conditionality requirements are sufficient forjudging the direction of the Aristide government and ensuring our assistance is used
effectively. 

ELECTIONS IN GUYANA 
Question. As you know, Secretary Aronson, the same political party, the PNC, haswon every election in Guyana since 1964. Through persistent effort, oppositiongroups have kept the pressure on the present regime and in October, all partiesagreed on a package of electoral reforms. Would you give the Subcommittee yourimpression of the situation in Guyana and what impediments still exist to a free

and fair election.
Answer. This Administration is committed to the fostering of democratic government in this hemisphere and throughout the world. We are engaged in an activedialogue with the Government of Guyana built around the unequivocal messagethat our future relations will depend on whether Guyana's next national election isjudged by the international community to be open and democratic.The Government of Guyana has taken several important steps toward reformingthe electoral process and eliminating abuses associated with past elections. President Hoyte has invited the Commonwealth and the Carter Center to send teams toobserve the election process. These observers will be present at various pollingplaces to determine whether voters are allowed free access to the polls and whetherballots are safeguarded. Also, legislation has been passed by the Guyanese Parliament providing for a preliminary count of the ballots at the voting place, reducingthe possibility that ballot boxes will be tampered with during transport to a centralcounting place. In addition, the Government of Guyana is compiling a new voterslist, based on a house-to-house enumeration, since the initial voter registration roll 

was considerect defective.
With these reforms in place, we believe prospects are good for free and fair elections. We are providing approximately $1 million in technical assistance and to fundelection observers to reinforce our position on the adherence to democratic principles and we will continue our dialogue with the Government of Guyana on this

issue. 

MONEY LAUNDERING IN PANAMA 
Question. I know that before Operation Just Cause, which liberated the peop
Panama and ended in Manuel Noriega being brought to the United States to
trial, Panama was considered a center for the laundering of drug money. W
know the many difficulties that face President Endara and the Panamanian pe
and we support their good efforts, but I would be interested to know your imlsion of the level of money laundering that continues to be prevalent in Pans
Answer. Money laundering through Panamanian banks and the Colon Free 2
continues to be Panama's most serious narcotics control problem.
Peak volumes of money laundering occurred in the mid-1980's under Noriega
the end of 1989, this volume had declined significantly due to the deep recessioi
Panama. In 1990, the volume of money laundering may have increased to the r
tively low levels which existed immediately prior to Just Cause.
As you have stated, the GOP's limited resources are restricting its ability toduct money laundering investigations; it lacks trained law enforcement and reg
tory personnel to enforce its drug act and money laundering decrees. Even so,
Panamanian Attorney General's office has been rigorous in interpreting the Pfmanian anti-drug trafficking and money laundering stitute and vigorous in supping its interpretations in court. The Panamanian Supreme Court has upheld thetorney General's authority to subpoena bank- records and to freeze bank accouwhen related to an ongoing criminal investigation. In January, the Court held tthis power extended to accounts held by companies and close associates of suspeSince late December 1989, the GOP has frozen several hundred bank accountssociated with suspected money laundering and the Attorney General's officemade available numerous bank records requested for use in USG investigations

prosecutions.
The Panamanian National Banking Commission has implemented a series of Iulations requiring banks to maintain currency transaction records and to adequf ly identify customers in cash and near cash (bank checks, money orders, travellchecks) transactions of $10,000 and over. Fines for violations range between $100,1

and $1,000,000. 
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The USG is providing training to Panamanian officials to help them detect and 
punish money launderers. 

AMAZON BABIN 

Question. What is being done specifically about the contamination of the Amazon 
basin caused by coca processing?

Answer. The US has a number of public information programs in the region, fo
cused on the effects of coca processing. They include sponsoring international con
ferences, live satellite interviews with US environmental experts, and speakers and 
visitors to the region.In addition, USAID addresses the environmental effects under its alternative de
velopment program.

In Bolivia, for example, a comprehensive environmental management program is 
being implemented as an important component of the alternative crops (Chapare
Regional Development) project. Watershed management, farm level and community
forebtry, environmental education, and environmental monitoring programs are 
supported to minimize damage to soil, water, and forest resources, improving the 
quality of life and expanding the opportunities for those who abandon or never initi
ate coca production in favor of the alternative crops.

The government of Colombia recently expressed strong interest in using some of 
their local currenw/ generated from Andean Narcotics Initiative funds to reforest 
and rehabilitate land in which coca has been eradicated. 

Erosion may be particularly severe since these are very high rainfall areas (up to 
nine feet of rain per year) and coca leaves are harvested by stripping the bushes up 
to ten times a year leaving almost no ground cover and resulting in massive erosion. 

Coca farmers typically overuse large quantities of fertilizers and pesticides to in
crease production, also adding to soil and water pollution.

We have no information on the environmental effects of coca production in Brazil. 
Most processing in Brazil is not from coca leaf to paste but refining the paste into 
powder. That process requires little water, although it does use quantities of chemi
cals, which when discarded seep into the water table. 

COCA PRODUCTION AND THE ENVIRONMENT 

Question. What effect is the production of drugs having on the environment in 
Bolivia, Colombia, Peru and Brazil? 

Answer. The primary environmental impacts arising from coca production are de
forestation and pollution.

Coca cultivation takes place on mountain slopes within tropical rain forests that 
are characterized by very high biological diversity. Coca growers can strip the rain 
forest from entire mountainsides in a matter of months. So far, it is estimated that 
coca growers have deforested over 200,000 hectares of fragile rainforest. 

Chemicals used in coca processing cause serious soil and water pollution prob
lems. In Peru, for example, it is estimated that coca growers annually dump 57 mil
lion liters of kerosene, 32 million liters of sulfuric acid, six million liters of acetone,
six million liters of tolulene, 16,000 metric tons of lime, 3,000 metric tons of carbide,
and 16,000 metric tons of toilet paper into the nation's soils and waterways. More 
than 150 streams and rivers in Peru have been polluted by the outfall from cocaine 
labs. 

The secondary environmental impacts are soil erosion, and pesticide and fertilizer 
pollution. 

Questions for the Record From Mr. Porter Submitted to the 
Agency for International Development 

HAm 
Question. Haiti is the poorest nation in the Western hemisphere. Obviously the

needs there are very great. What types of needs are the most pressing in Haiti, 
what is A.I.D. currently doing there and what plans does A.I.D. have for program
matic changes in Haiti due to the democractic election there? 

Answer. Haiti has pressing needs in all sectors of the economy. Its infrastructure,
particularly power generation, roads, potable water systems and housing, is highly
inadequate. Basic social services, including health care, sanitation, AIDS education 
and control, family planning, and primary education, are very poor or non-existent. 
Unemployment is extremely high and per capita income is very low. Government 
macroeconomic policies are inappropriate so there is a need for trade liberalization, 
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tax reforms, privatization of state enterprises, and land use reform. As a fledglingdemocrac-r, there is also an urgent need to strengthen democractic institutions at all
levels.

A.I.D. programs in Haiti, mostly through private and voluntary organizations, arehelping to strengthen and expand the provision of child survival and health services, AIDS education and control, family planning, and private primary school education. Programs are also underway to promote sustainable agricultural production,to strengthen the role of the private sector in Haiti's development, to alleviateHaiti's difficult foreign exchange situation through an Economic Support Fund balance of payments program, and to increase the availability of food for feeding programs and commercial sales through the P.L. 480 Program.A.I.D. will encourage government policy reform, including improved monetaryand fiscal performance, trade liberalization, more effective tax administration, privatization of state enterprises, and land use reform.A.I.D. is planning to (1) help the Government of Haiti to establish at all levels ofgovernment institutions which are effectively administered and accountable, and respond to the needs of the Haitian people; (2) assist Haiti to undertake economic reforms which are necessary for private sector-led, equitable economic growth; and (3)help to improve the administration of justice and foster respect for human rights.A.I.D. will seek to develop additional opportunities for participation in incomegenerating activities by segments of the population previously isolated from the eco
nomic system. 

WOMEN IN DEVELOPMENT 

Question. When Dr. Roskens was here testifying last week he mentioned that therole of women in development was a theme that permeated every aspect of the workthat A.I.D. undertakes. Could you give me some examples of how A.I.D. addresses 
women in development in Latin America?

Answer. The Latin American and Caribbean Bureau and missions have undertaken a series of actions to ensure that women have the opportunity to participatemeaningfully in and benefit equally from our development programs. To maintainthe progress in integrating women into our activities, the bureau has established aWomen in Development (WID) Working Group with the purpose of laying out specific actions to be taken over the next several months as we carry out the WID man
date.

The responsibilities and tasks of the WID Working Group fall under three maincategories: 1) education, 2) research, and 3) monitoring and evaluation.Education: The LAC Bureau is educating its staff both in Washington and in themissions on ways to realistically targeL programs and projects within missions' portfolios that are consistent with Agency and bureau objectives and that meet theneeds of women in LAC countries. In Washington, the WID Working Group will organize WID training sessions in the bureau at least once every six months. The firstsession is scheduled to be conducted in May 1991.Research: The bureau is monitoring the progress in research made by GENESYS-Gender in Economic and Social Systems-which is under an A.I.D. researchcontract out of the Women in Development Office and involves several firms withexpertise related to WID issues. The purpose of the GENESYS contract is to assistbureaus and the missions to incorporate WID concerns into A.I.D.'s overall strategicobjectives through internal documents such as annual and semi-annual reviews and
mid-term assessments.

Monitoring: The LAC Bureau monitors progress in the field of gender considerations as programs are developed in the missions and by analyzing whether objectives were achieved in completed programs and projects. 

PARAGUAY DEBT FOR NATURE SWAP 

Question. As you know, A.I.D. has been authorized to undertake debt-for-natureswaps. I recall that last year A.I.D. announced a planned swap with Paraguay involving $500,000 in A.I.D. funds and 170,000 acres of virgin rain forest in EasternParaguay (the Mbaracayu region).
Now I understand that this swap is on hold. Can you tell me what the problem isand why the swap, and the preservation of this ecosystem, has not been completed?Answer. A.I.D. granted $500,000 to the Nature Conservancy on September 24,1990, to combine with their $2,250,000 to buy the Mbaracayu property from theInternational Finance Corporation (IFC) of the World Bank. The IFC held the property as a result of foreclosing on a bad loan. Mbaracayu is covered with primaryforest and is the home of the Ache's people (natives indigenous to the region). 
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The combined A.I.D.-Nature Conservancy money will also endow a Paraguayan

private voluntary organization, the Bertoni Foundation, to manage the reserve in 
perpetuity. Although the final deal has not yet been closed among the Nature Con
servancy, the IFC and the Government of Paraguay, we understand it is still on 
track. 

Current negotiations are between the Government of Paraguay (GOP) and IFC 
and focus on the final price of a second smaller property that will not be part of the 
park. The GOP has offered $600,000 and the IFC is asking $1,000,000. This deal 
cannot be consummated until the Paraguayan Congress approves the package. Fi
nally, the GOP Congress will also need to declare the Mbaracayu property as an 
official reserve. This is not expected to present a problem. 

CHOLERA 

Question. We have been reading in the papers about the horrible cholera epidemic
in Peru. I read this morning that 50,000 Peruvians have been afflicted, and over 250 
have died in the last few weeks. The Foreign Assistance Act of 1961 outlines A.I.D.'s 
mandate in the area of health and specifically mentions the need to provide safe 
drinking water and to prevent and control disease. 

Where does A.I.D.'s program for assisting Central and South American countries 
in disease prevention currently stand and do you see any hot spots other than the 
present tragedy in Peru? 

Answer. The outbreak of cholera in Peru represents the first outbreak in Latin 
America since 1911. We are very concerned about the impact of the disease as it is 
likely to spread throughout the region and become endemic. 

While it is virtually impossible once an outbreak occurs to prevent cholera from 
spreading where sanitation is poor and water supplies are unreliable, it is impossi
ble to reduce the number of transmissions through public education and proper
management of cases. By reducing transmission, the spread of the epidemic can be 
slowed. It is also possible to minimize the number of deaths. Cholera does not have 
to be a fatal disease. It only becomes fatal when victims get dehydrated. Treatment 
with oral rehydration therapy and intravenous rehydration where necessary will 
prevent fatalities. 

The assistance for strengthening diarrheal disease control programs that A.I.D. 
and the international health community have been providing to the region's Minis
tries of Health over the past decade has contributed to a preparedness for the chol
era outbreak. As a result, the deaths resulting from cholera have remained relative
ly low compared to historic levels. 

Since the outbreak, the U.S. Government has begun providing assistance in a 
number of ways, including: distribution of oral rehydration salts and other medical 
supplies such as intravenous fluids and administration kits, education campaigns, 
assessment teams to suggest emergency measures to be taken to improve water 
quality in urban areas, and other resources under A.I.D.'s child survival and water 
and sanitation projects in Peru, Ecuador, and Bolivia. 

The outbreak of cholera in Peru and other countries underscores the critical de
velopment problems that still persist in the region. Because of a declining economy, 
resources have not been available for bqsic services and infrastructure. Significant
investments made during the 1960s and 1970s in water, sanitation, and health care 
infrastructure have not been maintained. As a result, the infrastructure has deterio
rated significantly, with whole systems virtually inoperative or unsafe in many mu
nicipalities.

An estimated $1.1 billion in water and sanitation investments is needed to meet 
minimum coverage targets for 1995 in Peru, Ecuador, and Bolivia alone. The donor 
community cannot possibly meet these and similar needs throughout Latin Amer
ica, much less cover the cost of maintaining current systems. Sustained, broad-based 
economic growth and stable democracies which permit that growth to occur are 
needed throughout Latin America if there are to be significant and sustainable im
provements in the basic problem. 

FOREST PRODUCTS AND SUSTAINABLE MICROENTERPRISE 

Question. I mentioned to Dr. Roskens last week when he was here to testify that 
there is a product of the Ecuadorian rain forest, a nut called Tagua. The local 
people collect the nut from the forest in an entirely sustainable way and manufac
ture it into very durable buttons that are presently being used by two U.S. apparel
manufacturers, Patagonia and Smith and Hawken. 

I have back in my office a book titled Useful Palms of the World that describes 
literally hundreds of uses for the 2,500 species of palm trees. Many of the uses are 
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entirely sustainable and they range from basket and rope making to birth control
drugs and antibiotics. 

Last week, Mr. Lewis made a very important comment and Dr. Roekens agreed
that there should be some type of formal or informal mechanism within A.I.D. to
identify these types of promising, sustainable microenterprises and promote them. 
Does such a mechanism exist?

What type of work is A.I.D. presently doing in the area of sustainable microenter
prise in Latin America and how promising do you think forest products are in this 
effort? 

Answer. A.I.D. is actively supporting the development of non-destructive uses of
tropical forests as economically viable alternatives to destructive timber harvests orslash-and-burn agriculture. Overall, the most successful strategy appears to be the
economic development of so-called "extractive reserves", the harvesting of naturalforest products. These products have the potential of promoting economic develop
ment while ensuring the long-term preservation of the tropical forest. The indige
nous peoples of the forests have traditionally subsisted on extractive reserves. They
stand to benefit most from their economic development, and have the most to lose 
from deforestation. 

In the case of Latin America, support for such development comes from many
actors within A.I.D. The bilateral missions and the Regional Office for Central
America and Panama (ROCP)are the major contributors through natural resource 
management projects. Outside the reigonal bureau, the central bureaus concerning
themselves with research and private sector development and the Office of the Science Advisor each fund activities. The environmental staff of the Bureau for Latin
America and the Caribbean provide an informal coordinating mechanism for all
these actors as well as designing and managing pilot projects.

A.I.D. supports research or development of extractive reserves in eight countries
in Latin Amr.rica (Mexico, Guatemala, Belize, Costa Rica, Panama, Ecuador, Bolivia,
and Brazil). Examples include: 1) a $108,680 grant to the New York Botanical
Garden to study the biology and economics of the tagua nut and other potential
products of the Amazonian forests in Ecuador; 2) support for the development ofsustainable microenterprises in Guatemala to harvest the ornamental xate palm,allspice, and chicle (the base for chewing gum) in rainforest buffer areas around des
ignated national parks; and 3)an A.I.D. grant to the private voluntary organization
'Cultural Survival" that has allowed the commercialization of extractive rain forest
products (e.g. Brazil and cashew nuts for Ben and Jerry's brand Rain Forest Crunch
ice cream) with 70% of the profits going to indigenous peoples of the Amazon. 
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TERESITA SCHAFFER, DEPUTY ASSISTANT SECRETARY, BUREAU FOR 
NEAR EAST AND SOUTH ASIAN AFFAIRS, DEPARTMENT OF STATE 

DESAIX ANDERSON, PRINCIPAL DEPUTY ASSISTANT SECRETARY, BUREAU 
FOR EAST ASIAN AND PACIFIC AFFAIRS, DEPARTMENT OF STATE 

CAROL ADELMAN, ASSISTANT ADMINISTRATOR, BUREAU FOR EUROPE 
AND THE NEAR EAST, AGENCY FOR INTERNATIONAL DEVELOPMENT 

HENRIETTA HOLSMAN FORE, ASSISTANT ADMINISTRATOR, BUREAU FOR 
ASIA AND PRIVATE ENTERPRISE, AGENCY FOR INTERNATIONAL DE-
VELOPMENT 

CARL FORD, PRINCIPAL DEPUTY ASSISTANT SECRETARY FOR INTERNA-
TIONAL SECURITY AFFAIRS, DEPARTMENT OF DEFENSE 

CHAIRMAN'S OPENING REMARKS 

Mr. OBEY. Why don't we start? 
I am sure our last witness will be here before you finish. 
This morning we will hear Administration testimony on budget

requests for assistance for Asia. I will forego any opening state
ment until after we have heard the Administration witnesses testify.

Let me simply say we have with us today, or will shortly, Tere
sita Schaffer, Deputy Assistant Secretary, Bureau for Near East 
and South Asian Affairs; and Desaix Anderson, Principal Deputy
Assistant Secretary, Bureau for East Asian and Pacific Affairs;
both from the Department of State. 

From AID we have, Carol Adelman, Assistant Administrator,
Bureau for Europe and the Near East; and Henrietta Hoisman 
Fore, Assistant Administrator, Bureau for Asia and Private Enter
prise. 

And from DOD we have, Carl Ford, Principal Deputy Assistant 
Secretary for International Security Affairs. 

If I could ask you all to summarize your comments in five to ten 
minutes, I would appreciate it. Then we can get right to the ques
tions. 

Mr. Anderson, do you want to begin? 

MR. ANDERSON'S OPENING STATEMENT 

Mr. ANDERSON. I am pleased to appear before you to discuss U.S. 
policy towards-in East Asia and the Pacific and our fiscal year
1992 foreign assistance recommendations for this region.

Assistant Secretary Solomon regrets he is not able to be here,
but he is seeking possibilities for a peace settlement in Cambodia 
and has been travelinv in ARia. 

(711) 
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East Asia today is largely peaceful, stable and flourishing. The
region's success is based in part on continued U.S. investments. We
have invested our ideals and encouragement of democratic institu
tions, our economic resources in the region'o industrial and social 
development, and our military resources and its security.

We have committed our energy and resources to the region be
cause its peace and stability are vital to our own. 

In 1990, we conducted nearly $300 billion in trade with the
region, outstripping transatlantic trade by $90 billion. The com
mand of strategic Pacific sealanes is essential to our security and
economic health, and Asian pupport for our global objectives is crit
ical to us. 

Future returns from the region will require future investments. 
Shaping the Pacific community based upon the principles of open
markets, economic devopment, respect for human rights and re
gional stability calls for strong U.S. leadership and a continuing
economic, political and security commitment to the region.

We will be unable to sustain that commitment by withdrawing
into protectionism or making further drastic cuts in our develop
ment and security assistance. 

Asian support for our effort in the Persian Gulf is one of the
dividends that has accrued from our past investments in the 
region. 

JAPANESE CONTRIBUTIONS 

I would like to remark briefly about the Japanese contribution.
In addition to providing strong political backing, the Japanese gov
ernment has also pledged approximately $13 billion in support for
the Gulf effort, the most substantial contribution to the Gulf effort 
of any of the non-Arab coalition partners.

Disbursement of the first $2 billion in cash and in-kind contribu
tions to the military effort is nearly complete. We expect that the
1.17 trillion yen in contributions 'to the Desert Storm recently
passed by both houses of the Japanese Diet will be disbursed begin
ning next week. 

The region's backing for Desert Storm demonstrates a shared
commitment to global security and U.N. peacekeeping efforts, and
continuing host nation support for U.S. forward deployed forces in
the Pacific reflect support for our continued strong military pres
ence there. 

We are pleased with the New Host Nation Support Agreement
with the Japanese government which we concluded January 14.
According to the agreement, Japan will pay all salaries and bene
fits to local workers on our basis, as well as all utilities, by 1995.

In the 1991-1995 period, Japan's total cumulative host nation 
support payments will approach some $17 billion. I believe the
GOJ's commitment to our alliance, the security treaty and a more
equitable cost of maintaining U.S. forces in Japan is strong and 
warrants much greater recognition than has been received to date. 

Mr. Chairman, our assistance to the region has been modest in 
terms of the percentage of our overall assistance budget and in
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creasingly in terms of the percentage of total overseas assistance 
provided by other countries. But it has paid us back handsomely. 

Our development in security assistance has helped lay the 
g.'oundwork for U.S. sustained economic growth and enhanced se
curity throughout the region. 

Our assistance has returned dividends in other less concrete 
ways. Strong diplomatic support for our policy in the Gulf is one of 
them. 

I would like to highlight our request for continued economic and 
security assistance for the Philippines. The best investment we can 
make in a more prosperous and democratic Philippines is assist
ance that can help provide an adequate standard of living for all 
the Philippine people.

Economic reform in the Philippines is a prerequisite for econom
ic growth. Our assistance programs such as ESF, development as
sistance and the multilateral assistance initiative, support policy
reform necessary to generate broadly based self-sustained growth.

Our assistance is also critical to the Philippine Government's 
fight against continuing threat to its existence from both the right
and the left. Progress toward a greater democracy in the region
suffered a setback on February 23 when the Thai military over
threw a democratically elected government. 

We have urged military and civilian authorities to take immedi
ate steps to return Thailand to civilian democratic rule, and we 
suspended U.S. military and economic assistance to Thailand in the 
wake of the coup.

In the hope a democratic government is soon restored, we have 
included assistance for Thailand in our 1992 request.

Mr. Chairman, fiscal stringency led us to consider creative effec
tive and low-cost ways of maintaining security ties with our tradi
tional friends. Our IMET program is one of the most cost-effective 
security assistance programs we have. Funding for IMET for Ma
laysia was suspended in the FY 1991 in response to Malaysia's
pushing off Vietnamese asylum seekers. 

Malaysia began denying first asylum to Vietnamese boat people
in May 1989. Since then, Malaysia pushed off more than 10,000 Vi
etnamese asylum seekers. The U.S. protested the denial of first 
asylum at all levels of the Malaysian Government. 

In the fiscal year 1992 budget, the Administration asked Con
gress to reinstate funding for Malaysia's IMET program. The U.S. 
will continue to ask Malaysia to resume granting first asylum to 
Vietnamese boat people If our IMET program can be resumed, the 
funds would be used to support professional military education and 
training.

Our total request comes to $702.5 million for economic assist
ance, development assistance, ESF, PL480, the Philippines MAI, 
and 210.1 million in security assistance, IMET and FMS credits. 

This represents only 5.3 percent of total U.S. foreign assistance. 
The overall level represents a 2 percent increase over fiscal year
1991. 

Economic assistance to the region increases by 2.6 percent with a 
rise of 1 percent for security assistance. We must not let the over
all success of East Asia and the Pacific region blunt our continued 
attention to its problems or to our own interest in addressing them. 
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Countries in the region have not experienced equally rapid eco
nomic growth, and the forces for economic growth have protected 
some wrenching political and social strains. 

In addition, regional conflicts, notably between the two Koreas 
and Cambodia, still trouble the region. With this assistance, we are 
making an investment in the Pacific community's future. 

To date, the region's economic success, its peace and prosperity,
and its continuing support for our goals in the region and through
out the world are the dividends paid for our past investments. 

I hope you will agree that the return we will likely receive from 
future investments outweighs the relatively small price we will 
pay. 

Thank you.
[The information follows:] 
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Mr. Chairman, Members'of the Subcoittee, I am pleased to
 
appear before you toda 'discus U.S.,policieinEast Asia
 

and the Pacific, and our Fi 1992 foreign assistance
 

recommendations for this region.
 

Forty years ago, uncertainty filled the East Asia-Pacific
 

Region. 
The Soviet colossus straddled all of Northeast Asia
 

threatening-to destabilize the region wherever it could, Naoism
 

challenged cherished Eat Asian traditions, the two Xbreas were
 

locked in war, and poverty filled the lives of most Asians.
 

Today, the region is largely peaceful, stable, and
 

Ilourishing. Last year, the average growth rate in
 

ion-communist countries in the region exceeded 5 percent.
 

Fapan's wealth helps underwrite Asian development with aid and
 

nvestment. 
South Korea, Singapore, Hong Kong, and Taiwan have
 

aid the foundations for continuing economic prosperity. The
 

•oots of democracy are taking hold in the Republic of Korea,
 

'aiwan, and the Philippines.
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The region'ssuccess has been based in part on continuing
 

U.S. investments both.tangible and intangible. We-have
 

invested our ideals.in .theencouragement.of democratic
 

institutions; our economic resources.in the region's
 

industrial and social development,'and our military resources
 

*in its securi!ty;.,--

These investments have taken concrete form in a diplomacy 

that promotes participatory democracy and pluralistic societies
 

based on universal human rights. We have assisted economic
 

development through liberal trade policies and sustained.
 

programs of foreign economic assistance.-,Our formal bilateral
 

security relationships with Japan, the Republic of, orea,
 

Thailand, the Philippines, and Australia haveallowed usto
 

guarantee global stability as wellias to.act,as a balancer.
 

throughout the region. . .. -

We have coumitted our energy and resources to the region 

because its peace and prosperity are vital to.our own., In 1990
 

we conducted nearly $300 billion in.trade.with-the.iregion 

this outstripped trans-Atlantic trade by $90 billion. Command
 

of strategic Pacific Sealanes is essential ,toour security and
 

economic health, and Asian support for our.global objectives is
 

increasingly.critical to us.
 

http:encouragement.of
http:ideals.in
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Mr.'Chairman' a prudent Investor would want -,to know what:..
 

dividends he has received for his 'time. e'ffort,, and money. I
 

can say without hesitation that the dividends we have received:.
 

from our investments.are €onuiderable; -',:
 

JAPAN;-THE REPUBHLIC OF KOREA, AID THR'PERAIAN QULF-


In 'explainingwhy I think so, I first.would like to'draw
 

yout:attention to Asian contributions to the effort-in the
 

:Gulf. With few exceptions,' Asian diplomatic backidg'throughout
 

the.crisis has been timely and strong. We have also'received
 

physical support for our military efforts. Australia
 

dispatched two war ships and medical'teams.to the Gulf early.
 

on.- South Korea, Singapore,' the Philippines. Thailand,.and New
 

Zealand have sent medical teams,to ;the region, and a number of
 

countries'have contributed to the evacuation of 'refugeesfrom
 

Jordan, Syria, Turkey, and Iran.
 

In this connection, I would like to rmarkbriefly on'-the
 

Japanese 'and South Korean contributions."
 

jajn: Japan provided clear political support ilthroughout
 

the crisis and demonstrated this.in the.cottrageous decision to
 

give refuge to 16 of our diplomats, 'including -membes!of our
 

military liaison mission, in itsaKuwait City mbass.' The
 

Japanese Government has :also-pledged $13iillion' in 
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support of the Gulf effort-- the most substantial financial
 

contribution to the Gulf effort of any of our non-Arab
 

coalition partners. This includes.$11 billion to support the

military effort, $2 billion in economic assistance to the
 

front-line states, and additional contributions in refugee
 

relief. We appreciate these substantial and helpful
 

contributions to our-efforts.i
 

Disbursement of the first $2 billion in .cash and in-kind
 

contributions to the military effort is nearly complete. 
The
 

US allocation was $1.7 billion, of which $1.6 billion has been
 

disbursed or is in the pipeline, and $100 million is-available
 

pending an Administration decision on its use; 
the remaining
 

$300 million is being disbursed to support our other coalition
 

partners and to cover administrative expenses. Disbursements
 

of the economic assistance are also proceeding smoothly. $800
 

million in aid to the front-line states has been disbursed.
 

Japan has also disbursed more than $60 million in urgently
 

needed refugee relief. Finally, both houses of the Diet have
 

approved 1.17 trillion yen to support Desert Storm. 
We expect 

to begin to receive the lion's share -- in cash ,-- beginning.
 

next week.
 

As we look to the postwar period, I am confident that-


Japan will continue to play an important and'constructive.role
 

in assisting the economic recovery and..politicIal"stabilization
 



of the region. We believe thatJapan'sleaders hive shown in.
 

the Gulf crisis the political will to be active participants
 

with us in world affairs; and we hope that cooperation in post
 

war arrangements in the Gulf will enhance prospects for.
 

building a US-Japanese global partnership.
 

The Reaublic of Korea comitted $220 million in cash and
 

in kind to the Gulf effort last fall. This included $100
 

million in economic support 'for the Frontline States and $120
 

million in cash, logistical support, and military supplies for
 

coalition forces. In January, Korea comuitted another $280
 

million. Thedetails of'the package have yet to be finalized,
 

but we expect it to cover further support for coalition
 

military efforts.
 

The Republic of Korea has contributed in more than
 

financial terms. The Koreans were the'frst to provide
 

wide-body.air cargo flights from the U.S. to the Gulf. 
A
 

154-member hospital support group arrived in Saudi Arabia in
 

January and has treated coalition casualties'from the start of
 

ground hostilities. In February, the Koreans dispatched five
 

C-130 transports with crew and support personnel totalling 150
 

persons to provide support for Desert Storm on the Arabian
 

Peninsula.
 



HOSNAIONSUPPORT. 

If the region's backing for Desert Storm.demonstrates i 

shared conuitment,.to global security.and UN peacekeeping 

efforts, then continued host nation support for.U.S. forward 

deployed forces,.ir the.Pacific reflects support for our 

continued, atrongmilitary presence there. In.this context, 

would like to discuss efforts made by-Japan and the Republic of 

Korea to assume~a larger share of the responsibility of,. 

maintaining U.S. forces on their territory. 

JaRan: We are pleased with the new Host Nation Support
 

(HNS) agreement with the Japanese Government, which we
 

concluded on January 14. According to the agreement, Japan.
 

will pay all salaries and benefits to local workers on our
 

bases as well as all utilities by 1995. I believe the GOJ's
 

commitment to our alliance, the Security Treaty, andto a more
 

equitable sharing ofthe costs of maintaining U.S. forces in
 

Japan is strong and warrants greater recognition than it has
 

received to date. At present, Japan's suppor4 of.U.S. forces
 

in Japan amounts to $3 billion annually. In the 1991-95
 

period, Japan's total, cumulative HNS payments will approach
 

some $17 billion. .Ifmilitary and civilian Department,of. 

Defense salaries-are not included in calculating U.S. Forces 

Japan (USFJ) total costs, Japan would be providing more than 

73% of the costof our presence in Japan by 1995. 

http:forces,.ir
http:conuitment,.to
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The Administration and many in the Congress disagree about
 

which costs related to our presence in Japan the GOJ should
 

bear. While we both agree that the GOJ should not pay USFJ
 

salaries, the Congress has required, in the Defense
 

Appropriations Bill, that Japan pay for all other costs or face
 

annual U.S. troop reductions. We do not believethat Japan

should pay all non-salary costs. Our objective should be to 

' 
have Japan pay all appropriate yen-based costs. The new HWS 

agreement takes us considerably closer to that goal.
 

Let me explain why we believe Japan should not pay all 

non-salaiy costs. With 73% of USFJus non-salary costs to :be 

provided by Japan in 1995, that leaves about 27% for the U.S. 

to cover. This 27% consists largely of operational coats!, 

associated with running a military no matter where it ii such 

as training exercises, spare parts, and supplies. Asking Japan 

to cover all non-entitled costs could limit our operational 

flexibility. If the GOJ is to pay completely for U.S. 

operations, the GOJ would naturally want some say in what those 

operations should be. Neither U.S. comuanders in the-field nor 

the Administration desire such an arangement. 

South ona: For many years, both Koreans and Americans
 

viewed the Republic of Korea as a developing nation. By 1988,
 

however, economic progress reached a point at which it was
 



clear that the Republic of Korea could share additional .2: 

responsibility for defending our comon interests. South. J-'. 

Korea, which has devoted a higher percentage of its GNP.to,
 

defense expenditures than most U.S.- allies despite a lower
 

level of national wealth, has of necessity been more deliberate
 

in responding to our cost sharing requests than someother
 .i
 

allies.
 

Wo have pressed Korea annually since 1988 forsubstantialt
 

increases in cost sharing. Negotiations are held annually for
 

the following calendar year. Our-goalshave been to prepare a
 

multi-year plan under which Korean contributions would increase
 

and to establish a set of general principles to guide
 

cost-sharing implementation. Our requests for increased cost
 

sharing came as the entire U.S.-Korean security relationship
 

was in a period of natural evolution as a result of our own
 

adjustment of forces in South Korea and throughout East.Asia.
 

Under the provisions of the Strategic Framework for Asia, 7000
 

U.S. troops will be withdrawn from Korea by the end of 1992 and
 

the South Korean government will begin to assume a leading; role
 

in its own defense while the U.S. moves into a supporting -role.,
 

In December we concluded:an agreement.with the Republic of
 

Korea Government (ROKG):which provides a legal basis for the
 

ROKG to begin paying some of the] costs of Korean labor working
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for U.S. Forces Korea. .we signed a special cost sharing :
 

agreement with the South Koreans on January 25. The Korean
 

government also signed a Memorandum of Understanding in'which
 

it committed to pay the full cost of moving U.S. forces out of
 

Seoul (Yongsan), estimated at between $1-3 billion. The Korean.
 

government has promised $43 million in 1991 for labor costs -

an entirely new category. In all, South Korean contributions
 

this year will be $150 million, more than double the 1990 level
 

of*70 million.
 

foMICANDRSC TV ARBAsrMAICH 

Mr. Chairman, our assistance to the region has been modest
 

in terms of the percentage:of our overall: assistance budget
 

and,'increasingly; in terms of the percentage of total overseas
 

assistance provided by other countries. But it has paid us
 

back. Our development and security asiistance has helped lay
 

the groundwork for sustained economic growth and enhanced
 

security th oughout the region and we have reevaluated our
 

programs in response. In Indonesia, Thailand, and.the Republic
 

of Korea, for example, our assistance levels'fell considerably
 

as these countries, economies grew and as they began to provide
 

more effectively for their own security. 'In 1982, we provided
 

these three countries with combined economic and military
 

assistance of *418 million. In FY 1992, we are requesting only
 

$47.6 million.
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Our assistance has xeturned dividends in other# lessv -. 

concrete ways -- strong diplomatic support for our policy:in 

the Gulf is one of them. It also has demonstrated to thea'*-'.


peoples of the region our strong interest In their security,and
 

prosperity. It has allowed us to create enduring;institutional
 

ties with East Asian governments and private organizations
 

involved in economic development. It has backed our conitment
 

to human rights throughout the region with a concrete
 

expression of our interest in its people's welfare. All of
 

these form the sinews of our influence and the ties of trust
 

between us and the countries of East Asia. Without them, we
 

would be left with virtually no tools with which to affect the
 

reuion'a Droaresa..
 

Mr. Chairman, we must not let the'overall success of Bast
 

Asia and the Pacific region blunt our continued attention to
 

its problems . or to our owninterest in addressing them.
 

Countries in the region have not experienced equally rapid
 

economic growth and the forces of economic development have
 

subjected some to wrenching political and social strains. In' 

addition, regional conflicts notably between the two Koreas 

and in Cambodia -- still trouble the region. The recent coup 

in Thailand demonstrates the fragility-of a young democracy. 
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million-allocated for Development Assistance (DA),under our
 

bilateral A I.D_,agreements. There isalso approximately $8
 

million in regional and centrally programmed A.I.D. funding:
 

which may be. affected by the suspension, ..as well as much of the
 

$73.4 million unexpended prior year development,assistance.,
 

funding.
 

Other programs affected by the suspension included $2.4,
 

million in International Military Education and Training (IN4T)
 

and at least $22.7 million in unexpended prior year Foreign
 

Military Financing (FMF), as well as Anti-Terrorism Assistance
 

and Trade Development Program funds for feasibility studies.!
 

administered by the Commerce Department. Pursuant to Section 

513 of the Foreign Operations, Export Financing and Related 

Programs Appropriations Act for FY-91, this assistance will not
 

be resumed until a democratically-elected government has taken
 

office in Thailand.
 

The coup leadership has described the steps it intends to
 

take to restore civilian, democratic government to Thailand.
 

The first of these is promulgation of a provisional
 

constitution., This took place March 1. This constitution.
 

includes provisions for the'drafting of a permanent
 

constitution and the establishment of an interim legislative
 

assembly. A provisional government has been formed headed-by a 

civilian Prime Minister, Anan Panyarachun, who has served as a
 

Thaimbassador in Washington. Press restrictions have been
 

,lifted.
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We welcomed Anan's state'mep"thit there -is "no excuse for 

running the country under martial law one minute longer than: 

necessary,u and we hope lother members of' the interim cabinet' 

will share fully this coIitment. 

The coup is certainly a setback to the recent-evolution
 

toward greater political democracy which had been taking place
 

in Thailand. 'Thailand has long beena close friend and ally of
 

the United States and remains so today. It is on that basis
 

that we have and will continue to urge that the process to
 

return democratic government in Thailand be as rapid as
 

possible. The actions taken by the military leaders since the'
 

coup are in this direction. It appears the leadership
 

tecognizes that a early r6turn to democratic, civilian
 

government in'Thail nd is necessary.
 

Mr. Chairman, future returns from the region will require
 

future investments. Shaping a Pacific Community'based upon the
 

principles of open markets, economic development, respect for
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human rights, and regional stability calls for strong U.S.
 

leadership and a continuing economic, political, and security
 

commitment to.the region. we will be unable to sustain that
 

commitment by withdrawing into protectionism, making further
 

drastic cuts in our development and security assistance, or,
 

otherwise signalling a decline in American interest in this
 

dynamic region.,
 

I would like to highlight our,request for continued
 

economic and security assistance for the Philippines. The best
 

investment we can make in a more prosperous and democratic
 

Philippines is assistance that can help provide.an adequate
 

standard of living for all of the Philippine people. Economic
 

reform in the Philippines is a prerequisite for economic
 

growth. With approximately one-half of the population living
 

below the poverty line, economic reform is both a dire
 

necessity and a challenge. A deadly earthquake, devastating
 

floods, droughts, .and the fallout from the December 1989 coup
 

attempt and Iraq's invasion ofKuwait have made this challenge
 

even more difficult.,
 

Much of our assistance programs, such as ZSF, DA and the
 

Multilateral Assistance Initiative (MAI),%support policy
 

reforms necessary to generate broadly based, self-sustained
 

growth. Our ESF program, for example, supports privatization,
 

http:provide.an


import'liberalization, improved tax administration, better
 

public sector resource management, and infrastructure .
 

development. Money committed under the MAI is predicated on.
 

policy reform which complements these areas. Furthermore,, our
 

strong support for the MAI encourages participation from other
 

donor countries. MAI funds also have beenused for technical
 

assistance, natural'resource management, and infrastructure
 

development. We also encourage Philippine economic reform
 

through our participation in the IMF, World Bank, and Asian
 

Development Bank. The Philippines also participates in our
 

PL-480 program.
 

The Philippine Government needs to fight the threbts to.
 

democracy by military means as well as economic. The F1F and
 

IMET programs help equip and train the Armed Forces of the
 

Philippines (AFP) to counter the threat from an estimated
 

17,000 Communist guerrillas active throughout the country.
 

Within the last year, the AFP has made headway in the struggle
 

against the Communist insurgency. The arrest by the AFP of key
 

Communist Party/New People's Army (CPP/NPA) leaders, has
 

contributed to a loss of communication and coordination within
 

the Communist organization. The downfall of Communism in other
 

parts of the world has also hurt the CPP/NPA." It is imperative
 

that the Philippine Governmentmaintainits momentum against'
 

the Communist insurgency.
 



The threat to democracy also comes from the, right, as
 

evidenced most dramatically by the December.1989 coup attempt
 

which resulted in the loss of over. 100,Philippine lives. The
 

AFP has had significant recent success in arresting top rebel
 

leaders involved in the August 1987 and December 1989 coup,
 

attempts. Continued success inthe policy of decapitating
 

rebel organizations will help to forestall further right-wing
 

destabilization attempts.
 

I would also like to draw your attention to our IMET
 

program for the region. Mr. Chairman, fiscal stringency has
 

led us to consider creative, effective, and low cost ways of
 

maintaining security ties with our traditional friends. It is
 

the unanimous opinion of our East Asian ambassadors and
 

military commanders that INET is the most cost effective
 

security assistance program we have. Training friendly and
 

allied students in U.S. schools improves the effectiveness of
 

our alliances and provides the base, should it become
 

necessary, to enter effectively into military relationships
 

designed to counter threats to regional security. I doubt that
 

our operations in the Gulf could have been as successful if
 

hundreds of Saudi, Egyptian, and other coalition troops had not
 

been trained in U.S. military schools. We do not know when wo
 

may need to create such a coalition in East Asia, but we should
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not be unprepared.
 

£QECLURTON.
 

Mr. Chairman, ~our total'requests come to'.$702.5 million, 
with $492 million for-economic assistance (DA, ESB,!PL 400, and
 

the PhilippinesaMA) and $210.1 millionin security assistance
 

(IHET and FMK credits). This represents only 5.3 percent of
 

total U.S. foreign assistance. The overall level represents a
 

2% increase over FY1991. Economic assistance to the region
 

increases by 2.6'percent with a rise-of 1 percent for security
 

assistance.
 

Withthis assistance and with our other political,

zmilitary, and economic efforts, we are making an Investment in
 

"the Pacific Community's future. -To date, the-region's economic
 

success, its peace and prosperity, and'its continuing support
 

for our goals in the region'and throughout the world are the
 

dividends paid on our past investments. I hope you a8ree that
 

the return we will likely receive from future investments
 

outweighs the felatively small price we will pay.
 



1.82 :
 

Coun ry Summaries
 

Indonsin
 

The United States and Indonesia have developed a friendly
 
relationship since the advent of Presidevt Soeharto's New Ordei
 
25 years ago. That relationship is impor\ant to us. Indonesii
 
spreads across all the strategic straits btween the Indian am
 
Pacific Oceans, pathways for much of the world's shipping,
 
including petroleum supplies. Indonesia plan an influential
 
and moderating role in the international arena. It is a
 
leading member of ASEAN and the NAM, and Foreign iinister
 
Alatas' efforts to negotiate a Cambodia solution arb admired b]
 
all. Indonesia, with the world's largest Moslem population,
 
has supported U.N. sanctions against Iraq.
 

Indonesia has vast reserves of oil, natural gas, and othei
 
strategic raw materials. In the last several years, Indonesia
 
has significantly deregulated its economy and expanded the
 
private sector. This huge country, with the world's fifth
 
largest population, is potentially an equally huge market.
 
Opportunities for U.S. trade and investment are increasing.
 
The Gulf Crisis has had a mixed effect on Indonesia's balance
 
sheet. Higher oil prices last fall upped receipts; but
 
plummeting tourism and reduced non-oil exports due to a slowed
 
world economy probably leave only a small net gain. With per

capita income at only $500 per year, Indonesia remains poor.
 

The Indonesian Government considers U.S. assistance levele
 
to be indicativa of our commitment to bilateral and regional
 
relationships. INET has been particularly valuable in trainins
 
future Indonesian leaders, and we have requested $2.185 millior
 
for FY-92. In the past our security asistance supported
 
large-scale purchases of defense articles, but funding
 
constraints have caused FMS/FMF to be zeroed out since FY-90.
 
This is a pity, for even a token amount could help maintain the
 
bilateral relationship by supporting maintenance of U.S.-origir
 
defense equipment such as the F-16. Our planned $5 million in
 
ESF for FY-92 will complete the State Department's pledge to
 
assist Exim Bank financing of AT&T's portion of the
 
second-switch telecommunications project, potentially a
 
billion-dnllar contract for the American supplier.
 

AID's economic assistance program in Indonesia is
 
relatively small in dollars, but has had immense impact. We
 
have proposed DA funding of $45.25 million for FY-92. A major
 
emphasis in the past several years has been to encourage
 
Indonesian economic deregulation efforts. The results speak
 
for themselves. A series of deregulatory packages since 1983
 
have transformed the marketplace into an arena where free
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enterprise can blossom. Indonesia's 7 pekcent growth rates in
 
1989 and 1990 are a result. Indonesia's population growth rate
 
has dropped markedly, and AID's noncoercive family planning,.

assistance has played a major role in that success. 
Other AID
 
projects encourage strengthened democratic institutions, .
 
improved agricultural productivity, sustainable forestry, and
 
other worthy goals.
 

GNP: $80 Billion (1989)

Per Capita GNP: $500
 
Defense Expenditures: NA
 
As % of GNP: 2.1% (1987)
 

Malaysia
 

The United States has enjoyed friendly relations with

Malaysia since Malaysia's independence in 1957. Although

formally non-aligned in its foreign policy, Malaysia shares
 
important political objectives with the U.S., including a
 
commitment to the continued success of the Association of
 
Southeast Asian Nations (ASEAN) and support for Thailand's
 
security and a comprehensive Cambodian settlement on the basis
 
of free and fair elections. 
Prime Minister Mahathir's
 
government endorses the continued presence of U.S. facilities
 
in the Philippines and enhanced U.S.-Singapore security
 
cooperation.
 

As a member of.the United Nations Security Council through.,

December 31, 1991, Malaysia voted in favor of all twelve
 
resolutions dealing with the invasion of Kuwait, including

Resolution 678 which authorized the use of all necessary means
 
to liberate that nation
 

Malaysia sits astride strategic sea lanes which link the
 
Indian Ocean and the South China Sea. 
Malaysia has oil,

natural gas and abundant other natural resources, good primary

and secondary education, a strong free-market economy, and an
 
expanding light industry producing electronic components and
 
consumer goods. A generally rising standard of living makes it
 
a growing market for U.S. goods, although regional economic
 
disparities persist. 
The U.S. is Malaysia's second-largest

trading partner; U.S. investment in Malaysia contii.ues to grow

rapidly. In 1990 a U.S.-Malaysian joint venture won two USAF
 
contracts to maintain and repair C-130s.
 



Malaysia is a multi-ethnic society with a parliamentary
 
and federal government. Regular, fair and free parliamentary,
 
state and local elections are contested by the ruling National
 
Front and several opposition parties. The long-running
 
Communist-led insurgency virtually ended in December 1989 with
 
the signing of a peace agreement between the Government and the
 
Communist Party of Malaya. Malaysia continues to enforce its
 
tough counter-narcotics laws to reduce trafficking and use, but
 
drug abuse remains a national concern. Malaysia's

counter-narcotics efforts complement our own efforts to engage

Thailand and the other ASEAN countries in more intense and
 
effective regional programs to cut back narcotics trafficking.
 

Between 1975 and 1989 Malaysia provided first asylum to
 
more than 250,000 Vietnamese boat people. Malaysia's Red
 
Crescent Society worked closely with the U.S., other countries
 
and the U.N. High Commissioner for Refugees (UNHCR) to care for
 
the refugees in camp and facilitate their resettlement.
 
Malaysia's concern that it not be left with a "residue" of
 
Vietnamese that no other country would take was intensified
 
when it became clear that the Comprehensive Plan of Action,
 
adopted in June 1989, had made no provision for dealing with
 
asylum-seekers who were found not to be refugees.
 

Malaysia began denying first asylum to Vietnamese boat
 
people in May 1989. Since then, Malaysia has pushed off more
 
than 10,000 Vietnamese asylum-seekers. All but five are
 
believed to have made it safely to Indonesia. The U.S. has
 

.vigorously protested the denial of first asylum at all levels
 
of the Malaysian Government, and we continue to work with other
 
resettlement countries and the UN High Commissioner for
 
Refugees on the problem. We remain hopeful that Malaysia will
 
once again accord first asylum.
 

Funding for International Military Education and Training

(IMET) was suspended in FY-91 in response to Malaysia's pushing

off Vietnamese asylum-seekers. The IMET program exposed

Malaysians to U.S. traditions of democracy, human rights and
 
civilian government control of the military. In the past our
 
security assistance supported purchases of spare parts for
 
C-130s and other U.S.-origin equipment, but funding constraints
 
have caused FMS/FMF to be zeroed out since FY-89. FMS cash and
 
commercial sales demonstrate U.S. reliability as a friend and
 
as a supplier of defense equipment and services. FMS sales
 
encourage the Malaysians to consider future purchases from the
 
U.S., and to diversify their sources of major weapons systems,

communication and transportation equipment away from Europe.
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The United States strongly regrets Malaysia's push off
 
policy and will continue to urge Malaysia to resume granting

first asylum to Vietnamese boat people. In the FY-92 budget,
 
the Administration asks Congress to reinstate funding for
 
Malaysia's IMET program. Malaysia's renewed granting of first
 
asylum would provide a strong reason for resuming this
 
assistance. If the IMET program is reinstated, the funds will
 
be uouC to support professional military education and
 
tchnical training. FMS sales would support the aforementioned
 
C-130s and other U.S. aircraft, helicopters, vehicles, ships
 
and other equipment.
 

GDP: $37.9 Billion (1989)
 
Per Capita GDP: $2,270
 
Defense Expenditures: $1.4 Billion (1990 eat.)
 
As % of GDP: 3.8%
 

Singapore
 

The Republic of Singapore for many years has been a dependable
 
and steadfast supporter of the U.S. military presence in
 
Southeast Asia to enhance the stability of the region. In
 
November, 1990, the United States and Singapore signed an
 
Agreement which enables the USAF to deploy greater numbers of
 
aircraft to Singapore and for the USN to use more extensively
 
Singapore's naval facilities.
 

By providing IMET training, the U.S. maintains contact with
 
Singapore's military officers, helping to ensure that U.S.
 
interests in the region are understood, and exposing
 
Singaporeans to U.S. views of democracy and human rights.
 

GDP: $427.5 Billion (1989)
 
Per Capita GDP: $625
 
Defense Expenditures: $850 Million (1990 eat.)
 
As % of GDP: 2.1%
 

Cnmbodia
 

Our request for East Asia includes $25 million for
 
Cambodia. By 1992, we expect our assistance to have expanded

with the achievement of a comprehensive settlement there. We
 
have provided a modest amount of* non-lethal assistance for the
 
Non-Communist groups. By 1992, we also expect to be supporting
 
community deve~opment, leadarship and human rights training,
 
and election efforts under an ongoing UN operation -- as well
 
as continuing to meet the very special needs of children in
 



786
 

Our program would'help to stabilize the economic situation
 
in Cambodia in the aftermath of decades of warfare and turmoil
 
and in preparation for free and fair elections organized and
 
conducted by'the UN. We will also support the Non-Communist
 
parties to develop as credible political organizations and as
 
alternatives to the Communist Phnom Penh regime and Khmer Rouge
 
parties in those elections.
 

A freely elected government in a stable Cambodia will be
 
better able to stand up to any future attempt by the Khmer
 
Rouge to undermine the situation and return to power through
 
violence. A peaceful Cambodia will help preserve the political

and economic stability of Southeast Asia. U.S. assistance will
 
also encourage other countries to support the settlement
 
process and provide aid.
 

GDP: $890 Million (1989)
 
Per Capita GDP: $280
 
Defense Expenditures: NA
 
As % of GDP: NA
 

South Pacific
 

Despite their small geographic size and population, the 10 
Pacific Island nations receiving economic assistance (Cook 
Islands, Fiji, Kiribati, Niue, Papua New Guinea, Solomon 
Islands, Tongs, Tuvalu, Vanuatu, and Western Samoa) encompass 
with their Exclusive Economic Zones - an enormous area, greatly 
enhancing their strategic, economic, and environmental 
importance. The region stands out as a region where countries
 
have, for the most part, embraced democracy from independence
 
and maintained it, despite fragile, undeveloped economies. Our
 
economic assistance helps strengthen the political and economic
 
stability of the island nations. The President's Summit
 
meeting with Pacific Island leaders in October, 1990
 
underscored our concern for and commitment to the region.
 

We are requesting $19.5 million in economic assistance
 
($10.3 million in ESP and $9.2 million in DA) for the South
 
Pacific in FY 1992. Of the ESP, $10 million will go to the
 
region under the South Pacific Tuna Treaty. This treaty has
 
been our single most significant foreign policy success in the
 
South Pacific, eliminating a major source of friction in our
 
relations and demonstrating a commitment to involvement in the
 
entire region. Fisheries resources are of critical economic
 
and environmental importance to the region, and the treaty has
 
led to close cooperation on the key regional environmental
 
issues of driftnet fishing and fisheries resource management.
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We are also requesting $300,000 in ESF for Fiji..

ESF-supported projects for Fiji are designed to ensure they

benefit each of Fiji's ethnic communities.
 

Our $9.2 million Development Assistance request will help

implement four regional projects announced by the President at
 
the Pacific Island Summit in Honolulu. These projects will
 
help the island nations develop their marine resources,
 
commercial agriculture, environmentally safe business and
 
tourism, and market access and regional cooperation. The
 
focus will be on strengthening the private sector and
 
increasing government reliance on market-led growth.

Environmental protection will be an important component of U.S.
 
assistance to the region.
 

We are requesting $280,000 in IMET funding for the region,

to be given to Papua New Guinea ($80,000), Solomon Islands
 
($50,000), Tonga ($50,000), Vanuatu ($50,000), and Fiji

($50,000). This IMET training helps cultivate respect for
 
democracy and human rights in island nation security forces.
 
It also helps maintain and foster friendly ties with local
 
security fornes in a strategically-located region that has, for
 
the most part, been traditionally hospitable to a U.S. presence.
 

We are also requesting $300,000 in FZF for Fiji. U.S.
 
military assistance helped make possible participation of
 
Fiji's small military force in important and dangerous

international peacekeeping efforts in southern Lebanon and the
 
Sinai prior to the 1987 coups. Actual expenditure of both IMET
 
and FMF for Fiji remains contingent on the return of elected
 
government, anticipated later this year or early next.
 

Eiii 

GDP: $1.32 Billion (1989)
 
Per Capita GDP: $1,750
 
Defense Expenditures: NA
 
As % of GDP: 2.5%
 

Paua Hew Guinea
 

GDP: $3.26 (1988)
 
Per Capita GDP: $890
 
Defense Expenditures: $42 Million
 
As % of GDP: 1.3%
 

Solomon TIands
 

GDP: $156 Million (1988)
 
Per Capita GDP: $500
 
Defense Expenditures: NA
 
As % of GDP: NA
 



788 

.The Reoubliof Korea
 

The U.S. has a vital interest in continued peace and
 
stability on the Korean Peninsula. The Korean security

situation has not changed. North Korea maintains the bulk of
 
its heavily armed forces well dug-in, close to the DMZ. To'',

deter aggression from North Korea, the U.S. continues to assist
 
the Republic of Korea in its efforts to strengthen its defense
 
capabilities. At the same time, we have encouraged the
 
Republic of Korea to develop democratic practices -- an effort
 
that has been quite successful.
 

We ended FMS credits for Korea in 1986 as a result of the
 
Republic of Korea's economic progress and international trade
 
position. Korea is still a major cash customer for U.S.
 
military equipment. Under the continuing military sales
 
program, Korea is maintaining and upgrading its conventional
 
land, air, and sea forces.
 

In addition to F14S sales, we conduct a modest IMET program

for Korea. Through this program, the U.S. seeks to promote

better understanding within the Korean military of U.S.
 
doctrine and traditions, including the role strengthening the
 
democratic system. 
The IMET program also helps strengthen the
 
vital inter-operability of our forces. The Republic of Korea
 
also pays all transportation and living costs for its students.
 

GDP: $200 Billion (1989)
 
Per Capita GNP: $4,600
 
Defense Expenditures: $10 Billion (1989)
 
As % of GDP: 5%
 

Mongolin 

We established relations with the People's Republic of
 
Mongolia January 1987. 
 Since last winter, Mongolia has
 
implemented reforms designed to dismantle its previously rigid

political and economic system. 
At the same time, the Soviet
 
Union, traditionally Mongolia's largest aid donor, began

reducing drastically their level of assistance. Recognizing

Mongolia's need for support in implementing democratic
 
institutions and market-oriented economic reform, Secretary

Baker committed the U.S. to a carefully-focused program of
 
technical assistance in 1990. The Administration is requesting
 
$4 million in FY 1992, a $2 million increase over last year's

funding.
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GDP: $1.7 Billion (1985)
 
Per Capita GDP: $880
 
Defense Expenditures: 7?
 
As % of GDP: 77
 

For FY 1992, our total foreign assistance request comes to
 

$556 million, with $353 million going for economic assistance
 

(ESF, DA, PL 480, and the Philippines Multilateral Assistance
 

Initiative) and the remainder to military assistance (IMET and
 
FMF grants).
 

Our economic assistance is aimed at enabling the
 

Philippines to maintain democracy and achieve sustained
 

economic growth by raising production and expanding trade, not
 

from increasing aid and debt. Encouraging continued economic
 

reforms and redressing income inequalities are keys to this
 
was a difficult
democratic growth strategy. Last year (1990), 


year. The Philippine economy confronted an earthquake,
 

droughts, floods, higher oil prices, and falling investor
 

confidence after the 1989 coup attempt. 
Our assistance was
 

crucial to help the government cope with these external
 

shocks. With IMF Board approval of a new standby program for
 

the Philippine government February 20, we are hopeful that the
 

Philippines will maintain its economic reform momentum.
 

Representatives of twenty-two countries and donor entities have
 

Just expressed their confidence in the Philippine economy .by
 

pledging approximately $3.3 billion to the Multilateral
 

Assistance Intiative (MAI) 
at the Second MAI Consultative Group
 
in Hong Kong, Feburary 26.
 

Military assistance is primarily 'intended to aid the Armed
 

Forces of the Philippines (AFP) in its efforts to battle an
 

entrenched Communist insurgency. The 17,000 fighters of the
 

communist New Peoples Army (NPA) are committed to the violent
 

overthrow of the democratically elected government of President
 

Aquino. Our military assistance provides much of the supplies
 

and equipment needed by the AFP to counter the NPA, and
 

enhances professionalism through the education of AFP
 

officers. Furthermore, our assistance is a sign that we
 

support the internal stability and external defense of 
an
 

historic friend and ally in an important region of the world.
 

GDP: $40.5 Billion (1989)
 
Per Capita GDP: $625
 
Defense Expenditures: $850 Million (1990 est.)
 
As % of GDP: 2.1%
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We suspended all assistance to Burma in September 1988 in
 
response to the Burmese military's bloody takeover of power.
 
We remain extremely disappointed at the lack of progress toward
 
the implementation of parliamentary democracy in Burma.
 
Despite promises to do so promptly, the ruling State Law and
 
Order Restoration Council (SLORC) has taken no steps to
 
implement the results of the May, 1990 election. No timetable
 
for a return to the promised civilian rule has been announced,
 
and the military regime continues to suppress domestic
 
opposition.
 

Since the election, we have encouraged the Burmese
 
military to abide by its results. We have been active in
 
multilateral efforts to influence the Burmese. In July 1990,
 
Secretary Baker urged Burma's neighboring ASEAN states to use
 
their influence with the Burmese to encourage a transition to
 
civilian government and the release of political prisoners.

Our Embassies in Singapore, Malaysia, and Thailand have since
 
reinforced this message. In addition, Secretary Baker sent a
 
letter in August to General Saw Maung, the Chairman of the
 
State Law and Order Restoration Council (SLORC), urging him to
 
transfer power to a civilian government and to release all
 
political prisoners, including NLD leader Aung San Suu Kyi.
 

The United States organized a multilateral diplomatic

approach to the Burmese in Rangoon in September, in which the
 
U.S. and a number of like-minded countries again called for the
 
implementation of the May elections. We consult with our
 
friends and allies on a regular basis to seek ways to increase
 
the pressure on the Burmese government.
 

Section 138 of the Customs and Trade Act of 1990 (the

"Moynihan Amendment") calls on the President to impose

appropriate economic sanctions on Burma if the President cannot
 
certify by October 1 that Burma has taken certain political
 
reforms and improved its performance on narcotics suppression.
 
Burma cannot meet these requirements, and we have so informed
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Congress. The U.S. has already taken .
 
against Burma in aneffort to encourage an imrprovement in the
 
situation in that country.
 

--We long ago terminated all forms of economic assistance
 

to Burma and actively urge others to do so.
 

--We have suspended Burma's GSP privileges.
 

--We have decertified Burma on narcotics. This means that
 
we will oppose loans to Burma by the World Bank, the INF,
 
and other international organizations.
 

We are currently considering what economic sanctions against
 
Burma might be appropriate and will notify Congress promptly of
 
the outcome of our assessment.
 

GDP: $11 Billion (1988)
 
Per Capita GDP: $280
 
Defense Expenditures: $315 Million
 
As P of Central Government Budget: 21% 

Thailand
 

On February 23 forces of the Thai military took power in a
 
bloodless coup d'etat in Thailand. The reason given for the
 
coup was corruption in the government of former Prime Minister
 
Chatichai and threats to the military and monarchy. The coup
 
group announced the abolition of the constitution, dissolution
 
of the appointed senate and the elected national assembly, and
 
declared martial law. Prime Minister Chatichai Choonhavan,
 
Deputy Defense Minister Athit Kamlang-ek, and a small number of
 
advisors and government officials were detained. They have
 
since been released.
 

Consistent with U.S. policy and law, we announced the
 
suspension of FY 1991 military and economic assistance to
 
Thailand. The suspension affects FY 1991 allocations of $2.5
 
million in Economic Support Funds (ESF) and $11.6 million
 
allocated for Development Assistance (DA) under our bilateral
 
A.I.D. agreements. There is also approximately $8 million in
 
regional and centrally programmed A.I.D. funding which may be
 
affected by the suspension, as well as much of the $73.4
 
unexpended prior year development assistance funding. Other
 
programs affected by the suspension included $2.4 million in
 
International Military Education and Training (IMET) and at
 
least $22.7 million in unexpended prior year Foreign Military
 
Financing (FMF), as well as Anti-Terrorism Assistance and
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grants administered by the Commerce Department for feasibility
 
studies. Pursuant to Section 513 of the Foreign Operations,.;

Export Financing and Related Programs Appropriations Act for FY
 
91, this assistance will not be resumed until a
 
democratically-elected government has taken office in Thailand.
 

We issued a statement February 23 expressing our deep

regret at the overthrow of Thailand's democratically-elected
 
government and deploring the change of government and
 
constitution by military means.
 

The coup is certainly a setback to the recent evolution
 
toward greater political democracy which had been taking place

in Thailand. Thailand has long been a close friend and ally of
 
the United States and remains so today. It is on that basis
 
that we have and will continue to urge that the process to
 
return democratic government in Thailand be as rapid as
 
possible. The actions taken by the military leaders since the
 
coup are in this direction. It appears the leadership

recognizes that an early return to democratic, civilian
 
government in Thailand is necessary.
 

We believe that if democratic government is reestablished,
 
we should be in a position to continue contributing to Thai
 
development. We have a long term friendly relationship with
 
Thailand and want to continue to deal with the Thai on that
 
basis. Therefore, we would like to maintain our FY 1992
 
economic and security assistance requests. The administration
 
is requesting $12.3 million in development assistancp, another
 
$2.5 million in economic support funds for the Affected Thai
 
Villages Program, $2.5 million in PL 480 Title II funds for the
 
Thai border, and $2.5 million fpr 

TM
 

GNP: $64.5 Billion (1989)
 
Per Capita GDP: $1,160
 
Defense Expenditures: $1.9 Billion (1989 est.)

As % of GNP: 2.9%
 

Laos
 

Secretary Baker met with the Lao Foreign Minister in
 
October, the highestlevelrmeeting with the Lao since 1975,.ind
 
both sides expressed a desire to continue to
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strengthen relations. The Lao have agreed in principle to a
 
Peace Corps program. We expect final agreement in the near
 
future and arrival of the first volunteers later this year. We
 
were encouraged to see the Lao quickly condemn the Iraqi
 
invasion of Kuwait and to refrain from criticizing the U.S.
 
role in the Gulf crisis.
 

The President recently certified Laos as cooperating on
 
counter-narcotics. The official USG estimate is that opium
 
production fell 27 percent in 1990, partly as a result of Lao
 
anti-drug education campaigns and implementation of
 
crop-substitution projects, including one we fund. For the
 
first time, the Lao conducted several law enforcement actions
 
in 1990. They have taken additional actions already this year
 
and have accepted a USG proposal to create special border
 
patrol and investigative units to control narcotics
 
trafficking. The Lao participated in DEA and Customs training
 
seminars and have begun to develop a liaison relationship with
 
these agencies. The International Narcotics Matters Bureau is
 
funding a six-year crop-substitution project in northeastern
 
Laos. The project, begun in late 1989, is going very well, and
 
we believe it contributed to the decline in opium production in
 
the region.
 

After some recent delays, we believe our POW/MIA efforts
 
in Laos are back on track. After excellent cooperation during
 
the 1989-90 dry season, the onset of our POW/MIA activity for
 
this dry season was delayed for 3-4 months for reasons that are
 
still not clear to us. We recently were able to resume
 
activities, with a successful excavation and survey operation
 
in Savannakhet Province. We are hopeful we will be able to
 
begin investigating several of the so-called *discrepancy case"
 
in northeastern Laos very soon, perhaps later this month.
 
These are cases in which individuals were 'last known to be
 
alive in the hands of the Pathet Lao.
 

Although we have no regular AID program in Laos, we have
 
been able to provide a small amount of assistance. Under a
 
"notwithstanding" provision of the Foreign Assistance Act, AID
 
is funding an $850,000 prosthetics project. The U.S. Army
 
Corps of Engineers recently built a small school in the rural
 
south, the first time the U.S. military has done such work in
 
Laos.
 

GDP: $585 million (1989 est.)
 
Per'Capita GDP: $150
 
Defense Expenditures: NA
 
As % of GDP: 2.7% (1987)
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Mr. OBE. Mrs. Schaffer.
 

MRS. ScHAFFER's OPENING STATEMENT
 
Mrs. SCHAER. I am pleased to have the opportunity to discuss

the current situation in South Asia and the situation in the region.
I have submitted a longer statement for the record. With your

permission, I would like to make a few briefer remarks.
U.S. security assistance is a key tool in supporting basic Ameri

can policy goals in Southe- st Asia. These include, most important
ly, to continue to suppLt and promote security in the region
through decreasing tensions between states, to discourage a race
toward acquisition of weapons of mass destruction, to promote and
strengthen democratic institutions through economic development,
encouraging privatization, and assisting with the building of demo
cratic structures, to seek support for a successful winding up of the
issues raised by the Gulf War and to pursue our worldwide inter
ests in narcotics control, human rights and combatting terrorism.

We are pleased all the South Asian countries supported the 12
U.N. Security Council Resolutions on the Gulf crisis, though the
shock of the outbreak of hostilities generated anti-American dem
onstrations in several of them. 

Pakistan, Bangladesh and the Afghan resistance organizations
sent troops to help defend Saudi Arabia. The war'3 economic
impact on South Asia was considerable, although not as heavy as
feared last fall. Almost all the countries in the region suffered from 
a serious decline in remittances and a drop in trade.

My written testimony describes recent events throughout the 
area from Afghanistan through Bangladesh in light of these goals.

I would like to review orally the key points of my testimony asthey pertain to two high priority countries, Afghanistan and Paki
stan. 

In Afghanistan, the U.S. and the Soviet Union have continued
discussions on ending the Afghanistan conflict which would include 
a cutoff of U.S. and Soviet arms support.

We and the Soviets are in general agreement in a number of 
areas, including the need for a transition process that would guar
antee free and fair elections. We have not been able to agree on
how best to disengage our respective support and to achieve a cease 
fire. 

PAKISTAN 

New aid to Pakistan and U.S. government military deliveries 
were suspended October 1 because the President has not certified, 
as required by law, that Pakistan does not possess a nuclear explo
sive device and that continuation of our assistance in military
supply programs will significantly reduce the risk of its doing so.

We continue to have important shared interest with Pakistan in
maintaining regional peace and stability, a just political settlement
in Afghanistan, combatting the spread of illicit narcotics, strength
ening democratic institutions and fostering economic growth.

I am pleased to report that the President certified on March 4
that the October 1990 elections, despite some problems, were gener
ally free and fair. 
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We have allocated funds for Pakistan in the current fiscal year
and are requesting further funding in fiscal year 1991 in the hope
that developments on the nuclear issue will lead to a presidential
certification and permit us to resume aid. 

The Administration remains concerned about the broader prob
lem of nuclear competition in South Asia mid continues to encour
age regional efforts to prevent nuclear weapons proliferation.

Pakistan and India have taken initial steps to address this prob
lem, including the January exchange of instruments of ratification 
for an agreement not to strike at each other's nuclear facilities. 

We hope that they will be able to identify further steps they can
take either bilaterally or without side support to reduce the risks 
posed by these nuclear programs. We are ready to do what we can 
to help.

The level of tension between India and Pakistan over Kashmir is 
perceptibly lower than it was last spring. The two foreign secretar
ies are expected to meet shortly. We hope they will be able to sign
agreements on further military confidence building measures. 

We continue to urge both India and Pakistan to find ways of 
broadening their understanding in this crucial area. 

I would like to conclude, Mr. Chairman, by noting our encourage
ment at the improved climate for democratic institutions in several 
South Asian nations. Bangladesh on February 27 held the freest 
and fairest elections in its history.

In Nepal, the first party based elections in 30 years are sched
uled for May 12. It appears that some 400 Indians will also be 
going to the polls again in May.

We will continue our diplomatic efforts in South Asia on behalf
of nuclear nonproliferation, increased security and improved
human rights.

U.S. assistance programs supported by Congress are a vital part
of this effort. We must also continue to help build the political, eco
nomic and social foundations the South Asian nations need to ad
dress their enormous problen

Thank you.
 
[The information follows:]
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Mr. Chairman, Members-of the Subcommittee:
 

I appreciate this opportunity to appear before you today to
 
discuss the current situation in South Asia and ouraid
 

policies and programs for the region.
 

Democratic institutions have displayed encouraging vitality
 

in South Asia. Bangladesh held electi-ns February 21 and
 

elections are scheduled for May 12in Nepal. The new
 

government in Pakistan, elected in late October. has
 

established itself following elections which we believe to have
 

been on balance free and fair despite some irregularities. The
 

orderly change in the Indian government last November in spite
 

of serious social and communal disturbances demonstrated the
 

dynamics of democratic government in the world's most populous
 

democracy. We are confident India will find a solution to the
 

crisis sparked by Prime Minister Chandra Shekhar's resignation
 

in accordance with the same democratic principles.
 

There have been some signs of improvement in regional
 

stability as well, notably in Indo-Pakistan relations.
 

However, other trends remain problematic. The problems of
 

Afghanistan, Kashmir, and Sri Lanka continue to fester. We
 

continue to be concerned about nuclear weapons competition in a
 

region as volatile as this.
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The 	basic United States,policy go~als: for South Asia: are: 

to continue to suppor .and'promote security.in the region 

through decreasing tensions between'statesa 

to discourage a race'toward acquisition',of'weapons ofmass
 

destruction;
 

topromote and strengthen democratic:;inititutions thrOugh. 

economic development, encouraging privatization, and 

assisting-with the building of democratic'structures;.and 

--	 to seek-support for a successful winding up of theiissues 

raised by Gulf War. 

These-are in addition to our global goals of promoting human
 

rights,and opposing trade-in narcotics. U.S. economic and
 

security assistance is a key tool in suppotting these goals.
 

First, however, I need to discuss the impact of the Gulf
 

War at greater length. It was an event external to the region,
 

•but 	nevertheless had an immediate impact that overshadowed
 

longer term trends. South Asian nations opposed Iraq's brutal
 

occupation of Kuwait. They all honored the UN economic
 

sanctions against Iraq, at some expense to their own
 

economies. Pakistan, Bangladesh, and Afghan Resistance
 

organizations sent troops to help defend Saudi Arabia. The
 

war's economic impact on South Asia was not as heavy aswas
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feared last Fall,, largely because oil prices:.have returned to
 

traditional levels and auppliesare'plentiful. 41most all,
 
countries in the. subcontinent, however, suffered because of 
a 

serious decline,in remittances and aldrop in trade with the 

Gulf region. This was,accompaniedlby a greatdeal of personal 

hardship and disaocation.,for SouthAsian.exvatriate workars. 

In Pakistan, there weredemonstrations against U.S..GUlf
 

policy and in favor of,,Saddam.Hussein. These disturbances were
 

also rooted in other resentments, particularly the suspension
 

of U.S. aid in October because of the nuclear issue, and
 

attempts by political parties to manipulate popular passions
 

for short term gains. .However, Prime Minister Sharif's
 

government continued to support implementation of all theUNSC
 

resolutions related to the Gulf crisis, including total and
 

unconditional Iraqi withdrawal from Kuwait. 
 In addition,
 

Pakistan contributed 11,000 troops, which are stationed in
 

Saudi Arabia. This support prevailed despite strongly,negative
 

reactions from the Pakistan Peoples' Party opposition and
 

certain Islamic parties, and the different views articulated in
 

December and January by the military leadership. We estimate
 

that Pakistan's economy could have lost up to $1 billion as a
 

result of the crisis.
 

The Afghan regime told the UN Secretary General in late
 

December that it was complying with sanctions. Privately, it
 

appeared to favor Iraq, with prominent media coverage of 
,
 

anti-coalition demonstrations in Kabul. 
Afghan Resistance
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parties.split'between ekmatyari Sayie, and Rabbani, who'..'
 

condemned coalition efforts, and Mojaddedi Khalis, M6hamimedi-,
 

and Gailani. who supported the defense of Saudi Arabia and
 

.,liberation of Kuwait. Most mujahidin:dommanders and refugees,
 

while sympathetic to the'sufferingofp'the iraqi civilian
 

population,were opposed to Iraq's takeover of KUwait, and
 

supported the expulsion of Saddam's forces. The Gulf crisis
 

has'had no'significant'impact on ther Afghan economy. Despite
 

initial'concernssbout sharp cut-backs in funding, priVate"
 

Saudi and'Kuwaiti'assistance organization. continued to serve
 

Afghan refugees throughout the crisis.
 

We welcomed'Indials continued support for the UN
 

resolutions and appreciated India's willingness to"refuellour
 
supply planes en route to the Gulf, even though we decided,to
 

make alternative arrangements when domestic criticism of'the
 

government over the flights became'intense. However, India

also joined NAN efforts at the UN and elsew'here.to promotelan
 

early ceasefires without the explicit linkage to concrete Iraqi
 

moves to withdraw from Kuwait which we considered'essential.
 

Many anti-war and anti-U.S. demonstrations occcured in India';
 

in Calcutta they threatened the'security of our Consulate. The
 

Gulf crisis seriously worsened India's already weak balance of"
 

payments situation.
 

The" interim governmint in Bangl'adesh supp6rted the UNSC
 

resolutions on Iraqi withdrawal from Kuwait and continued'the
 

deployment of 2,300 troops to defend Saudi Arabia. Popular
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sentiment expressed in generally peaceful-demonstratLons and in
 

the press, ranged from anti-Iraq to pro-Iraq. Bangladesh was ,C
 

particularly hard hit by the Gulf'war. Taking into
 

consideration its increased oil bill and loss in remittances
 

and trade, the overall decline of its GNP is 2.5%.
 

Nepal complied fully with economic sanctions and supported
 

the 12 UNSC resolutions. It had few citizens'in the Gulf: and
 

minimal trade relationsawith Iraq and Kuwait so the overall-.
 

economic impact of the crisis was not great., However, the
 

crisis caused a 50% reduction inthe'important tourist_
 

industry, reducing Nepal's annual foreign exchange'rece'ipts by
 

around 3%. Higher fuel and transportation costs caused by the
 

crisis affect garment sales already hurt by the U.S.
 

recession.
 

The Government of-Sri Lanka also supported all UHSC
 

resolutions on the Gulf and provided refuelling privileges for
 

coalition ships'and aircraft. 
The costs of the Gulf crisis to
 

Sri Lanka, originally estimated by the Asian Development bank
 

at 5% of.GDP', will probably be much less than anticipated given
 

reduced oil prices and the brevity of the-fighting.
 

Strengthening support in the-region for the UN Security
 

.ouncil-resolutions will be one of our key-policy goals as we
 

nove forward. Stability and peace in South Asia take on:added
 

Lmportance as we contemplate the estai|lishment:of a'more,
 

lurable regional security system.
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Mr. Chairman I will now discuss each.Pf.,the.SouthAs4an..
 

countries in turn, relating our aid request to our overal
, 


policy goals
 

AFGHANISTAN
 

To support war-affected Afghans who have'remained in their 

country and to create conditions which will'draw Afghans home, 

we are requesting, a continuation of our cross-border program at". 

a level of $60,mill.ion., An additional"$4.8;million will go for. 

food assistance to needy civilians. . . 

In addition to our supportfor UN efforts to encourage'.a.
 

political solution, the U.S. and Soviet Union have continued:,",.
 

discussions on ending the Afghan conflict which would include a
 

cut off of U.S. and Soviet arms support. We are in general.
 

agreement in a number of areas, including,the need for a
 

transition process that.would guarantee free and fair
 

elections. We have not been able to agree on how best to'
 

disengage our respective support and to achieve a ceasefire..,-


We anticipate renewing senior,level discussionswith the
 

Soviets but have not set a date. Both we and the Soviets'
 

recognize that it is, the Afghansthemselves who will~have:.to' m.;
 

determine their own,fut.ure-.
 

In Afghanistan, there,was considerable fighting over the
 

past year, but little significant change in control of: ,
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territory. The Najib regime continues toseek increased
 

international recognition, but ha. not.broadened its internal"
 

support. Within the Resistance, the AfghanInterim Government

has degenerated into ineffectiveness and disarray'as party
 

leaders have continued their rivalries. Divisions have
 
' 
deepened over the Gulf War The National Commanders' Shura has
 

gained support from a broad range of Afghans and is focussing!
 

on coordinating'military activities. The increased cooperation
 

among coinmandes "could extend:into"administrative and political
 

.
areas in the future and is-an encourioina development.' '
 

For Pakistan iiiFiscal.'eari 19920,the Adiministration is' 

!equesting $100million in Economic Support Funding, $25 ' 

million in Development Assistance, $ 113.5 million in'Foreign
 

Military Financing , and $.9 million for International Military
 

Education and Training. We also expect to continue providing'.'
 

about $7 million in counter-narcotics assistance.
 

As you know, Mr. Chairman, new aid to Pakistan'as well as
 

U.S. Government military deliveries have been suspended since
 

,October.1 because the President has not certified, as required'
 

by law, that Pakistan does not possess a nuclear exilosive '

device and that continuation of our assistance and miltary,
 

supply programs will significantly reduce the risk'of'its'doing
 

so. We have allocated aid for Pakistan this fiscai year'in the
 

hope that developments on the nuclear issue will' lieadtoa
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Presidential certification,.pe'rmittkingresumption ofaid. If
 

this does not occurethe.fundswould become available for
 

reprogramming, to.,other 'recipients,, 

As a result of overall constraints on the foreign
 

assistance budget, and the necessity to address'pressing needs
 

elsewhere, the FY 91 allocation was significantly reduced from
 

the earlier Administration request. For FY 91, a.total aid
 

package of $237.8 million was allocated; including $91.9
 

million in foreign military financing (in the form of both
 

grants and concessional credits), $.9 million in International
 

Military Education and Training, $100 million in Economic
 

Support Funding, $25 million in Development Assistance and $20'
 

million in.PL 48b Title I., In addition,.we are providing $ 7.5
 

million in counter-na
 

limited by Pressler.
 

Pakrstan remains a valued friend, with shared interests in
 

a just political settlement in Afghanistan, maintaining peace
 

and stability in the region, combatting the spread of illicit
 

narcotics, strengthening democratic institutions, and fostering
 

economic-growth. The U.S. is encouraged by the Sharif
 

Government's steadfastness regarding the Gulf and its efforts
 

to liberalize the economy, and will continue to work to restore
 

the relationship to a more balanced footing. Within the
 

constraints of our nonproliferation objectives, we would like
 

to be able to continue our material support for Pakistan's
 

economic development and security.
 

http:addition,.we
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The October 1990 national elections represent.'anotherstep
 

toward the institutionalization of democracy in Pakistan.
 

Despite'indications of possible fraud ina *nmall number of
 

National Assembly constituencies, on balance, the elections
 

were free and fair, producing a result that we believe'reflects
 

the will of the electorate. Although the elections were held
 

in a more.polarized political atmosphere than the 1988
 

elections, and there have been a number.of unsubstantiated
 

charges of vote-rigging and fraud, given the paucity of hard
 

evidence to support these allegations and the magnitude of the
 

victory by Prime Minister Sharif's coalition, any
 

irregularities would not have been significant enough'to affect
 

the overall outcome of the vote.
 

The Administration's commitment to nonproliferation remains
 

strong. The issues posed by Pakistan's nuclear program are
 

being carefully monitored by our government and are under
 

discussion with the Government of Pakistan. 
We are confident
 

that the GOPfully understands the'requirements that we face
 

under U.S. law. 
 In additiontto our bilateral discusrlons of
 

the nuclear'issue with the Pakistanis, we remain concerned
 

about the broader problem ofnuclear competition in South
 

As ia.r<The Administration continues to.encgurage regional
 

efforts to prevent the proliferation of-nuclear weapons.
 

Pakistan and India have taken someinitial steps to address
 

this problem, including the January.exchangs of'instruments of
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ratification for their'agreement'not, to strike at each other's
 

nuclear,facilities; W:e"hope that-they'will-be:able to identify
 

further steps they can take -- either bilaterally/or with-,
 

outside support-,-- to reduce the risk posed by thesenuclear
 

programs in a volatile region. We are ready to dotwhat we can
 

to help.
 

Indo-Pakistani relations have continued to make progress;
 

The level of tension between New Delhi and Islamabad over
 

Kashmir is perceptibly lower than it was last Spring. At
 

upcoming talks, thetwo Foreign:Secretaries may sign agreements
 

on military confidence building measures which could contribute.
 

positive momentum to the relationship while reducing risk of I,
 

stumbling into conflict. We continue to urge both India:and,
 

Pakistan to find ways of broadening their understanding'in this!"
 

crucial area.
 

IND~IA
 

The Administrationis requesting $99.9 million in aidto
 

India for FY-1992: $22 million in Development Assistance,
 

$77.6 million for PL480, $15 million in housing glarantees,
 

and $.345 million for International Military Education and
 

Training. The:PL 480,program, the largest Title lIprogram in,
 

the world, integrates food supplements with maternal and child
 

health programs administered by voluntary agencies.
 

Development Assistance focuses on increasing participation of
 

the private sector in the Indian economy.
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Prime Minister Chandra Shekharsresig;nation' last week .ilI
 

probably lead to new elections in:the next few months. The
 

combination of a caetakergovernment and 'campaigning;severely
 

reduces the possibility for vigorous government action or new
 

initiatives.
 

The government faces a pressing balance of payments problem.
 

exacerbated by,the Gulf conflict. To deal,with thfs, India
 

departed from past practice and obtained i$;8. bilion in
 

assistance from the IMF. This May not be sufficient'to bridge'
 

the balance of payments gap for the coming year.
 

The Shekhar government tried to: resolve the conflicts in
 

Punjab and Kashmir through dialogue. The Prime Minister
 

consulted widely on the Kashmir problem and-declared
 

willingness to meet with anyone to discuss resolution of this
 

conflict. Militant groups rejected his offer, and the vio'lence
 

continued. The daily rituals of militant attacks and security
 

force counterattacks have claimed almost 200 lives in Kashmir
 

this year. Our view on the violence in Kashmir continues to be
 

that there must be a resolution through political dialogue. In
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Punjab, Chandra Shekhar.replaced.the governor and police chief
 

soon after taking office.. More importantly, he.met in late
 

December with Akali Dal leader S.S; Mann to lay the groundwork.
 

for future substantive meetings. The number of.violen
 

incidents declined somewhat.in December and remained _tairlyi
 

constant in January and February. Even so, in Punjab more than
 

675 people have already died this year in terrorist-related
 

activities..
 

India's domestic economic activity remains'hamperedby
 

excessive central control and government interference, India's,
 

investment regime effectively discourages.U.S., businessmen from.
 

,committing capital there. Even though.the U.S. was the leading
 

foreign investorin India last year, the amount was tiny.- $19
 

million from,a total of $76 million. In Uruguay Round
 

negotiations, India.supported us on agricultural.policy, but
 

important differences remain on other fundamental issues such
 

as intellectual property rights, market access, and,

trade-related investment.matters.
 

India's membership on the Security Council will give it an
 

opportunity -- and, a responsibility --.to.help shape some of
 

the major features of the world political landscape- The U.S.
 

and India consult closely'on issues likely to come before the
 

Council, and share the hope that the UN will be able to play's
 

constructive role in reducing the risk of instability and',
 

conflict in the world. We don't always see eye-to-eye, but I
 

believe the enhanced dialogue increases mutual understanding
 

and thus strengthens bilateral ties in the long 
run.
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BANGLADESH
 

For Bangladesh in FiscalYear,1992i the-Administrationis.
 

requesting $62 million in DevelopmentAssistance, $7415
 

million in P.L. 480 food-and commodity assistance and $350
 

thousand in International Military:Education.and Training
 

Funds. This assistance will improve the, lives of the
 

Bangladeshi people, strengthen the:-partnership between business
 

and development and promote and consolidate democracy.
 

During the past six months, while the world's attention has,
 

been focused on the Gulf, there has been a peaceful'democratic
 

evolution in!Bangladesh that compares favorably with.last
 

year's democratic changes in Eastern Europe. On February 27.
 

the people of Bangladesh went to the polls to elect 297 members
 

of Parliament from a field of over 2700:candidates representing
 

over 60 political parties. The elections-have been viewed-by .

international observers, the press, the students; and the
 

diplomatic community as the most free, fair and non-violent in.,!
 

the twenty year history of Bangladesh. We commend the interim
 

government of Bangladesh,-the political parties, the students,
 

- the security forces and the voters who worked together in :the-, 

spirit of compromise and cooperation to-build democracy in . 

Bangladesh. 

We consider this election to be only thebeginning:of V .
 

Bangladesh's progress toward stronger,democratici'institutionsi
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The next months will present the unique challenges of forming a 

parliament and then holding presidential elections or changing
 

the Constitution to allow for a.parliamentary democracy as
 

preferred by some:parties.' We look forward to:working with the
 

new Government:.
 

The U.S.has actively promoted.democracy.in.Bangladesh:for :,
 

many years. USAID-funded programs:*have contributed to the
 

process through voter education programs and training of poll
 

watchers and indigenous election observers. The National
 

Democratic Institute for International Affairs has sent several
 

missions to Bangladesh, including a four-person team for the
 

parliamentaryelections, that worked with local election 
'
 

observers and, party members.,to develop election monitoring
 

skills.
 

The U.S. continues to be interested in the economic

development of Bangladesh. We have contributed over, 3 billion.
 

to the country's development sinceits independence in 1971,
 

Bangladesh continues to enjoy one of our largest Development
 

Assistance and P.L. 480 food and commodity assistance programs
 

totalling over $130.million annually. 
These programs emphasize
 

helping;Bangladesh,to meet basic human needs particularly in
 

the areas of health and population, agriculture development and
 

employment generation.
 

The Administration and Congress havebeen concerned about
 

the debt-of the poorest~countries. In this context.Congress
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passed Section 572 of-the i989'Foreign Operations Appropriation
 

Act which relieves the burden on the neediest debtors who are
 

making appropriate economic reforms. Because,'ofBangladesh's".
 

commitment to continue economic reforms and its efforts toward
 

strengthening democratic pluralism, the Administrationhas
 

announced its intent to relieve Bangladesh's outstanding
 

Development Assistance debt of $292 million during*lthis fiscal"
 

year. This debt is for-Development Assistance provided prior

to 1983. Since,1983-all Development Assistanceaid to
 

Bangladesh has been in grant'form. We believe that debt relief
 

can make a significant contribution toward the country's
 

economic and political development.
 

we are satisfied with the Government of Bangladesh's efforts
 

to continue economic reform "'Last year's sharply falling
 

foreign reserves have stabilized and Bangladesh is apparently.
 

sticking to its IMF Enhanced Structural Adjustment Program
 

negotiated in August of 1990, in spite of the impact of higher
 

oil prices last Fall and lost remittances from workers in
 

Kuwait and Iraq.
 

NEPAL
 

For Fiscal Year 1992, the Administration is requesting,$15

million in'Development Assistance, $500 thousand in Foreign
 

Military Financing, and $185 thousand in Iiternational.Military
 

Education and Training funds for Nepal. We will continue to'
 

stress liberalizing markets with a strong sectoralemphasis on
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agriculture/forestry and~health/population, working closeiy
 

with the World Bank and~the,Asian Development Bank in,
 

restructuring agricultural, policy.
 

Nepal continues its transition to.democracy. On..November'g,
 

King Birendra promulgated a new Constitution which.establishes
 

constitutional monarchy and multi-party parliamentary.
 

democracy, guarantees basic human rights, and~provides the
 

framework for democratic institutions. NepaVs first
 

multi-party elections in 30 years are scheduled for May 12.
 

The mechanisms planned and implemented by the National
 

Election Commission (NEC) were designed to ensure a free and
 

fair election. The NEC registered 10.7 million voters and
 

evaluated applications from-47 groups seeking recognition as
 

political parties. To qualify, groups had to adhere to
 

democratic norms, hold internal elections,' and be'"national" in
 

character (i.e., not based on ethnic, regional, tribal,
 

religious, or caste identities). The Delineation Commission
 

drew the lines for 205 constituencies, which have an average of,
 

35,000 voters each.
 

The United States has encouraged and supported Nepal's
 

democratic transition from the beginning. Through the Asia_
 

Democracy Program, we provided more than.$800,000 in FY 90 to
 

support constitutional reform and the development of
 

pluralistic democratic institutions. An additional $130,000
 

has been made available from FY 91 funds. -Some of these funds
 



are being used tofinance ongoing voter and citizen education.
 

projects, and some have beenfallocated to such activities as
 

parliament strengthening, election observer,'trsining,
 

assistance to the election commission and to non-wpartisan human
 

rights organizations, and training assistance.for a numberiof
 

emerging political leaders.
 

The Embassy has been in contact with the National Endowment
 

for Democracy (NED) and the two U.S.-party institutes,-NDI and
 

NRI, since April 1990 to use their expertise and resources-in
 

support of Nepal's democratic process. We plan to fielda
 

10-member NDI/NRI observer team coordinated byi International
 

Foundation for Electoral Systems,.and we will continue to off
 

our experience of democratic systemsin-whatever way the,,
 

Nepalese find useful.,
 

For Sri Lanka in fiscal year 1992, the.Administration is
 

requesting $19.3 million in Development Assistance,$21.6
 

million in P.L. 480, and $200,000 in International:Nilitary
 

Education and Training funds.
 

Sri Lanka embodies one-of South Asialsistarkest paradoxes.-


On the one hand, it takes pride in~a-strong#,odemocratic,
 

tradition and dynamic economic policies whichbrought asfive
 

percent annual growth rate for 1990. 
 Atthe same time,,Sri.
 

Lanka hassufferedtwo brutal insurgencies' Although.theJVP,
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which has, a brutal record, was crushed by early 1990i the
 

Liberation Tigers of Tamil Eelam continue.to wage a.bloody
 

separatist war against the Government. Deputy Defense Minister
 

Ranjan Wijeratne,,who was assassinated on March 3, was the
 

latest victim of Sri'Lanka's tragic cycle of violence. We have
 

consistently urged dialogue, not oloodshed, as the means to
 

resolve Sri Lanka's ethnic differences. While the ceasefire in
 

early January did not last, we are encouraged that the
 

Government left the door open to future talks.
 

We are also troubled by the human rights abuses committed by..
 

all parties to the conflict, including government forcesi The
 

Government's establishment of a human rights task force was a
 

welcome development. We-commend its efforts to-maintain.
 

communal harmony and to promote military discipline while
 

fighting a violent insurgency. Plainly, a democratically

elected government has the right to protect itself from those
 

who would overthrow it by force. Yet those charged with
 

enforcing the law -- including the Sri Lankan military and
 

police -- have a special obligation to obey it. On human
 

rights matters,the Government of Sri Lanka!* primary
 

responsibility is to vigorously investigate all extrajudicial
 

killings and disappearances credibly linked to security forces
 

and bring those responsible to justice. Beyond that, there
 

must be greater effort to investigate officials linked to
 

serious abuses. Discipline in the security forces must be
 

strengthened. We have underscored this point on many
 

occasions, including at thedonor Consultative Group meetingin
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Paris on October .25. Other delegations, including the European.
 

Communiry, expreassa similar. concerns Intheir.statements.
 

I would ,,nw rvLUuIIUuu, m. .[na[man oynorIngi-agafnrnat. 

we are encouraged by the improved climate for democratic 

institutions.in several South Asian nations. U.S. assistance
 

programs, supported by the Congress, have made a real
 

contribution to this development. But working for greater
 

democratic government and widened opportunities for free
 

enterprise in South Asia, as anywhere else, is'a meansto an
 

end: an improved life for the people of the region.--We-will
 

continue our diplomatic efforts in South.Asia-on behalf of
 

non-proliferation, increased security, and improved human
 

rights. We also must continue our programs to help build the
 

political, economic, and social foundations required for South
 

Asian nations to adequately address themselves the tremendous
 

problems they face.
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Mr. OBEY. Ms. Adelman. 

Ms. ADELm,'s OPENING STATIM ENT 

Ms. ADImA. I would like to draw attention to three factors af
fecting our overall A.I.D. activities and relationships with Afghani
stan, Pakistan, Cambodia and the Philippines. 

The first is clearly economic and political liberalism sweeping 
the world. This brings with it a new set of problems, a new set of 
activities with which we can support these countries having to do 
with public accountability, the responsibility of democracies, and 
how to make democracy work, such as decentralization of local gov
ernment. 

A second factor is the changing superpower relationship that af
fects our relationship with our cross-border programs in Cambodia 
and Afghanistan. 

A third is our own geopolitical bilateral relationship in Pakistan, 
with the nonproliferation issue now, and in the Philippines with 
the base negotiations, where we are redefining our relationship. 

As I look at these countries, these themes clearly are shaping 
our assistance efforts and objectives. 

PHILIPPINES 

In particular, our request for the Philippines is $40 million in de
velopment assistance, $120 million ESF, $160 million for the MAI, 
and $20 million in Title I. 

Our program emphasis in the Philippines continues to be the 
promotion of broad-based economic growth through employment 
generation, micro-enterprise, through a growth that is not an elite 
mercantilism, but rathe, one that will make for equity of public 
policy, so that the little guy can get a business license, so that the 
3mall and medium-sized entrepreneur can flourish, just as the 
larger entrepreneurs have done. 

The Philippines actually has social indicators much better than 
many of our other countries. The infant mortality rate is below 50, 
which is well below the A.I.D. target for child survival programs. 

We have moved to a second generation set of objectives for the 
new emerging projects. That is the sustainability of social services. 

How do you work with financing schemes so that you can make 
these projects continue after we leave? We have funded a very in
novative new program for child survival, where we have given a 
3eparate grant to the Ministry of Health in return for targets they 
are achieving in immunization, family planning and other things. 

We are also working with the Philippines to expand the health 
insurance program to more than just the wage-based population 
and to p rovide the right incentives so that users pay for preventive 
services, which they don't do now, to work those incentives into the 
3ystem so that such services can be self-sustaining and cost limit
tMg. 

The major thrust of our policy and dialogue is in the macro-eco
nomic arena to achieve the right kinds of policies to help encour
age that broad-based economic growth. We are doing this through 
Liberalization of the investment [regime] and trade regimes. Our ex
tensive work with the other donors on the MAI, with the Japanese, 
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the World Bank IMF, and many other donors has held togethervery well with donors agreeing on how to help the Philippines and on what policy reforms to encourage.

All of this is underpinned by the importance of the environment.We have authorized an enormously vital project to work with thePVO's in what we hope may be one of the largest debt-for-environment swaps undertaken anywhere so far. PVOs will be an integralpart of that, as they are in so much of the Philippines programs.We exceeded the target you asked us to meet under the MAI. Wehad asked that you not impose targets; that you let us have the
latitude to go beyond; and we have.

We have done PVO projects for well over $40 million in everything, from micro-enterprise to health, to street children, to exciting relationships with large companies there, helping them in theirphilanthropic efforts in various places throughout the Philippines.Despite a serious downturn in economic indicators in the last yearand a half, our projects are helping to provide safety-nets and helping to foster the kinds of policies needed to bring the economy back 
to a healthy state. 

CAMBODIA 
Quickly, on Cambodia, so that I don't use up my seven minuteshere, our request is for $25 million; $20 million in DA, $5 million inESF. It is on the hopeful assumption that we will soon have a comprehensive peace settlement. That is what that money is support

ing.
If a peace settlement comes about, it will, obviously, call formore development within Cambodia, the electoral process, the reconstruction process. Right now that money is supporting the noncommunist resistance, and some activities within Cambodia, especially those that affect children or infants.
We have about $2 million this year going into that, obligatedfrom last year, and another $5 million that we are soon going to besoliciting proposals on and getting suggestions from PVO s and
other groups to work with humanitarian concerns.
 

AFGHANISTAN 
For Afghanistan, our request is slightly lower than last year's. It
is $60 million; $30 million in ESF, $30 million in DA and $19.4 million in Title II. I must say that I find myself frequently talking
about the problems of Afghanistan and how difficult it is to work
there, and putting an inordinate amount of time to make sure that
we are in direct line with the legislation and with monitoring forvulnerabilities that we have to do for good stewardship of public

funds. 
In this process, when we are being so careful to look at the program's weak points, we sometimes forget to point out its achieve

ments.
I would like to read off a few statistics to you that I believe, because I have seen them, and I visited these training sites.I have seen a bit of what they turn out. Since 1986, the crossborder program in Afghanistan has put in over 1600 small irriga
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tion systems in Afghanistan. It delivered over 1400 metric tons of 
fertilizer. 

It trained over 1800 Afghanis in basic health and medicine. I sat 
at some of those training sessions where they pack up the health 
workers with very light weight teaching materials so that they can 
get it over the mountains on the mules that they take in. We have 
provided text books and training materials to over 160,000 primary 
school students and have also done work in adult literacy for over 
37,000 adults. 

I think we have affected the lives of people in that unfortunate 
war-torn country and we hope for a sound and lasting political so
lution so that we can do more with an Afghanistan that can deter
mine its own political future. 

PAKISTAN 

On Pakistan, in normal times I would be talking to you with 
great enthusiasm about some very excellent private-sector and eco
nomic reforms that the government is undertaking in privatization 
and liberalization, which will lead to broad-based economic growth. 

I would be talking to you about the education programs where 
we have been trying to narrow the growing gap between female 
and male literacy, in one of the few countries where this is happen
ing. I'd be telling you about our multi-million dollar education pro
gram, multi-million dollar child survival program, and large family 
planning program, which we are moving ahead quite successfully. 

However, I won't be telling you about those achievements now 
because, as you know, the continued failure to meet the certifica
tion requirements under the Pressler Amendment means that we 
will be beginning the phase-down of that program. 

We have been working hard over the last three months, particu
larly with many of the evacuees who have came out of Pakistan, in 
a laborious process of project-by-project analysis to see how we 
phase out these projects. 

To finish a project, you cannot stick to your original objectives 
and yet phase down a project to meet the spirit of Section 617 to 
minimize waste. We will be coming to you with congressional noti
fications on what we are de-obligating and re-obligating. 

We will also be consulting you, and will involve you in any level 
detail you want to see. 

[The information follows:] 
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Mr. Chairman ad members of the Committeet 

Thank you for the opportunity to present the budget for the Asian
 
country programs administered by A.I.D.'u Bureau for Europe and
 
Near East. For the Philippines, Cambodia, Pakistan and Afghanistan,
 
A.I.D. is requesting $ 115.0 million in Development Assistance
 
funds, $255.0 million in Economic Support funds, $160.0 million in
 
Special Assistance Initiative funds and $35.3 million in PL 480
 
Title II funds. In addition, we are seeking, through USDA, $40.0
 
million in PL 480 Title I support.
 

Programs for the Nineties
 

A.I.D. has shaped its approach to assistance in these countries 
in a balanced manner: addressing long term needs as well as 
immediate concerns. The long term strategy follows the objectives 
articulated by Secretary Baker and the A.I.D. vision statement of 
foreign assistance. These priority areas -- support for democracy, 
free market development, environmental planning, concern for 
individual well being, and addressing transnational dangers -- have 
been the focus of our program over the past year and will continue 
to be so during FY 1992. 

O In the Philippines, this has meant the support of policy 
reforms which foster long term private sector growth, 
infrastructure investments that increase the flow and decrease 
the cost of goods and services, programs in energy and natural 
resource conservation to redress the adverse environmental 
consequences of growth, and the development and maintenance of 
social safety nets to assure that the poor, who suffer from
 
the short term consequences of reform, are protected.
 

O In Cambodia, A.I.D. is providing hu-anitarian assistance to 
the non-comunist resistance in the form of food, clothing, 
and medical supplies; is looking after the special needs of
 
Cambodian' children and its war victims; and, is preparing for
 
increased involvement following the establishment of a
 
democratically elected government.
 

o In war-torn Afghanistan, A.I.D. support helps to ensure that 
life inside the country will be stable enough to encourage
 
Afghans to return once security conditions permit. Assistance
 
has been concentrated on increasing food supplies, repairing
 
the nation's road and water supply systems and improving basic
 
health and educational service delivery systems. In FY 1992,
 
A.I.D. will continue these efforts, focusing on improving the
 
management of the service delivery systems it has developed.
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O InPakitan, A.I.D. is preparing to wind down its program.Future assistance to this country will used
Presidential. certification under FAA 
only be 


Section 620(E). 
if
 

(the
Pressler Amendment) is provided. We hope that circumstances
*will permit us to resume assistance. However, in the absence
of a Pressler certification 
we have no choice but to wind up.
If current negotiations cannot resolve outstandinS issues, Fy
1992 allocations will be used for other country programs.
 

Philippines
 

In thePhilippines, A.I.D. continues to help maintain democracy andachieve private sector led, broad based, sustained economic growth
through a partnership between the public and private sectors 
and
private voluntary organizations (PVOs). A.I.D. is convinced that

essential if poverty is to be reduced further and the poor are to
be given the economic means to make real choices in their lives.
 

private sector led economic growth and the new jobs it generates is
 

The past five years have not been easy for the Philippines, as 
it
continues to suffer from political instability, natural disasters
and external shocks. 
Despite increased
continued levelscommitment of resourcesby the donor community, andnot met expectations. economic recoveryGovernment hasimplementing performancethe economic reforms has been mixed inneededeconom, especially to turn aroundthose related theliberalization, investment incentives and fiscal deficit. The US
 

to privatization, trade
continues to emphasize support for Philippine's democracy. However,
the magnitude 
and timing of
commitment our support will mirror the GOP's
to reform. This 
point was made
delegation to the to the PhilippinesMAI Pledging Session held inFebruary 25 and 26, 1991. 
Hong Kong on
 

Our assistance 
 continues to aim at improvingefficiency of the government to promote basic 
the capacity and
to build institutions ocial services and
and infrastructure that facilitate growth ofthe private sector. 


reforms 
Our assistance supporth policy
institutional 
 that promote private sector 

and

decentralization, and deregulation. For example, A.I.D. support has
 

led growth,

assisted the GOP in selling, restructuring or dissolving 54 state
owned companies, valued 
at $1.2
supported by A.I.D. provided 

billion. In addition, analysis
the underpinnings
devaluation of the peso and the adoption of an open market exchange
 
for the recent
 

rate. 
Finally, A.I.D. supported analysis assisted in revising and
siplifying Philippine investment laws that will make it easier for
private investors to start-up new businesses. Recommended changes
are now under discussion in the Philippine Congress.
 

4-itiated 

The A.I.D. program places major emphasis on environment, having
a $125 million grant
ologically sustainable effort to promote economic and
natural 
 resource 
management 
of the
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Philippine tropical forests. Of the total, $75.0 million will be
 
distributed to support reforms, including a $30.0 million debt-for
environment swap; $25.0 million to endow a new or existing private

foundation to carry out a non-governmental organizations grants 
program; and, $25.0 million for technical assistance for special

studies and analysis, policy reform and financial monitoring,
 
evaluation and audit services. To promote sound urban and
 
industrial environment management, A.I.D. will also be designing a
 
new $20.0 effort in this area this year.
 

PV0 play an important role in the entire development process and
 
are actively addressing social and health needs, employment, and a
 
wide array of economic and environmental problems. For example,
A.I.D. has provided over $45.0 million in grants to Philippine 
PVO's and is now supporting 60 PVO's involved in grass-roots income 
and employment generation programs, community legal and health care 
services, vocational training, reforestation and environmental 
activities, and assistance to cultural minorities.
 

InFY 1992, A.I.D. is requesting $333.4 million consisting of $40.0
 
million in DA; $120 million in ESF; $160 million in SAI/MAIg and
 
$13.4 million in PL-480 Title II to continue to help the
 
Philippines maintain democracy and be responsive to the needs of
 
people. In addition, $20.0 million in PL 480 Title I will be sought
 
through USDA.
 

Cambodia
 

In Cao.bodia we seek a comprehensive political settlement to a war 
that ha plagued that ravaged land for all too long. The USG seeks 
to bring to the people of Cambodia peace, stability and a chance 
for a better life. This can be achieved through free and fair 
elections -- organized by the United Nations, providing all 
Cambodians the opportunity to select the government uf their 
choice. 

Since 1986 AID has provided non-lethal assistance to the Cambodian 
Non-Communist Resistance. This is vital to ensure a Non-Communist 
alternative in Cambodia's future and assists with negotiating a 
comprehensive political settlement developed through the Perm Five 
Framework. The NCR program provides food, clothing, technical 
health training, and medical supplies, as well as, administrative 
and transportation costs. 

A.I.D. is supporting a new program of humanitarian assistance for
 
the children of Cambodia. UNICEF estimates that 20% of all 
Cambodian children die before they reach the age of five. Close to 
30% of these deaths are caused by vaccine preventable diseases.
 
Diarrhoea and respiratory infections, along with undernourishment, 
are also considered to be leading causes of infant mortality.
 

To help the children of Cambodia, A.I.D. has provided $2.0 million 
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5 
in grants to UNICEF and World Vision, a US based PVO. With ourfunding, totalling $1.2 million, UNICEF will be able to immunize
more children against vaccine preventable diseases and to begin a
new program to assist disadvantaged children 
 such as orphans
and the disabled. The remaining grant funds, $800,000, will assist
World Vision to Improve the quality of child care at Cambodia's
only pediatric hospital. This 
year A.I.D. will provide an
through international relief agencies and U.S private voluntary
 
additional $5.0 million for similar activities. These funds will go
organizations. 
 While specific allocations of proposed FY 1992
funds have not 
been made pending 
a peace settlement, we 
will
continue to support programs to assist Cambodian children-


Afghanistan
 
A.I.D.'s cross-border, 
 humanitarian
Afghanistan complements assistance program for
the 
U.S. Government's
supporting self determination for the Afghan people.

objective of 
serves the dual purposes The programof: (1) relieving the suffering of
Afghans unwilling or unable to leave their war-torn country, and
(2) helping to ensure that conditions inside Afghanistan are such
that refugees 
can return 
to their country as
conditions permit. Another element of the program is support for
 

soon as security

U.N. reconstruction and development efforts which will lead the
rehabilitation of a post-war Afghanistan.
 
The FY 1992 program will permit A.I.D. to continue funding ongoing
activities in agricultural reconstruction, health, and education.
We are also requesting $19.4 million in PL 480 Title II food aid
for pY 1992.
 
The A.I.D. program has focused on improving the food supplies of
the Afghan people 
 through P.L.
rehabilitation 480 food aisiktance
of and
the farm
Afghanistan. sector in liberated
The latter includes areas of

infrastructure but also supporting the role of the private sector,
 

not only improving rural
 
i.e., commercial traders, in delivering agricultural suplies and
inputs from Pakistan to Afghanistan.
 
Since 1986, over 
1,600 
small irrigation
rehabilitated. systems have
In addition, been
 
fertilizer have been 

more than 1,400 metric tons of
sold through private
Afghanistan. traders inside
Tho pirogram has also invested in the health and
education sectors. 

and mid-level 

Over 1,800 Afghans have been trained in basic
health care and 
are
Afghanistan. currently working inside
Approximately 160,000 primary school students and
teachers 
have been supplied 
with textbooks 
and instructional
materials and 37,000 adults have graduated from literacy programs
through A.I.D.-financed projects. 
 In these efforts, A.I.D. 
is
working with private voluntary organizatios. 
The A.I.D .ogram
will continue the rehabil~tation of the agricultural sector, expand
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the primary education system,. and: improve:ithe quality, of rpubli6o,
health services -- all designed to improve the social'and econbuic 
conditions in Afghanistan in order to facilitate the return of 
refugees to their homeland. 

Pakistan
 

Because the President did not certify that Pakistan does not have
 
a nucliar devise and that the proposed US assistance program wll
 
significantly reduce the risk that Pakistan will possess a nucliar
 
explosive devise as required by the Pressler Amendment, we cannot
 
furnish new economic assistance to Pakistan as of Oct. 1, 1990.
 
Since then, A.I.D. has furnished no new economic assistance to
 
Pakistan. Under the Pressler Amendment funds from the economic
 
assistance pipeline can continue to be disbursed. Without full
 
funding, however, most ongoing projects will not achieve their
 
original objectives.
 

we hope we can resolve the nucliar issue to meet our legal

requirements. But if Pressler Amendment issues cannot be resolved
 
between the United States and Pakistan, A.I.D. intends to utilize
 
the authority of FAA Section 617 to modify the program for close
out. Section 617 permits new obligations and reobligation of funds
 
already in the pipeline in order to make program modifications, but
 
only for the purpose of winding up the program in an orderly
 
manner. A.I.D. has a project-by-project review underway to
 
determine how we could wind up the program expeditiously, while
 
leaving behind useful units of assistance and preventing waste of
 
U.S. funds expended to date.
 

A.I.D.'s program in Pakistan has aimed at bringing peace and
 
stability to South Asia, and assuring self-determination for the
 
people of Pakistan. We have sought to achieve these goals by

promoting broad-based, private-sector led economic growth; by

helping successive governments, as well as Pakistan's private
 
sector, to improve basic social conditions; and by supporting the
 
process of free elections through strengthening democratic
 
institutions. In addition, A.I.D. has promoted U.S./Pakistan

trade, and continued cooperation with Pakistan on environmental
 
protection and narcotics control.
 

In the past five years, even during periods of political

instability, our assistance has helped Pakistan maintain an above
average growth rate in GNP of about 5 to 6 percent. U.S. balance
 
of payments assistance has played an important role in helping to
 
finance Pakistan's $2 billion-a-year balance of payments gap and
 
ensure Pakistan's macroeconomic stability.
 

In addition, the U.S. has supported -- with project and program
assistance, and through persistent policy dialoque -- the adoption 
;y the Government of Pakisti 
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include privatization of the bankingagricultural 'prices, 
system, liberalization oe.g for wheat and fertilizer, so as moriaccurately to reflect the market, streamlining of the investmen,
approval process, reduction in import taxes, and opening up th
energy sector to private investment. These reforms have aimed tq
improve the efficiency of the economy
growth prospects -- and hence its long-ter
-- by promoting greater reliance on the privati
sector, less regulation, and increased competition.
 

Social indicators, such 
 as incidence
illiteracy, have of malnutrition ane
improved relatively little
economic growth. over time, despite
U.S. assistance has therefore also concentratedon primary"education, health, child survival and family planning.
 

For F.Y. 1992, A.I.D. has requested 
$145 million
assistance in economic
for Pakistan. 
 This consists 
of $25 million in
Development Assistance, $100 million in Economic Support Funds and
$20 million in P.L. 480 Title I assistance. 
This will be used in
Pakistan only if U.S./Pakistan negotiations are successful and the
President finds that 
he can issue a certification 
under the
If Pressler issues cannot be resolved, FY 1992
 
Pressler Amendment. 

economic assistance allocations will be used for 
other country
programs.
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Mr. Omu. Ms. Holsman Fore.
 
Ms. HoSMAN FoRn's OPE NG STATEME T
 

Ms. HOLBMAN FoRE. Mr. Chairman, it is my pleasure to appear 
before you. Let me present the Administration's request for certain 
countries, specifically Indonesia, Thailand, Mongolia, the South Pa
cific; and in East Asia, Bangladesh, India, Nepal, S-i Lanka and 
India in South Asia. In addition, I will provide information on our 
ASEAN and other regional programs.

These particular countries present a significant economic chal
lenge in economic as well as political terms. Yet many of them are 
performing well. 

While poverty is on the wane throughout the region, it still rep
resents a large segment of society and is a major problem for these 
countries. India alone is home to one third of the world's poor. 

Anyone who has traveled in Asia has been impressed by the 
growth and the vibrance of the region. But you also come away 
profoundly affected by lack of jobs, food, electricity and sanitation 
which continue to afflict the people.

There is so much to do. But progress is being made. 
Our investments, and those of thousands of local self-employed 

and small business people are paying off. Asian countries are at
tacking economic and social problems, such as agricultural produc
tion, health, education, infant and child mortality, environment 
and urbanization. 

At the same time good economic policies are energizing and sup
porting the private sector in these countries so that individuals can 
start roadside businesces, taxi services, produce markets, shops,
clinics and schools. A.I.D.'s investments in clinics, schools, water, 
sewer and power structures are becoming more sustainable in the 
long term, because of the viability of the local private sectors. 

For development activities in Bangladesh we are requesting $137 
million in 1992, to continue our support of rural development, agri
culture, family planning and rural electrification. Twenty-five mil
lion dollars will support the family planning program, which has 
resulted in a five-fold increase in the use of family planning meth
ods in the past 15 years-to more than one-third of eligible couples.

We are also supporting a successful micro-enterprise program in 
Bangladesh, where most of the credit is extended to women and the 
average loan size is approximately $38. Z am pleased we have 
reached agreement t-- forgive Bangladesh's development assistance 
debt to the U.S. of approximately $292 million. I would like, specifi
cally, to thank some Members of this committee who helped to get
this through.

For India, our request is $100 million, focusing on the develop
ment of new technologies in medicine, the environment and agri
culture. Twenty-five Indo-U.S. joint ventures have been created and 
are undertaking research and development in biotechnology, engi
neering, pollution control and anti-cancer drugs.

Our request for Indonesia in 1992 is $56 million, which is devoted 
to family planning, the environment, health, private sector devel
opment, as well as democracy. The growth of GNP in Indonssia is 
+he highest in Asia. Poverty has delined from 58 percent in 1970 



781 
to 17 percent in 1987, a remarkable indicator by any measure. Owchild survival projects in Indonesia helped reduce the infant anchild mortality rates by almost 50 percent over the last two dec.ades. We have more than $50 million in active proects which havesupported Indonesia's dramatic decrease in Population growth t
under two percent.Our request for Thailand is $15 million. This was prepared priorto the military coup. All assistance has been suspended at thistime.We are requesting $4 million for the second year of our new program in Mongolia. Our program features technical assistance andtraining to help Mongolia move from a centrally planned economyto a free market economy.For the South Pacific and Fiji we are requesting $20 million tohelp the island nations develop marine resources, commercial agriculture, environmental protection and market access and regionalcooperation.
The ASEAN request is for $3.3 million. Three main areas of cooperation with our fellow ASEAN countries are trade and investment, human resources development.and environmental technology transfer.At the same time, in Nepal we are requesting $15 million to support programs in agriculture, forestry, rural development,and population. We healthare also impharizing the liberalizationNepal is markets as well as democratic initiatives. 

of 
For Sri Lanka we are requesting $41 million in assistance, partof which is for agricultural irrigation and natural resourceagement. These manare important elements of our program. We alsosupport small enterprise development, investment promotion andthe privatization-or 'peopleization" as they call it in Sri Lankaof state-owned enterprises.A.I.D. is also funding a PVO co-financing project designedtrain and integrate those women who have returned to Sri Lanka

to 
because of the Gulf crisis. Some estimates indicate that 70,000 ofthese women are returning.Finally, $13.7 million in DA is requested for Asian regional programs which support projects in the environment, education, irrigation, vitamin A, and democracy. You will note a strong regionwide emphasis on environmental and natural resources management with more than $44 million or 20 percent of our development
assistance budgeting going for environmental activities in 1992.
We also remain committed to the maintenanceversity. Of special note is of biological diour new natural resources management
project in Indonesia which includes establishing three conservation
 

areas.
In Asia-we are trying to meet-three challenges. The first is tohelp the people to reduce levels of poverty and population growth
with training,jobs and education.The second is to promote the development of the local privatesectors for the dignity and skills that self-employment brings andfor the capital, technology and training that the U.S. brings to asociety and its development efforts.Finally, the environment: to arrest the tragic spread of . rvctive environmental practices and to try to restore some of -Ihlh 
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already been damaged. Urban pollution of air and water is one of 
the fastest growing development problems in Asia. 

Our diverse portfolio of activities is carefully designed to activate 
growth, prosperity and participation in the Asian region. 

Thank you. 
[The information follows:] 
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Mr. Chairman and members of the Subcommittee:
 

Thank you for the opportunity to present the budget for the
 
Asian country and regional programs admilz,.ered by A.I.D.1s
 
Bureau for Asia and Private Enterprise. These programs include
 
Indonesia, Thailand, Mongolia, South Pacific and ASEAN in East
 
Asia, and Bangladesh, India, Nepal and Sri Lanka in South
 
Asia. In addition there is a set of regional support programs

for all Asian countries. For these programs, A.I.D. is
 
requesting $206 million in Development Assistance and fol8
 
million in Economic Support Funds, as well as 
$180 million in
 
P.L. 480 Titles II and III. The total level requestee. is $404
 
million, approximately 7 percent higher than the comparable
 
figure in FY 1991.
 

Development Challenae
 

These Asian countries present a significant development

challenge for us, with over one 
half of the more than one
 
billion people living in poverty (World Development Report

1990). India alone is home to one-third of the World's poor 
-

more poor than in all of sub-Saharan Africa.
 

In traveling through these countries one is impressed by the
 
growth and vibrancy of the economies. Yet you are also
 
profoundly affected by the misery which accompanies poverty.

know because I've seen this first hand. 
We must maintain our
 
efforts to attack the social problems associated with poverty
 
-- in agriculture production, health and population, education,

infant and child mortality and environment. We know many of
 
our investments to foster growth have helped in this effort.
 
We need to continue seeking ways to involve the private sector
 
to sustain our efforts in reducing poverty by providing jobs
 
and efficient services.
 

Development Obiectives
 

Economic growth performance in these Asian countries has been
 
relatively good, compared with other regions and also with
 
earlier periods. Countries such as Bangladesh, Nepal, and Sri
 
Lanka are doing moderately well, particularly taking into
 
account the disruptive impacts of ethnic strife in Sri Lanka,
 
the recent border crisis in Nepal, floods in Bangladesh, and a
 
degree of political instability in all three countries. They

have maintained positive growth rates in per capita terms
 
reflecting better performance both on economic growth and
 
population growth.
 

India experienced a marked acceleration in economic growth

during the 1980's, due in part to good agricultural performance
 
and liberalization in trade and industry. Whether this
 
improvemcnt can be sustained or not depends critically on good

economic management. This may be difficult to achieve in the
 
nurrent unsettled political situation.
 

I 
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Indonesia and Thailand are emerging as genuine success stories
particularly in terms of successful LdJustment to shocks of the
early and mid-1980's, based on timely and effective policy
measures, although the-military coup in Thailand has introducedan

element of uncertainty.
 

If economic management is prudent and -if liberalization continues
growth prospects for these Asian countries range from good to
excellent. 
Further, it is heartening to note that generally good
economic growth in the Asia region has resulted in significant
declines in the incidence of poverty. 
Data from Indonesia,
Thailand, India, Sri Lanka, and Bangladesh show a cleartendency
for poverty to decline with growth. 

-

I Population Below
 
the Poverty Line. 
 Per CaitaOrdwth
 

Countx -_.tirdl GNPSL-RX
L ,asBDP.',87.9 

Indonesia (1980-87) 58 
 17 4.3', 4.2
Thailand (1962-86) 59 
 26.. ....... 9.6
India (1972-83) 54 34 
 1.8
Sri Lanka (1963-82) 37 
3.7
 

27 3.0 1.2
Bangladesh (1973-85) 
 65 44 
 0.4-; 0.7
 

On the basis of these encouraging trends and prospects, our
developmental goals'in these Asian countries are:
 

- to further reduce the levels of poverty and population

growth,
 

-
 to reinforce and accelerate the movement towards
market-oriented economies, which supports the local
 
private sector, and
 

- to continue to arrest destructive -environmental practices

and restore damaged areas.
 

We want to enhance the role and performance of markets in critical
areas such as the environment and natural resources; population,
health and education; finance, trade, and investment; and in some
cases, infrastructure. Markets in these areas exist in one forn or
another, but they tend not to work very well without quite a bit in
the way of solid policy and institutional underpinnings. Our
general goal is to 
strengthen the policy and institutional
framework within which market participants operate. In this way we
can play a role in ensuring that the relatively good performance in
the region -- which accounts for the bulk of global poverty  is
sustained and improved and, therefore, the proportion of people
living in proverty further reduced.
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Effectiveness
 

Through our evaluations of A.I.D.'s assistance to these
 
countries, we have evidende that our assistance is being used
 
effectively. It is achieving our foreign policy objectives,
 
and helping to establish conditions necessary for broad based,
 
economic growth and development. A.I.D. is working to overcome
 
policy constraints so that donor assistance as well as private
 
investment results in greater economic growth to benefit all
 
members of these societies. Some examples of how our
 
assistance has been used effectively and resulted in economic
 
development beneficial to the poor may be drawn from our
 
program in Bangladesh.
 

A.I.D. has supported a program which is restructuring the
 
fertilizer distribution system in Bangladesh. Greater access
 
to fertilizer has been widely recognized as a prerequisite for
 
increasing food production by small farmers. Our program is
 
helping Bangladesh deregulate fertilizer prices and markets.
 
As a result, distribution and sales of fertilizer to farmers
 
through private dealers has increased supplies dramatically.
 
Fertilizer sales have grown by 20 percent since 1989, farm
 
level prices have decreased by 10 percent in 1990, and the
 
private market shares have grown to 90% for urea and 98% for
 
gypsum by 1990. Crop production, and most notably rice
 
production, grew by 18 percent in 1990 over the previous year.
 
In addition to the millions of small farm households which have
 
benefited from this restructuring, some 50,000 private
 
retailers of fertilizer and other agricultural inputs operate
 
nationwide in a vibrant competitive fertilizer market.
 

Also in Bangladesh, an A.I.D. project has greatly increased
 
lending to women running microenterprises. Approximately 99
 
percent of the borrowers belong to the poor segment of the
 
population. The size of the average loan is about $83.00.
 
fiscal years 1988 and 1989, about 96 percent of the total
 
volume of loans disbursed were less than $300.00.
 

Our programs in Indonesia also illustrate how the poor
 
benefit. For example, in population, A.I.D. support was
 
instrumental in helping the national family planning program
 
reduce population growth to under 2% for the decade. This
 
compares to an average of 2.3% for the previous decade.
 
Without this decline, there would have been an additional 50
 
million job seekers. Moreover, agricultural production
 
advances would have been overwhelmed and demands for social
 
services would have been much higher -- with considerable
 
budget implications.
 

A.I.D. has also helped the Government of Indonesia make
 
enormous strides in expanding rural financial services. Our
 
assistance to 3660 rural banking institutions has resulted in a
 
40% annual growth in deposits an4 loan volume. Perhaps most
 
important, the system is now profitable and self-sustaining.
 



Our assistance to-seven.provincial'systems toimake l6ansto the
smallest borrowers has also been quite successful.: The program
has recently been judged by an independent avaluation to be
among the best microenterprise projects worldwide.
 

Country and Regional Program Level.
 

RagnAdh -- We are requesting $62.0 million in DA and another$75 million in Food Aid for.programs in agriculture, familyplanning, and rural infrastructure - particularlyelectrification and roads. 
We are the leading donor in the
family planning sector. 
 Over the last 15 years we have
witnessed a five-fold increase in the number of couples using
family planning methods. This is 
over a third of the eligible
couples.
 

The program is now increasingly emphasizing the development of
the urban private sector and democratic initiatives to sustain
the gains in real per capita growth during the 1980's. The
program channels much of its resources to or through the
private sector, including Private-voluntary organizations.
 
Food Aid will continue to help meet domestic shortfalls and be
programmed to reduce agricultural price distortions and
subsidies, and encourage agricultural diversification.
 

India --
The country program request for India is $22 million
in DA and $78 million in PL 480 Title II Food Aid.
 
The DA program is directed at liberalizing the Indian economy
through increased participation of the private sector. 
Private
sector approaches are utilized to help bring technologies and
technology development processes to the market plact. 
 The
program focuses public sector and academia on resolving private
sector-identified bottlenecks to economic development. 
Energy
efficiency is also being directly addressed through parallel
funding with the World Bank of 
a large management and energy

financing project.
 

Poverty concerns are directly addressed by integrating food
supplements under the largest PL 480 Title II program in the
world with maternal and child health programs.
 

l -- The DA request for Nepal is $15 
million. This program
is focused on agriculture, forestry, health and population
issues. 
A.I.D. is giving increased emphasis to liberalizing
markets and decreasing the role of the public sector in the
economy. 
The Mission to Nepal has worked closely with the IBRD
and the ADB in restructuring agricultural policy, particularly
in regards to fertilizer pricing and incentive for the private
sector to market agricultural inputs.
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A.I.D., of course, will continue to respond to requests to help
 
build the country'a fledging democratic institutions.
 
Specifically, we will support administrative decentralization,
 
improvement in the administration of justice and strengthening
 
the legislature.
 

/J c -- The request is for $19.3 million in DA and $21.6 
million in Food Aid. The program is directed toward enhancing 
the private sector's role in development, increasing rural 
incomes and productivity, as well as rehabilitating the 
war-ravaged areas of the country. 

Private sector assistance focuses on policy reform and
 
privatization of state-owned enterprises; investment promotion;
 
small enterprise development; and low-income housing through
 
3,000 private credit and thrift societies. The Mission's
 
multi-year assistance program proposal under Food for Progress
 
will support this thrust.
 

Rural income programs support the national priority development
 
effort in the Mahaweli area, irrigation privatizationi
 
agricultural policy, research production, and marketing
 
assistance aimed increasingly at commercial agriculture; and
 
environmental protection. Food aid will be integrated into
 
these programs.
 

The rehabilitation program provides assistance to help
 
revitalize agriculture, irrigation, the private sector, and
 
housing in the war-ravaged North and East of the country, where
 
fighting has been renewed.
 

Indoneia -- The requested program for Indonesia includes 
$45.3 million in DA, $5.0 million in ESP and $5.8 million in
 
Food Aid.
 

The DA program is devoted to family planning, environment,
 
health, private sector development and democracy. We will
 
continue efforts to expand family planning services which has
 
already lead to the growth rate declining to under 2 percent
 
per year. Child survival support will continue in order to
 
lower the infant mortality rate further.
 

The environment and bio-diversity are increasing concerns. The,
 
program is helping the government redefine its role in the
 
economy, increasing the country's potential to be the next
 
development success story in Asia.
 

ESF funding is needed to meet A.I.D. obligations to EXIM
 
supporting the AT&T Second Digital Switching Project. Food Aid;'
 
supports a PL 480 Title II feeding program.
 



Thalland The'Thailand:request wasand $2.5 million in.ESF. for $12.3 million in DAIt was prepared prior to the recent
military coup. 
We very much regret the overthrow of the
elected Thai government by military leaders.
 
In accordance with Section 513 of the Appropriations Act, our
FY 1991 $14.1 million assistance program has been suspended.
Prior year funds which have not been obligated or expended are
also on "hold". 
 They total $73.4 million. In addition, some
$8 million of central and regional program funds which had been
targeted for Thailand are also being withheld.
 
Total funds suspended or being withheld at this time amount to
$96.1 million. 
As provided for in Section 617 of the Foreign
Assistance Act, A.I.D. has up to eight months to terminate
existing program assistance. 
Our A.I.D. Mission in Thailand is
preparing plans now in accordance with that provision. 
The
United States is currently the only country which has. suspended
assistance to Thailand.
 

Prior to 
the coup, both Thailand and A.I.D. had agreed to an
innovative "advanced developing country" program for the
1990s. 
 This program was built on the theme of mutual benefit:
the matching of Thai development needs for the 1930s with U.S.
technical expertise in areas where we have a comparative
advantage. 
We would hope to reestablish this program when a
democratically elected government is in place.
 
flgDJj -- We are requesting $4.0 million for the second year
of this new program. 
In light of the positive political and
economic policy developments in Mongolia, Secretary Baker in
July 1990 agreed to initiate an assistance program.
 

In December 1990, A.I.D. approved a $2 million FY 1991 program
for Mongolia. 
The program will feature technical assistance
and training to help Mongolia make the difficult transition
from a centrally planned to a free-market economy. Specific
areas of concentration include legal and regulatory rmform and
private sector development. Additional funding will be needed
in FY 1992 for this program.
 

futhPacific andPiji --
 The requested levels are $9.3 
in DA
in ESF for these island nations. An important part
 
and $10.3 

of our DA supported South Pacific program will be the
implementation of four projects announced by the President at
the Pacific Island Summit of 1990 in Honolulu. These projects
will help the island nations develop marine resources,
commercial agriculture, profitable environmental protection,
and market 
access and regional cooperation. 
The focus of these
programs is on strengthening the private sector and increasing
government reliance on market-led growth.
 
ESP is used to meet our Tuna Treaty commitments and a small
amount for Fiji's marine resource development.
 



8
 

ASEA -- The ASIAN request is $3.3 million. ASEAN comprises
 
the countries of Brunel IndonesiaNalaysiai The Philippines,
 
Singapore and Thailand. In'1988, agreement was reached with
 
ASEAN for the A.I.D. program to address critical constraints to
 
sustainable regional economic growth and to enlist private and
 
public sector cooperation to this end. The three main areas of
 
cooperation are trade and investment support, human resource
 
development, and environmental technology transfer.
 

APRE Regional -- Development assistance funds totaling $13.7
 
million is requested for this portfolio of projects which
 
support our Asian bilateral field programs. These projects are
 
managed from Washington for reasons of administrative
 
effectiveness and convenience.
 

The Irrigation Support Project provides field technical
 
assistance to improve the efficiency, reliability and equity of.
 
water delivery and use. The Asia Pacific Economic Cooperation
 
(APEC) Partnership for Education project will establish and
 
enhance sustainable U.S. educational links in the Association
 
of Southeast Asian Nations (ASEAN) region, especially in areas
 
needed for private sector led-growth. Project activities
 
include institutional partnerships, outreach to Asian students
 
studying in the United States, and expansion of private sector
 
training programs.
 

The Regional Vitamin A project aims to reduce infant and child
 
morbidity and mortality in the APRE countries by supporting

promising country specific Vitamin A interventions, thereby
 
reducing the !ncidence of Vitamin A deficiency among children.
 
The APRE Environmental Support project supports planning
 
activities, technical assistance for field and Washington
 
offices in forestry, bio-diversity, natural resources economics
 
and environmental education, and support for the Global
 
Environmental Facility coordinated by the World Bank.
 

The Asia Democracy Program aims to help Asian countries meet
 
the need for democratic reform and consolidation In the 1990s
 
and beyond. It will provide non-partisan funding and technical
 
assistance to activities in such areas as improving the
 
electoral process, developing varied and impartial media,
 
strengthening public advocacy, strengthening legislatures, and
 
improving judicial process and protection. Programs are
 
developed and carried out with host country governments, the
 
private sector and nongove:nmental organizations. A grant to
 
the Asian-American Free Labor Institute provides funding to
 
promote-and strengthen labor unions and rural workers
 
organizations in several Asian countries through training and
 
technical assistance.
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Mr. Chairman, Members of the Subcommittee, I believe that the
A.I.D. programfor FY 1992. 1 
responsive to the needs and
challenges A.I.D. and the people of Asia face in the region.
It supports efforts to further reduce the levels of poverty and
population growth, to accelerate movement toward market
oriented economies, and to deal with environmented concerns.
hope that the Congress and the American people will support our
proposed $404 million investment as one that is modest in cost
with good prospects for substantial dividends.
 

Thank you.
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Mr. FORD. Thank you, Mr. Chairman. 

MR. FoRD's OPENING STATEMENT 

Congressman I am pleased to be here to comment on the situa
tion in South Asia and East Asia Pacific region. I intend to present 
a brief outline of our Fiscal Year 1992 plans for military foreign 
aid programs in my opening statement. 

With your permission submit a fuller explanation and a written 
statement for the record. 

Let me begin with South Asia. 
I would like to first say a few words about South East Eastern 

countries participation in Desert Shield and Desert Storm. All 
countries of the region opposed the Iraqi invasion and support U.N. 
sanctions. 

Of particular interest to us were the military contributions made 
by South Asia countries to the coalition. Pakistan deployed 11,000 
troops, Bangladesh sent 2300 men. 

Even the Afghan resistance sent some units. For several critical 
weeks India allowed our overflights and provided refueling facili
ties for our aircraft. 

Sri Lanka permitted ship and aircraft refueling. These support
ing efforts happened in the face of considerable enthusiasm for 
Saddam Hussein in the streets. 

PAKISTAN 

In the case of Pakistan, also with certain political leaks and 
among the military leadership, we are gratified by all their support 
and participation. 

Mr. Cha!-man, we do not have an extensive security assistance 
program in South Asia. Besides IMET programs, Pakistan has been 
the focus of our efforts in the past decade. 

At the same time, however, we have been attempting to improve 
our security relationship with Pakistan's traditional rival India. 
We do not see our relations with them as a zero sum game. 

In part, a reflection of this, the Department of Defense co-spon
sored the second annual Indo-U.S. strategy symposium last Decem
ber to provide a semi-official forum for dialogue and to improve un
derstanding between the U.S. and our Indian friends. 

As to Indo-Pakistan relations, it has become apparent that even 
though tension over Kashmir remains, the possibility of another 
border war seems much reduced. The two countries exchange of in
struments of ratification of the no-strike of nuclear facilities and 
their promise of additional confidence building measures are en
couraging. 

Of course, the recent resignation of Prime Minister Shankar 
raises a question. Given the stability of India's democratic condi
tion, we do not expect problems. 

As you are aware, we suspended security assistance to Pakistan 
on October 1. No further foreign military financing, grants or loans 
has been issued to Pakistan. 

No new FMS letters of offer and acceptance were implemented 
fnr mrntracta annroved for FMS financini. No FMS materials was 
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shipped or delivered to Pakietn by the U.S. Government after thadate.Training under the International Military Education and Training Program, IMET, has been continued. The fact that the Adinistration is requesting security assistance funds for Pakistan in thiFiscal Year 1992 budget, should not be interpreted as a signal thalthe President intends 

For budgetary purposes, 
to issue Pressler Amendment certification 

progress we have made the assumption of furtheron this nuclear issue and have asked for funds for Paid.stan at a level that is consistent with our available resources, andour national security interest.Fven so, the foreign military financing portion of the Administration's security budget request for Fiscal Year 1992 for Pakistanis radically reduced from the request we presented a year ago. Wehope that Pakistan will restrain its nuclear program within limitsthat would permit the President to make the required certificationand allow a resumption of our military and economic assistance.If this does not come to pass, Pakistan's allocation would be reprogrammed to other FMS claimants. We believe our best hope forresolving the nuclear certification problem lies in a regional approach that involves Pakistan and other regional players.In any case, this is an important and difficult policy issue. Welook forward to working with you and other Members to see if wecan find the solution.Certainly U.S. Pakistan relations are not at their best today.Many Pakistanis feel that the U.S. has once again abandoned Pakistan at a time of great external threat.We hope such a view will pass. For the past 40 years, the U.S.-Pakistan relationship has fluctuated. However, our repeated returnto a positive balance suggests the two countries have enduring interest in that relationship. We are not abandoning Pakistan andhope our Pakistani friends will work with us to remove the currentobstacles in our mutual security relationship.Elsewhere 
$500,000 

in South Asia the Administration is also requestingin FMS grants for Nepalcommunications to procure additional modernequipment, to 6nhance the capabilitiesforces participating in U.N. peacekeeping operations. 
of their
 

Overall the IMET request fo' 
 South Asia totals about $2.1 million for Fiscal Year 1992, including monies for Bangladesh, India,
Nepal, Pakistan and Sri Lanka.
In addition to the obvious objectives of increasing military skills
and knowledge, the IMET program has special importance for themilitary establishments of South Asia through the exposure it provides to military professionalism, democratic values, respect forhuman rights and belief in the rule of law. 
EAST ASIA AND THE PACIFICI would now like to turn to East Asia and the Pacific.
In the Pacific more than any other region, our security interests
and effectiveness are dependent upon a series of bilateral relationships. There is no over-arching alliance system to which each country contributes to the common defense means, nor as each of you is 
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fully aware, is there a strong lobby for foreign military support in 

Asia. 
the Asian Pacific region are just as intense and

Yet the needs ii 
important as elsevhere. It is the Asia Pacific region where U.S. 

that of Europe for over a decade with the
trade has exceeded 

margin of difference increasing every year.
 

It is the Asia Pacific region where American national interests 

are focusing as never before. It is also the region where a delicate 
of U.S. securitymeasurebalance is maintained in large because 

commitments and physical presence. 
Many nations like the Philippines, Singapore, Malaysia, Thai

land and Indonesia actively seek increased defense cooperation be

they realize the growing interdependence of their own and 
cause 

interests and the benefits derived from cooperation
our national 

and inter-operability in the security realm.
 

In Fiscal Year 1992, the Administration is requesting $200.3 mil

lion in FMF grants for the East Asia-Pacific region, $200 million 
are the only two

for the Philippines and $300,000 for Fiji. These 

countries in the region for which we are requesting military assist

ance. 
While other countries could certainly use FMF grants, this mini

mal request reflects the growing fiscal retrenchment experienced 

in the military portion of the foreign aid budget. As projected, the 

requer~ted FMF funding for Asia Pacific represents slightly over 4 

percent of the total worldwide request. 
or

This is a very small amount for a region wherein a dozen 

more vital relationships could be immeasurably strengthened for 

relatively small expenditures. Yet, we do understand the difficul

ties involved. 
Overall, FMF program funding declined by $150 million between 

Fiscal Year 1990, and Fiscal Year 1991. This continued a downward 

trend in FMF funding that began in Fiscal Year 1987. This decline 

squeezed out small but important and effective programs in Indo

nesia and Thailand. 
Further erosion in the .eia-Pacific region could do great damage 

to U.S. interested. The Administration's Fiscal Year 1982 request re-
U.S. resources and improved

flects both the realities of reduced 

economic prospects for some nations.
 

as the only militaryIt leaves a modest amount of IMET funds 
assistance program available to maintain military to military con

tacts with developing nations and Asia ii- Fiscal Year 1992, we an

ticipate funding IMET programs in 11 nations in the region. 

If we receive full funding for our request, thos2 11 nations will 

share in just under $10 million of IMET funding. 
The programs vary widely according to the needs of the recipient 

nation from just $15,000 for Singapore to $2.8 milliun for the Phil

ippines. The funds are primarily to be used for sponsoring foreign 

attendance at U.S. military schools and courses, as well as provid
coun

ing training opportunities in such areas as counterterrorism, 

terinsurgency and joint combined exercises. 
As you can see, both the IMET and FMF programs in East Asia 

are modest. Nonetheless, they are extremely important. 
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The FMF request for the Philippines will aid in that country'sc ounterinsurgency effort. The IMET program will enhance the professionalism of the Philippines Armed Forces.Fiji will use the $300,000 of FMF funding for the purchase ofAmerican made M-16 rifles for its U.N. peacekeeping forces. Atthe same time other countries have not been coping as well. Defense modernization has been slowed in some countries of theregion because our FMF funds were central to foreign decisions onpurchases of military equipment.In other countries the previous reliance on U.S. systems has beenreplaced by active pursuit of third-country suppliers such as China,France and the U.K. because those countries are offering lowerprices, better terms and/or other financial assistance.In summary, I would only comment that the Administration recognizes that FMF and IMET funding will be constrained for theforeseeable future. Nonetheless, the war in the Persian Gulf standsas a clear reminder that we must remain prepared and vigilant.Defense cooperation with both allies and friends is key to greaterronal understanding, mutual respect and regional stability. Thelimited funds requested in Fiscal Year 1992, for the FMF andIMET programs in both these regions pay dividends far in excess oftheir modest cost.The Department of Defense strongly urges, the subcommitteeand the entire Congress to support our request.Thank you, Mr. Chairman. 

[The information follows:] 
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GOOD HORNING, MR. CHAIRMAN AND DISTINGUISHED MEMBERS OF
 
THIS SUBCOMMITTEE. 
 IAN PLEASED TO BE HERE TO COMMENT ON THE
 
SITUATION INBOTH SOUTH ASIA AND THE ASIA-PACIFIC REGION.,
 

LET HE BEGIN FIRST WITH SOUTH ASIA. THE EVENTS INTHE
 
PERSIAN GULF OVER THE PAST SEVEN MONTHS ALSO REVERBERATED
 
THROUGHOUT SOUTH ASIA. 
ALL OF THE COUNTRIES OF THE REGION
 
OPPOSED THE INVASION AND OCCUPATION OF KUWAIT AND SUPPORTED THE
 
ECONOMIC SANCTIONS. MANY OF THE COUNTRIES CONTINUE TO FEEL
 
ECONOMIC HARDSHIP FROM THE DECLINE INREMITTANCES AND DROP IN
 
TRADE. OF PARTICULAR INTEREST TO THE DEPARTMENT OF DEFENSE, OF
 
COURSE, WERE THE MILITARY CONTRIBUTIONS MADE BY A NUMBER OF
 
SOUTH ASIAN COUNTRIES TO THE COALITION ARRAYED AGAINST SADDAM
 
HUSSEIN. PAKISTAN CONTRIBUTED SOME 11,000 TROOPS AND BANGLADESH
 
SENT 2,300 TO HELP DEFEND SAUDI ARABIA. THIS SUPPORT HELD IN
 
THE FACE OF CONSIDERABLE SUPPORT FOR SADDAM HUSSEIN INTHE
 
.STREETSAND, INTHE CASE OF PAKISTAN, WITHIN CERTAIN POLITICAL
 
ELITES AND THE MILITARY LEADERSHIP. A INTERIM GOVERNMENT IN
 
BANGLADESH STOOD FIRM INTHE FACE OF POPULAR DEMAND TO BRING
 
HOME THE TROOPS, 
THE FACTIONS OF THE AFGHAN RESISTANCE SENT
 
TOKEN FORCES. THE INDIAN GOVERNMENT PROVIDED REFUELING
 
FACILITIES FOR LOGISTICS SUPPORT FLIGHTS TO THE GULF. ALTHOUGH
 
WE EVENTUALLY SOUGHT ALTERNATIVE ARRANGEMENTS WHEN POLITICAL
 
PRESSURE ON THE SHEHKAR GOVERNMENT MOUNTED. AFTER A BRIEF
 
SUSPENSION, SRI LANKA RESUMED ITS SUPPORT OF THE MULTINATIONAL
 
:OALITION BY PERMITTING SHIP AND AIRCRAFT REFUELING.
 



OF COURSE' MOST OF OOR'SECURITY ASSISTANCE ATTENTION IN 
SOUTH ASIA OVER THE PAST DECADE HAS BEEN ON PAKISTAN. THE. 

FOREIGN MILITARY FINANCING PORTION OF THE ADMINISTRATION'S 

SECURITY ASSISTANCE BUDGET REQUEST FOR FISCAL YEAR 1992 FOR 

PAKISTAN ISRADICALLY REDUCED ($22811 TO $113.556M)-FROMTHE. 

REQUEST WE PRESENTED JUST A YEAR AGO. ONLY $91.9 MILLION HAS 

BEEN ALLOCATED INFMF, MOSTLY INCONCESSIONAL CREDITS, FOR 

PAKISTAN INTHE CURRENT FISCAL YEAR. 

AS THE SUBCOMMITTEE ISWELL-AWARE, THE CONTINUED ABSENCE OF, 

THE PRESIDENTIAL CERTIFICATION ON PAKISTAN'S NUCLEAR PROGRAM 

REQUIRED BY SECTION 620E(E) OF THE FOREIGN ASSISTANCE ACT (THE 

"PRESSLER AMENDMENT") PRECLUDES ACTUAL PROVISION OF EVEN THESE 

REDUCED LEVELS OF ASSISTANCE TO PAKISTAN. SECTION 620E(E) 

FURTHER PROHIBITS SALE OR TRANSFER OF MILITARY EQUIPMENT AND 

TECHNOLOGY INTHE ABSENCE OF THAT SANE CERTIFICATION. FOR ALL 

PRACTICAL PURPOSES, WE SUSPENDED SECURITY ASSISTANCE TO PAXISTAN 

ON OCTOBER 1,1990. WE CONTINUE TO HOPE, OF COURSE, THAT OUR 

DISCUSSIONS ON THE NUCLEAR ISSUE WILL ENABLE THE PRESIDENT TO 

MAKE THE PRESSLER CERTIFICATION AND ALLOW RESUMPTION OF OUR 

MILITARY AND ECONOMIC ASSISTANCE. IFTHIS DOES NOT COME TO 

PASS, PAKISTAN'S ALLOCATION WOULD BE REPROGRAHNMED TO OTHER FMF 

CLAIMANTS.
 

A REDUCTION INFUNDING LEVELS'IN EXCESS OF FIFTY.PERCENT, 

FROM LAST YEAR'S REQUEST REQUIRES EXPLANATION. PAKISTAN ENJOYED 
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FMF FUNDING LEVELS OF ABOUT $230 MILLION ANNUALLY UNDER A MULTI-

YEAR ASSISTANCE PROGRAM AGREED UPON AT THE HEIGHT OF THE SOVIET
 
OCCUPATION OF NEIGHBORING AFGHANISTAN. GIVEN ITS GEOGRAPHII
 
LOCATION, TIES TO BOTH TO ITS EAST AND WEST, AND ROLE I1
 
MODERATE ISLAMIC FORA, PAKISTAN REMAINS OF STRATEGIC IMPORTANCE'
 
TO THE UNITED STATES. 
PAKISTAN PJ.SO CONTINUES TO HAVE
 
LEGITIMATE MILITARY REQUIREMENTS THAT WELL EXCEED WHAT WE HAVE
 
PROVIDED IN'HE PAST OR PROPOSE TO PROVIDE INTHE FUTURE.
 
HOWEVER. POLITICAL DEVELOPMENTS, INCLUDING THE END OF THE COLD
 
WAR AND THE RISE OF NEW DEMOCRACIES INEUROPE. AND OUR OWN
 
BUDGETARY CONSTRAINTS COMBINE TO CREATE NEW CLAIMANTS ON A
 
SHRINKING FOREIGN ASSISTANCE PROGRAM. 
 WITHOUT SUGGESTING
 
SPECIFIC FUNDING LEVELS, WE MADE EVERY EFFORT TO ENSURE THAT.i
 
PAKISTAN WAS PREPARED FOR A REDUCTION INSECURITY ASSISTANCE IN
 
FY 1991 AND BEYOND.
 

OPERATION DESERT STORM HAS ALSO HAD AN SIGNIFICANT EFFECT ON 
THE ALLOCATION OF OUR SECURITY ASSISTANCE FUNDS, AS WE SEEK TO 
ASSIST FRIENDS AND ALLIES WHO HAVE PARTICIPATED INAND PROVIDED
 
ESSENTIAL SUPPORT TO THE DEPLOYMENTS AND COMBAT OPERATIONS.
 

THE FACT THAT THE ADMINISTRATION ISREQUESTING SECURITY
 
ASSISTANCE FUNDS FOR PAKISTAN INTHE FY 1992 BUDGET SHOULD NOT
 
BE INTERPRETED AS A SIGNAL REGARDING THE PRESIDENT'S INTENT TO
 
MAKE THE PRESSLER AMENDMENT CERTIFICATION. WE OBVIOUSLY HOPE
 
THAT PAKISTAN WILL RESTRAIN ITS NUCLEAR PROGRAM WITHIN LIMITS
 
ACCEPTABLE TO US AND THUS PERMIT THE PRESIDENT TO CERTIFY. 
 IN.,"-.
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THIS REGARD, WE BELIEVE THAT OUR BEST HOPE FOR RESOLVING THE
 

NUCLEAR CERTIFICATION PROBLEM LIES INA REGIONAL APPROACH THAT
 

INVOLVES PAKISTAN'S NEIGHBORS AND OTHER SOUTH ASIAN PLAYERS.
 

FOR BUDGETARY PLANNING PURPOSES ONLY. WE HAVE ASSUMED THAT THE
 

PRESSLER CERTIFICATION CAN BE MADE INFY 1992 AND ARE REQUESTING
 

FUNDS FOR PAKISTAN AT A LEVEL THAT WE BELIEVE ISCONSISTENT WITH
 

PAKISTAN'S NEEDS. OUR NATIONAL SECURITY INTERESTS, AND OUR
 

AVAILABLE RESOURCES.
 

THERE ISNO DENYING THAT U.S.-PAKISTAN RELATIONS ARE NOT AT
 

THE BEST AT THE MOMENT AND THAT STRONG LATENT ANTI-AMERICAN
 
' 


FEELINGS HAVE SURFACED INDISTURBING WAYS, EVEN AMONG THE
 

NORMALLY PRO-AMERICAN PROFESSIONAL MILITARY. MANY OF OUR
 

MILITARY CONTACTS FEEL THAT THE U.S. HAS ONCE AGAIN ABANDONED
 

PAKISTAN AT A TIME OF GREAT EXTERNAL THREAT. WE HOPE THAT SUCH
 

VIEWS ARE TRANSITORY. FROM A HISTORICAL PERSPECTIVE, THE STATE
 

OF OUR RELATIONS AND HOW EACH COUNTRY HAS VIEWED THE-OTHER HAVE
 

FLUCIJATED DRAMATICALLY OVER THE PAST FORTY-PLUS YEARS.
 

THE REPEATED RETURN TO A POSITIVE EQUILIBRIUM SUGGESTS
HOWER*. 
THAT UR COUNTRIES HAVE ENDURING. SUPPORTIVE 'INTERESTS WITH EACH
 

OTHER.
 

PAKISTAN REMAINS AN IMPORTANT FACTOR INMAINTAINING SOUTH
 

ASIAN REGIONAL STABILITY. WE WANT TO ENCOURAGE PAKISTAN'S
 

CONTINUED ECONOMIC DEVELOPMENT AND STRENGTHENED DEMOCRATIC
 

PAKISTAN CAN ALSO CONTRIBUTE IMPORTANTLY TO OUR
INSTITUTIONS. 


INTERESTS INPOST-CRISISSECURITY ARRANGEMENTS FOR THE GULF. ,'
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PAKISTAN HAS LONG-STANDING MILITARY RELATIONS WITH ALL OF THE
 
GULF STATES. AS A CONSERVATIVE MUSLIM STATE, THERE COULD BE AN
 
IMPORTANT PLACE FOR PAKISTAN, IFITS LEADERSHIP WISHES TO PLAY
 
SUCH AROLE. 
PAKISTAN ISCRUCIAL TO OUR OBJECTIVES OF
 
PREVENTING PROLIFERATION OF MISSILES AND NON-CONVENTIONAL
 
WEAPONS INTHE REGION. 
WE ARE ALSO INTERESTED INSEEING THAT
 
PAKISTAN RETAINS ITS PROGRESSIVE AND OPEN ORIENTATION AND DOES
 
NOT BECUE AN INWARD-LOOKING, RADICAL SOCIETY. 
 ITISFURTHER'IN
 
OUR INTEREST THAT PAKISTAN CONTINUE TO RELY ON US FOR ITS
 
SECURITY AND NOT DEVELOP A CLOSER RELIANCE ON IRAN OR THE PRC OR
 
BOTH.
 

CLOSE TIES WITH THE U.S. ARE IMPORTANT TO PAKISTAN INLARGE
 
PART BECAUSE OF THE ARMS SUPPLIER AND AID DONOR ROLE THAT THE
 
U.S. HAS PLAYED OVER THE YEARS AND HOPES TO PLAY INTHE FUTURE.
 
4 STRONG U.S.-PAKISTAN RELATIONSHIP ALSO SUPPORTS THE
 
STRENGTHENING OF DEMOCRATIC INSTITUTIONS.AND THOSE WHO WISH TO
 
'EE PAKISTAN DEVELOP ECONOMICALLY AND SOCIALLY AND WITHOUT
 
*XCESSIVE RELIANCE ON IRAN AND OTHER RADICAL MODELS.
 

INTHE ABSENCE OF THE PRESSLER AMENDMENT CERTIFICATION BY
 
THE PRESIDENT AFTER I OCTOBER 1990, THE DEPARTMENT OF DEFENSE
 
ACTED IMMEDIATELY TO SUSPEND SECURITY ASSISTANCE FOR PAKISTAN AS
 
REQUIRED BY LAW. 
NO FURTHER FOREIGN MILITARY FINANCING, GRANTS
 
OR LOANS, WAS ISSUED TO PAKISTAN. 
NO NEW FMS LETTERS OF OFFER
 
AND ACCEP'ANCE (LOAS) WERE IMPLEMENTED, NOR CONTRACTS APPROVED
 
-)R FMF FINANCING. 
NO FMS MATERIAL WAS SHIPPED OR DELIVERED TO
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PAKISTAN BY THE US. GOVERNMENT AFTER THAT DATE.. TRAINING-UNDER
 

THEINTERNATIONAL MILITARY EDUCATION AND JTRAINING (IMET) PROGRAM
 

WAS DISCONTINUED.
 

THE MANAGEMENT ACTIONS TAKEN BY THE DEPARTMENT OF 
DEFENSETO
 

IMPLEMENT PRESSLER ARE INTENDED AS A SUSPENSION OF ASSISTANCE
 

AND NOT TERMINATION. WE HAVE NOT CANCELED EXISTING CONTRACTS.
 

AND PERFORMANCE UNDER FUNDED CONTRACTS FOR DEFENSE SERVICES HAS 

BEEN ALLOWED TO CONTINUE. DEFENSE ARTICLES BEING PROCURED
 

THROUGH FMS CONTINUE TO BE DELIVERED TO THE U.S. GOVERNMENT 
OR
 

THE LONG-
DESIGNATED CONTRACTOR SITES WHERE THEY ARE STORED. 


STANDING SECURITY RELATIONSHIP BETWEEN THE U.S. 
AND PAKISTAN.
 

ESPECIALLY CLOSE OVER THE LAST DECADE, HAS DEVELOPED 
MILITARY-


TO-MILITARY RELATIONSHIPS THAT ARE SURVIVING THE 
CURRENT AID
 

WE
 
SUSPENSION, ALTHOUGH THAT HAS CERTAINLY CREATED 

STRESSES, ..


CONTINUE TO MAINTAIN OUR SECURITY ASSISTANCE OFFICE 
INOUR
 

EMBASSY INISLAMABAD, ALTHOUGH AT REDUCED LEVELS DUE TO THE
 

SECURITY SITUATION INPAKISTAN RESULTING FROM 
THE GULF CRISIS.
 

PAKISTANI MILITARY STUDENTS CONTINUE TO ATTEND 
OUR SCHOOLS.
 

WHERE U.S. FUNDING ISNOT INVOLVED. THE U.S. NATIONAL WAR
 

COLLEGE PLANS TO SEND A GROUP TO PAKISTAN THIS 
SPRING IFTHE
 

SECURITY SITUATION PERMITS, AND THEIR AIR WAR 
COLLEGE WILL VISIT
 

PAKISTANI CADETS ATTEND THE U.S.
 THE STATES LATER THIS YEAR. 


AIR FORCE ACADEMY. THE PAKISTANI MILITARY PRIZES ITS
 

WITH ITS AMERICAN COUNTERPARTS AND.
 isnfEcoTnuAI AcnrTATilnN 



JUDGES ITSELF BY OUR STANDARDS. 
ITISA RELATIONSHIP THAT ISIN
 
OUR BEST NATIONAL INTERESTS TO PRESERVE.
 

ELSEWHERE INSOUTH ASIA, THE.ADMINISTRATION ISALSO-

REQUESTING $500.000 INFMF GRANTS FOR NEPAL TO PROCURE
 
ADDITIONAL MODERN COMMUNICATIONS EQUIPMENT.TO ENHANCE THE

CAPABILITIES OF THEIR FORCES PARTICIPATING INU.N, PEACEKEEPINGi
 
OPERATIONS.
 

OVERALL, THE IHET REQUEST FOR SOUTH ASIA TOTALS $2.065.

MILLION FOR FY 1992, DISTRIBUTED AS SHOWN ON THE ATTACHED CHART.

INADDITION TO THE OBVIOUS OBJECTIVES OF INCREASING MILITARY

SKILLS AND KNOWLEDGE, THE IMET PROGRAM HAS SPECIAL IMPORTANCE
 
FOR THE MILITARY ESTABLISHMENTS OF SOUTH ASIA THROUGH THE

EXPOSURE ITPROVIDES TO MILITARY PROFESSIONALISM, DEMOCRATIC

VALUES. RESPECT FOR HUMAN RIGHTS, AND BELIEVE INTHE RULE OF

LAW. THERE ISNO QUESTION INMY MIND THAT THE IMET EXPERIENCES
 
PROVIDED INYEARS PAST TO NOW SENIOR MILITARY OFFICERS FROM
 
SOUTH ASIAN COUNTRIES PLAYED A POSITIVE PART INTHE ADVANCES IN

DEMOCRACY AND DEMOCRATIC INSTITUTIONS THE REGION HAS ENJOYED IN
 
THE*PAST YEAR.
 

I WOULD NOW LIKE TO TURN TO EAST ASIA AND THE PACIFIC,

BEGINNING WITH A FEW COMMENTS ON OUR FMF AND IMET PROGRAMS.o
 
FOLLOWED BY SOME OBSERVATIONS ON THE STATE OF OUR SECURITY'
 
RELATIONSHIPS INTHE REGION.
 



INTHE 'PACIFIC. MORE THAN ANY OTHER REGION, OUR SECURITY
 

INTERESTS AND EFFECTIVENESS ARE DEPENDENT UPON A SERIES OF
 

BECAUSE ITISNOT RELEVANT TO THIS
BILATERAL RELATIONSHIPS. 


DIVERSE REGION, THERE ISNO OVERARCHING ALLIANCE SYSTEM TO WHICH
 

NOR, AS
EACH COUNTRY CONTRIBUTES TO THE COMMON DEFENSE NEEDS, 


EACH OF YOU ISFULLY AWARE. ISTHERE A STRONG LOBBY FOR FOREIGN
 

YET THE NEEDS INTHE ASIA-PACIFIC
MILITARY SUPPORT INASIA. 


REGION ARE JUST AS INTENSE. JUST AS IMPORTANT AS ELSEWHERE. IT'
 

ISTHE ASIA-PACIFIC REGION WHERE U.S. TRADE HAS EXCEEDED THAT OF
 

EUROPE FOR OVER A DECADE WITH THE MARGIN OF DIFFERENCE
 

ITISTHE ASIA-PACIFIC REGION WHERE
INCREASING EACH YEAR. 

ITIS
ANERICAN NATIONAL INTERESTS ARE FOCUSING AS NEVER BEFORE. 


ALSO THE REGION WHERE A DELICATE BALANCE ISMAINTAINED, INLARGE
 

MEASURE BECAUSE OF U.S. SECURITY COMMITMENTS AND A PHYSICAL
 

PRESENCE.
 

BECAUSE OF THE TREMENDOUS ECONOMIC AND POLITICAL PROGRESS
 

INTHE REGION, AND THE LIKELIHOOD THAT ITWILL CONTINUE TO OUT
 

PACE OTHER GEOGRAPHIC REGIONS, THE 21ST CENTURY HAS BEEN CALLED
 

THE ASIAN CENTURY. DESPITE THIS ACKNOWLEDGEMENT, WE OFTEN
 

OVERLOOK THE TREMENDOUS BENEFITS TO BOTH OUR SECURITY, AND MORE
 

PAROCHIALLY OUR ECONOMY, THROUGH RELATIVELY MINIMAL EXPENDITURES
 

OLD ALLIES
INMILITARY FOREIGN AID PROGRAMS LIKE FMF AND IMET. 


AND LOYAL FRIENDS HAVE FOUND THEIR ACCESS TO U.S. GRANTS, LOANS
 

OR CREDITS, EDUCATION AND TRAINING PROGRAMS AND AMERICAN MADE
 

MILITARY EQUIPMENT RESTRICTED. WE ARE DENYING THEM THE FUNDS
 

AND PROGRAMS THAT WOULD NOT ONLY ALLOW THEM TO SATISFY
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LEGITIMATE DEFENSIVE REQUIREMENTS, BUT WE ARE-ALSO FORECLOSING.
 

AN AVENUE THAT PROMOTES A TREMENDOUSLY GREATER DEGREE OF
 

BILATERAL UNDERSTANDING AND COOPERATION.
 

PLEASE DO NOT MISUNDERSTAND MY MEANING. OUR MORE 

ECONOMICALLY SUCCESSFUL ALLIES LIKE JAPAN AND KOREA ARE ABLE TO 

SUPPORT THEIR DEFENSE PROGRAMS THROUGH THEIR OWN RESOURCES ON A 

PAY AS YOU GO BASIS. BUT FOR MANY OF OUR OTHER FRIENDS, STILL 

DEVELOPING TH:IR POTENTIAL, THE AMERICAN FMF AND IMET PROGRAMS 

HAVE BEEN A MAINSTAY OF DEFENSE MODERNIZATION. TRAINING INTHE 

UNITED STATES ISWHERE CLOSE AND LONG LASTING MILITARY-TO-

MILITARY TIES ARE DEVELOPED, AND FOREIGN STUDENTS ARE EXPOSED TO 

AMERICAN TRADITIONS OF DEMOCRACY, HUMAN RIGHTS AND ELECTED 

CIVILIAN GOVERNMENT CONTROL OF THE MILITARY. 

MANY NATIONS, LIKE THE PHILIPPINES, SINGAPORE, MALAYSIA,
 

THAILAND, AND INDONESIA ACTIVELY SEEK INCREASED DEFENSE
 

COOPERATION BECAUSE THEY REALIZE THE GROWING INTERDEPENDENCE OF
 

THEIR AND OUR OWN NATIONAL INTERESTS, AND THE BENEFITS DERIVED
 

FROM COOPERATION AND INTEROPERABILITY INTHE SECURITY REALM. WE
 

MUST AVOID SHOOTING OURSELVES INTHE FOOT BY UNDERTAKING ACTIONS
 

SUCH AS FURTHER REDUCING OF FMF FUNDS AT A TIME WHEN WE ARE
 

STRONGLY ENCOURAGING OUR FRIENDS TO "BUY AMERICAN".
 

INFY-92, THE ADMINISTRATION ISREQUESTING $200.3 MILLION
 

INFMF GRANTS FOR THE EAST ASIA - PACIFIC REGION: $200 MILLION
 

FOR THE PHILIPPINES AND $300,000 FOR FIJI. THESE ARE THE ONLY
 

TWO COUNTRIES INTHE REGION FOR WHICH WE ARE REQUESTING FOREIGN
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MILITARY FINANCING. WHILE OTHER COUNTRIES COULD CERTAINLY USE
 
FMF GRANTS, THIS MINIMAL REQUEST REFLECTS THE GROWING FISCAL
 
RETRENCHMENT BEING EXPERIENCED INTHE MILITARY PORTION OF THE
 
FOREIGN AID BUDGET. AS PROJECTED, THE REQUESTED FMF FUNDING FOR
 

ASIA-PACIFIC REPRESENTS ONLY SLIGHTLY OVER FOUR PERCENT OF THE
 
TOTAL WORLDWIDE REQUEST. THIS IS A VERY SHALL AMOUNT FOR A
 
REGION WHEREIN A DOZEN OR MORE VITAL RELATIONSHIPS COULD BE
 
IMMEASURABLY STRENGTHENED FOR A RELATIVELY SMALL EXPENDITURE.
 

YET, WE DO UNDERSTAND THE DIFFICULTIES INVOLVED. OVERALL
 
FMF PROGRAM FUNDING DECLINED BY $150 MILLION BETWEEN FY-90 AND
 
FY-91. THIS CONTINUED A DOWNWARD TREND INFMF FUNDING THAT
 
BEGAN INFY-87. THIS DECLINE HAS ALREADY SQUEEZED OUT SHALL,
 
BUT IMPORTANT AND EFFECTIVE PROGRAMS INBOTH INDONESIA AND
 

THAILAND. FURTHER EROSION INTHE ASIA-PACIFIC REGION COULD DO
 
GREAT DAMAGE TO U.S. INTERESTS.
 

THE ADMINISTRATION'S FY-92 REQUEST REFLECTS BOTH THE
 

REALITIES OF REDUCED U.S. RESOURCES AND IMPROVED ECONOMIC
 
PROSPECTS FOR SOME NATIONS. ITLEAVES A MODEST AMOUNT OF IMET
 

FUNDS AS THE ONLY MILITARY ASSISTANCE PROGRAM AVAILABLE TO
 
MAINTAIN MILITARY-TO-MILITARY CONTACTS WITH DEVELOPING NATIONS
 

INASIA. INFY-92, WE ANTICIPATE FUNDING IMET PROGRAMS IN
 
ELEVEN NATIONS INTHE REGION.
 

IFWE RECEIVE FULL.FUNDING FOR OUR REQUEST.-THOSE ELEVEN
 

NATIONS WILL SHARE INJUST UNDER TEN MILLION (9.795M) DOLLARS:OF
 
IMET FUNDING. THE PROGRAMS VARY WIDELY ACCORDING TO THE NEEDS
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OF THE RECIPIENT NATION -- FROM JUST $15,000 FOR SINGAPORE TO
 

2.8 MILLION DOLLARS FOR THE PHILIPPINES. THE FUNDS ARE
 

PRIMARILY TO BE USED FOR SPONSORING FOREIGN ATTENDANCE AT U.S.
 

MILITARY SCHOOLS AND COURSES AS WELL AS PROVIDING TRAINING
 

OPPORTUNITIES INSUCH AREAS AS LOGISTICS AND MAINTENANCE,
 

COUNTER-TERRORISM, COUNTER-INSURGENCY AND JOINT/COMBINED
 

EXERCISES.
 

AS YOU CAN SEE. BOTH THE IMET AND FMF PROGRAMS INEAST
 

ASIA ARE MODEST. NONETHELESS. THEY ARE EXTREMELY IMPORTANT.
 
THE FMF REQUEST FOR THE PHILIPPINES WILL AID INTHAT COUNTRY'S
 

COUNTERINSURGENCY EFFORT. THE IMET PROGRAM WILL ENHANCE THE
 

PROFESSIONALISM OF THE PHILIPPINE ARMED FORCES. FIJI WILL USE
 

THE $300,000 OF FMF FUNDING FOR THE PURCHASE OF AMERICAN-MADE
 

M-16 RIFLES FOR ITS U.N. PEACE-KEEPING FORCES.
 

AT THE SANE TIME, OTHER COUNTRIES HAVE NOT BEEN COPING AS 

WELL., DEFENSE MODERNIZATION HAS BEEN SLOWED INSOME COUNTRIES 

OF THE REGION BECAUSE OUR FMF FUNDS WERE CENTRAL TO FOREIGN 

DECISIONS ON PURCHASES OF MILITARY EQUIPMENT. INOTHER 

COUNTRIES. THE PREVIOUS RELIANCE ON U.S. SYSTEMS HAS BEEN 

REPLACED BY ACTIVE PURSUIT OF THIRD COUNTRY SUPPLIERS - SUCH AS 

CHINA, FRANCE AND THE UK - BECAUSE THOSE COUNTRIES ARE OFFERING 

LOWER PRICES, BETTER TERMS AND/OR OTHER FINANCIAL ASSISTANCE, 

JAPAN 

LET HE BEGIN THIS PORTION OF MY TESTIMONY BY PROVIDING YOU
 

WITH AN UPDATE ON WHERE WE ARE WITH OUR MOST IMPORTANT SINGLE
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DEFENSE RELATIONSHIP INTHE REGION.- JAPAN. A STRONG,
 
COMPLEMENTARY SECURITY RELATIONSHIP WITH JAPAN CONTINUES AS THE
 
KEY TO OUR PACIFIC STRATEGY OF LONG TERM STABILITY AND ACCESS TO
 
THE ASIA-PACIFIC REGION. JAPANESE SUPPORT ENHANCES OUR ABILITY
 
TO REMAIN FORWARD DEPLOYED INASIA. WITHOUT IT,WE WOULD NOT BE
 
ABLE TO SUSTAIN THE PRESENCE PACIFIC-WIDE THAT OPTIMIZES OUR
 
FORCE STRUCTURE, DETERS REGIONAL CONCERNS OVER INTRA-THEATER
 
HEGEMONY, AND GIVES THE U.S. SOMETIMES SUBTLE (BUT NEVERTHELESS
 
REAL) ECONOMIC, DIPLOMATIC AND STRATEGIC INFLUENCE INTHE
 
REGION. JAPAN UNDERSTANDS THIS AS WELL. EARLIER THIS YEAR WE
 
AGREED UPON A SIGNIFICANT HOST-NATION SUPPORT ARRANGEMENT WHICH
 
WILL RESULT INJAPAN ASSUMING MORE THAN 50% OF OUR STATIONING
 
COSTS OVER THE NEXT FIVE YEARS, INCLUDING 100% OF ALL FOREIGN
 
LABOR AND 100% OF ALL UTILITIES COSTS. IFYOU EXCLUDE MILITARY
 
SALARIES, JAPAN WILL BE PAYING OVER 70% OF OUR COSTS. JAPAN
 
ALREADY PROVIDES ALMOST ALL NEW CONSTRUCTION AND MORE THAN 501
 

OF OUR LABOR-COSTS. WHILE JAPAN CAN AFFORD TO PAY MORE --AND
 
WE WILL CONTINUE TO PURSUE ADDITIONAL SUPPORT --WE ARE RAPIDLY
 
REACHING A POINT WHEREBY JAPAN WILL BE PAYING ALL THE
 
APPROPRIATE COSTS OF OUR PRESENCE.
 

JAPAN'S OWN DEFENSE CAPABILITY CONTINUES TO IMPROVE IN A
 

MANNER CONSISTENT WITH THE DEFENSIVE ROLE JAPAN PLAYS INTHE
 
REGION. JAPAN FOREGOES OFFENSIVE FORCES AND AS A MATTER OF
 
POLICY REFRAINS FROM PARTICIPATING INFOREIGN ARMS SALES. THESE
 
POLICIES OF JAPAN SHOULD BE RECOGNIZED AS CONTRIBUTING
 

SIGNIFICANTLY TO REGIONALSTABILITY AND PROSPERITY.
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JAPAN'S FOREIGN ASSISTANCEBUDGET ISNOW THE LARGESTIN THE
 
WORLD AND MOST OF ITISDIRECTED TOWARD THE ASIA-PACIFIC REGION,
 
CONTRIBUTING SIGNIFICANTLY TO THE STABILITY AND ECONOMIC GROWTH
 
OF THAILAND AND INDONESIA INPARTICULAR. JAPAN ISWORKING WITH
 
US TO ENSURE LONG TERM PROGRESS INTHE PHILIPPINES, AND IS
 
SUPPORTIVE OF OUR EFFORTS TO REACH AN EQUITABLE ARRANGEMENT OVER
 

OUR BASES THERE.
 

JAPAN HAS PLEDGED ALMOST $13 BILLION FOR SUPPORT OF THE
 
MULTINATIONAL EFFORT INTHE GULF WAR. JAPAN HAS BEEN CRITICIZED
 
FOR DELAY INMEETING ITS CONTRIBUTION. INFACT, JAPAN HAS BEEN
 
VERY RESPONSIVE TO THE NEEDS OF THE MULTINATIONAL FORCES AND
 
FRONTLINE STATES WITH THE $4BILLION COMMITTED INCY 90 AND HAS
 
BEEN EXPENDING FUNDS AS QUICKI.Y AS REQUIREMENTS HAVE BEEN
 
IDENTIFIED@ WE EXPECT THAT THE NEARLY $9BILLION COMMITTED THIS
 
YEAR WILL BE DISPERSED VERY SOON. IWOULD ALSO LIKE TO COMMENT
 
BRIEFLY ON THE "IN-KIND" SUPPORT PROVIDED THE U.S. CENTCOM BY
 
JAPAN. THERE HAD BEEN SPECULATION THAT THIS IN-KIND SUPPORT
 
WOULD SIMPLY BE ANOTHER VENUE TO MARKET JAPANESE GOODS, THEREBY
 
QUESTIONING THE GOVERNMENT OF JAPAN'S COMMITMENT TO THE
 
COALITION. INFACT, BY DOLLAR AMOUNT, APPROXIMATELY 70 PERCENT
 
OF ITEMS CONTRACTED FOR ARE U.S. MANUFACTURED COMING FROM U.S.
 
SUPPLIERS. ONLY ABOUT SEVEN PERCENT ARE JAPANESE MADE ITEMS.
 
THE REMAINING 23 PERCENT OF THE ITEMS ARE FROM MIDDLE EAST
 
SUPPLIERS, BUT OUR BEST ESTIMATE ISTHAT AT LEAST TEN PERCENT OF
 
THOSE AREOF U.S. ORIGIN AS WELL.
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ITISSOMETIMES CONVENIENT FOR SOME TO FIND FAULT WITH THE
 

PACE AND SCOPE OF JAPANESE CONTRIBUTIONS.- ITISSAID THAT JAPAN
 

MOVES TOO SLOWLY, OR THAT ITMOVES ONLY AFTER U.S. PRESSURE, OR
 

THAT ITONLY LOOKS AFTER ITS OWN INTERESTS. BUT IFONE LOOKS AT
 

THE BIG PICTURE, ITISAPPARENT THAT JAPAN IS A DEMOCRACY. THAT
 

ITISDOING MORE THAN MOST WOULD HAVE THOUGHT POSSIBLE ONLY A
 

-FEW YEARS AGO, AND THAT JAPAN HAS BEEN ONE OF THE STRONGEST
 

POLITICAL ALLIES OF THE U.S. INRECENT TIMES. ITWOULD BE A
 

MISTAKE TO JUDGE JAPAN'S CONTRIBUTION TO THE NEW WORLD ORDER
 

BASED SOLELY ON ITS ABILITY OR INABILITY TO PROVIDE MILITARY
 

FORCES.
 

KOREA 

TURNING TO THE KOREAN PENINSULA, WE REMAIN CONCERNED THAT THIS
 

ISTHE MOST LIKELY PLACE INTHE REGION FOR HOSTILITIES TO ERUPT.
 

KIM IL-SUNG ISONE OF THE FEW COMMUNIST IDEOLOGUES LEFT ANYWHERE
 

INTHE WORLD. HE HAS STEADFASTLY REFUSED TO ACKNOWLEDGE THAT
 

THE COMMUNIST SYSTEM HAS BANKRUPTED ITSELF, AND ISRELUCTANT TO
 

INITIATE MUCH NEEDED REFORMS TO BRING NORTH KOREA OUT OF THE
 

DARK AGES. HE PERSISTS INRULING WITH AN IRON HAND, AND
 

CONTINUES A MILITARY BUILD UP THAT INNO WAY COULD BE CALLED
 

DEFENSIVE, NORTH KOREA CONTINUES ITS NUCLEAR PROGRAM AND
 

REFUSES TO ACCEDE TO IAEA SAFEGUARD INSPECTIONS. DESPITE THE
 

PROMISE AFFORDED BY THE SOUTH-NORTH TALKS, PYONGYANG THUS FAR
 

REMAINS INTRANSIGENT. THE ENTIRE NORTH KOREAN SOCIETY IS
 

SUFFERING ECONOMICALLY AND DEVELOPMENTALLY BECAUSE OF THE.DIE
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HARD'CO*HITMENT OF'THE TWO KIS'TO ACHIEVE THEIR GOALOF'UNITING
 

KOREA, BY FORCE IFNECESSARY.
 

INCONTRAST, THE SITUATION INTHE SOUTH CONTINUES TO BE
 

PROMISING. ALTHOUGH THE ECONOMY HAS RECENTLY SLOWED. THE
 
REPUBLIC OF KOREA REMAINS ONE OF THE REGION'S GREAT SUCCESS
 

STORIES. INDICATIONS ARE THE ECONOMY ISNOW ON THE RISE AGAIN,
 
AND THERE ISGREATER POLITICAL FREEDOM AND DEMOCRACY INTHE
 

COUNTRY THAN THERE HAS BEEN SINCE THE END OF THE KOREAN WAR. ON
 

A MORE PAROCHIAL BASIS, THE ROK DEFENSE ESTABLISHMENT ISSTAYING
 

OUT OF POLITICS AND WORKING TO IMPROVE ITS MILITARY
 
CAPABILITIES. ALTHOUGH THE BALANCE OF FORCES STILL FAVORS THE
 

NORTH, SEOUL ISSTEADILY IMPROVING ITS RELATIVE STRENGTH.
 

INDEED, ITISPRECISELY BECAUSE OF THIS THAT THE UNITED STATES
 

BELIEVES ITCAN WITHDRAWN 7000 PERSONNEL (5000-ARMY AND 2000-AIR
 

FORCE) BY THE END OF 1992 UNDER THE TERMS OF PHASE IOF OUR
 
STRATEGIC FRAMEWORK FOR ASIA. THE REPUBLIC OF KOREA HAS
 

INDICATED ITS WILLINGNESS TO ASSUME THE LEADING ROLE INITS OWN
 

DEFENSE FROM THE U.S., AND HAS BEGUN TO COMMIT ITSELF TO
 

SPECIFIC ACTIONS SUCH AS KOREAN GENERAL OFFICERS ASSUMING HIGHLY
 

VISIBLE COMMAND/LEADERSHIP POSITIONS, THE NAMING OF A KOREAN
 

FOUR STAR GENERAL AS GROUND COMPONENT COMMANDER. THE
 

INACTIVATION OF THE COMBINED FIELD ARMY, AND ACCEPTANCE OF A
 

REDUCTION OF U.S. SPACES INTHE JOINT SECURITY AREA.
 

BESIDES ITS OWN DEFENSE BUILD UP AND ITS COMMITMENT TO ASSUME
 

THE LEADING ROLE INITS OWN DEFENSE, SEOUL HAS ALSO BEEN
 

FORTHCOMING INTERMS OF COST SHARING SUPPORT FOR THE STATIONING
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OF U.S. FORCES ON THE PENINSULA. FOR EXAMPLE, INFY-91 THERE
 
WILL BE A 115 PERCENT INCREASE INCOST SHARING OVER THE 70
 
MILLION DOLLARS OF FY-90. INDEED. SINCE 1989 THERE HAS BEEN
 
MORE THAN A THREEFOLD INCREASE - FROM 45 MILLION DOLLARS IN
 
FY-89 TO 150 MILLION DOLLARS INFY-91. MOREOVER, THE KOREANS
 
HAVE INCREASED THE NUMBER OF CATEGORIES OF SUPPORT. INTHE
 
UPCOMING FISCAL YEAR, THE KOREANS WILL CONTRIBUTE TO INDIGENOUS
 
LABOR COSTS, COMBINED ACTIVITIES, WAR RESERVE STOCKS, AND
 
MILITARY CONSTRUCTION - NONE OF WHICH WERE CATEGORIES OF COST
 

SHARING INFY-89.
 

REPUBLIC OF KOREA SUPPORT FOR OPERATION DESERT STORM HAS ALSO
 
BEEN HELPFUL. GIVEN THE STATE AND SIZE OF THE KOREAN ECONOMY.
 
THE REPUBLIC OF KOREA WAS THE FIRST NATION TO RESPOND WITH VITAL
 
AIRLIFT AND SEALIFT SUPPORT. SUBSEQUENT OFFERS OF ASSISTANCE
 
HAVE INCLUDED $500 MILLION DOLLARS TO THE ANTI-IRAO COALITION
 
($1IOM INCASH TO THE U.S., IOSM INTRANSPORTATION, lOOM IN
 
ECONOMIC ASSISTANCE TO THE FRONTLINE STATES, 170H INMILITARN
 
EQUIPMENT AND MATERIEL, AND 15H INAID TO THE MULTI-NATIONAL
 
FORCES), AND CONTINUED AIRLIFT AND SEALIFT SUPPORT. THE
 
REPUBLIC OF KOREA HAS ALSO DISPATCHED A MEDICAL SUPPORT GROUP
 
CONSISTING OF SOME 154 PERSONNEL. AND DEPLOYED FIVE C-130
 
AIRCRAFT, INCLUDING 156 GROUND SUPPORT PERSONNEL TO THE GULF.
 
THE COST OF THESE TWO UNITS ISOVER AND ABOVE THE $500 MILLION
 
INCASH. TRANSPORTATION, AND ASSISTANCE-IN-KIND THAT WASPLEDGED
 

BY THE ROK.
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CHINA 

ELSEWHERE IN-NORTHEAST ASIA,"THE PEOPLE'S REPUBLIC OF CHINA,
 

TOWARD THE LATTER PART OF 1990, ACHIEVED SEVERAL MAJOR
 

DIPLOMATIC SUCCESSES INCLUDING: THE ESTABLISHMENT OF DIPLOMATIC
 

RELATIONS WITH SAUDI ARABIA, INDONESIA, AND SINGAPORE, AND
 

ACHIEVING A MORE CONSTRUCTIVE INFLUENCE INRESOLVING THE
 

CAMBODIAN ISSUE. TOGETHER THESE ALLOWED CHINA TO REGAIN SOME OF
 
ITS INTERNATIONAL RESPECTABILITY --WHICH HAD BEEN SO BADLY
 

DAMAGED INTIANANMEN. AS A RESULT, THE EUROPEAN COMMUNITY HAS.
 

MOVED TO EASE ASPECTS OF ITS SANCTIONS AGAINST CHINA.
 

UNFORTUNATELY, DOMESTICALLY, CHINA HAS CONTINUED ITS HARD-LINE
 

STABILITY-FIRST POLICY. INTERNATIONAL CONCERNS ABOUT HUMAN
 

RIGHTS CONDITIONS INCHINA, SPEARHEADED BY U.S. ADMONITIONS,
 

HAVE HAD SOME MODERATING EFFECT ON CHINESE BEHAVIOR. HOWEVER,
 

CHINESE ACTIONS STILL FALL SHORT OF INTER.AfIONAL STANDARDS AND
 

U.S. EXPECTATIONS. THROUGH CONTINUED DIALOGUE, SUCH AS
 

ASSISTANT SECRETARY OF STATE FOR HUMAN RIGHTS RICHARD SHIFTER'S
 

VISIT TO BEIJING THREE MONTHS AGO, WE STILL HOPE FOR SUBSTANTIVE
 

IMPROVEMENTS INCHINA'S HUMAN RIGHTS SITUATION. MEANWHILE, OUR
 

MILITARY ARMS SALES AND HIGH-LEVEL EXCHANGES REMAIN SUSPENDED.
 

BECAUSE OF THE PLA'S INFLUENCE INCHINESE DECISION MAKING, WE
 

BELIEVE THAT, OVER TIME, ITWILL BE USEFUL TO RENEW A DEFENSE
 

DIALOGUE WITH CHINA,
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PHILIPPINES
 

MOVING FROM NORTHEAST ASIA TO SOUTHEAST ASIA, LET HE BEGIN
 
WITH AN UPDATE ON SITUATION INTHE PHILIPPINES. INTHE
 

PHILIPPINES, THE PROTRACTED SENSE OF CRISIS WHICH FOLLOWED THE
 

DECEMBER 1989 COUP ATTEMPT HAS ABATED. ALTHOUGH FURTHER
 

DESTABILIZING EFFORTS BY MILITARY DISSIDENTS CANNOT BE RULED
 

OUT, ITAPPEARS FOR NOW THAT CONTINUED GOVERNMENT CAPTURES OF
 
KEY REBEL LEADERS HAVE SERIOUSLY AFFECTED THE REBEL
 

ORGANIZATION'S CAPABILITY AND WILL TO SUSTAIN AN ANTI-GOVERNMENT
 

CAMPAIGN. SIMILARLY, WHILE THE NEW PEOPLE'S ARMY INSURGENTS
 
CONTINUE TO CONDUCT MILITARY SKIRMISHES AND LAUNCH SELECTED
 

TERRORIST ATTACKS COUNTRYWIDE, THEY HAVE NOT BEEN ABLE TO
 

INTENSIFY THEIR THREAT TO MANILA. MEASURING THE SCOPE AND DEPTH
 

OF THE INSURGENCY REMAINS EXTREMELY DIFFICULT, BUT OVERALL, THE
 

PICTURE ISONE OF A SOMEWHAT REDUCED THREAT. WHILE MAJOR
 

SEGMENTS OF THE ARMED FORCES OF THE PHILIPPINES WILL BE ENGAGED
 

INCOUNTERINSURGENCY FOR AT LEAST SEVERAL YEARS, THE MILITARY IS
 

INCREASINGLY FOCUSING ITS PLANNING ON A POST-INSURGENCY PHASE IN
 

WHICH ITCAN TURN ITS ATTENTION MORE TO EXTERNAL DEFENSE.
 

MOST OF THE RECENT ATTENTION REGARDING OUR BILATERAL
 

RELATIONSHIP HAS FOCUSED ON THE BASE NEGOTIATIONS AND THE FUTURE
 

OF OUR DEFENSE RELATIONSHIP WITH MANILA, THE NEGOTIATING
 

PROCESS, WHICH BEGAN LAST MAY, HAS BEEN LENGTHY. DIFFICULT, AND
 

AT TIMES CONTENTIOUS. NONE OF THIS HAS BEEN SURPRISING, GIVEN
 

THE FACT THAT OUR MILITARY PRESENCE IS A MATTER OF GREAT
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CONTROVERSY INTHE PHILIPPINE BODYPOLITIC. NONETHELESS,:WE ARE
 

PLEASED WITH DEVELOPMENTS THUS FAR, AND LOOK FORWARD TO
 

CONCLUDING A NEW AGREEMENT INTHE NEAR FUTURE. AS SOME
 

SPECIFICS ARE STILL BEING NEGOTIATED, ITWOULD BE PREMATURE FOR
 

ME TO COMMENT ON THE PROBABLE DETAILS OF A NEW ACCORD. ICAN
 

STATE, THOUGH, THAT THE PHILIPPINE GOVERNMENT'S REAFFIRMATION OF
 

ITS INTEREST INA SUSTAINED DEFENSE PARTNERSHIP WAS A PIVOTAL
 

DEVELOPMENT WHICH SET THE STAGE FOR BOTH PARTIES TO FORMULATE
 

ARRANGEMENTS WHICH ADDRESS PHILIPPINE NATIONAL CONCERNS AS WELL
 

AS OUR OWN OPERATIONIAL REQUIREMENTS.
 

THE QUESTION OF WHETHER AND/OR WHY WE DESIRE TO RETAIN A
 

PRESENCE INTHE PHILIPPINES, ESPECIALLY INTHE ABSENCE OF ANY
 

APPARENT THREAT INTHE REGION, REMAINS ONE FREQUENTLY POSED TO
 

THE DEFENSE DEPARTMENT. AS IMENTIONED, A NUMBER OF POLITICAL-


MILITARY FACTORS UNIQUE TO THE ASIAN-PACIFIC REGION MAKES A
 

CONTINUED U.S. FORWARD-BASED DEFENSE STRATEGY VALID AND
 

SENSIBLE. HOWEVER, COGNIZANT OF THE EVOLVING CHANGING
 

POLITICAL-MILITARY LANDSCAPE INTHE REGION, AS WELL AS OUR OWN
 

FISCAL REALITIES, WE CONCLUDED EARLY ON TI:AT AN ATTEMPT TO
 

MAINTAIN THE STATUS QUO INTHE PHILIPPINES WAS NEITHER FEASIBLE
 

NOR DESIRABLE. INFACT, WHATEVER THE SPECIFICS OF A NEW
 

AGREEMENT, ITWILL PROVIDE FOR A GRADUAL U.S. PHASEDOWN OF OUR
 

FORCE LEVELS.
 

THE VALUE OF THE FACILITIES AT CLARK AND SUBIC ISNOT EASILY
 

QUANTIFIED; ITISDERIVED LARGELY FROM THECOMBINATION OF THEIR
 

STRATEGIC LOCATION WITH THE CENTRALIZED CAPABILITY-THEY AFFORD
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US OF TRAINING, LOGISTICS, OPERATIONS AND MAINTENANCE ANu
 
SUPPORT FUNCTIONS. WHILEBY NO MEANS INDISPENSABLE, THE
 
FACILITIES PLAYED A VITAL ROLE INSUPPORTING OPERATIONS DESERT
 
SHIELD AND DESERT STORM. MUCH OF THE SUPPORT TO THE GULF WAS"
 
ROUTED THROUGH THE ATLANTIC, BUT THE FACILITIES INTHE
 
PHILIPPINES PERMITTED CONTINUOUS PRESENCE OF U.S. FORCES INTHE
 
INDIAN OCEAN/PERSIAN GULF. CLARK AND SUBIC ROUTINELY PROVIDED
 
MAINTENANCE, REPLENISHMENT/REFUELING, LOGISTICS. PERSONNEL/MAIL
 
TRANSFER, AND TRAINING SUPPORT FOR MAC AND MARINE CORPS AIRCRAFT
 
AS WELL AS U.S. NAVY AMPHIBIOUS TASK FORCES AND CARRIER BATTLE
 
GROUPS INTHE REGION. HAD HOSTILITIES CONTINUED LONGER,
 
PROBLEMS DEVELOPED'AFFECTING OTHER APPROACHES, OR HAD MORE THAN
 
TWO PACIFIC FLEET CARRIER BATTLE GROUPS BEEN USED INDESERT
 
SHIELD/DESERT STORM, TRANSSHIPMENT REQUIREMENTS THROUGH CLARK,
 
SUBIC, AND CUB[ POINT NAVAL AIR STATION WOULD HAVE INCREASED
 

SIGNIFICANTLY.
 

INADDITION TO SUPPORTING OUR DEFENSE CAPABILITIES
 
OBJECTIVES, OUR PRESENCE INTHE PHILIPPINES REMAINS WIDELY
 
VIEWED AS A STABILIZING INFLUENCE BY MOST COUNTRIES INTHE
 
REGION. INTHE PHILIPPINES, OUR PRESENCE HAS HELPED DEMONSTRATE
 
OUR STRONG SUPPORT FOR DEMOCRACY, CONTRIBUTED TO THE ECONOMIC
 
RECOVERY SO VITAL FOR DEMOCRACY TO FLOURISH, AND HAS PROVIDED A
 
POSITIVE INFLUENCE ON FOREIGN INVESTMENT.
 

COMPENSATION ASSOCIATED WITH A NEW BASING AGREEMENT ISSTILL
 
UNDER NEGOTIATION AND IWOULD NOT WANT TO PREJUDGE THE OUTCOME.
 
ITISSAFE TO SAY, HOWEVER, THAT THE U.S. HAS CLEARLY INDICATED
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TO MANILA THAT THE ALREADY IMPRESSIVE LEVELS OF U.S. ASSISTANCE
 

WILL NOT BE INCREASED, PARTICULARLY GIVEN THAT WE WILL BE
 

PHASING DOWN OUR PRESENCE OVER THE COURSE OF A NEW AGREEMENT,
 

THE FMF COMPONENT OF OUR SECURITY ASSISTANCE REQUEST ISTHE SAME
 

AS THAT FOR THE LAST TWO YEARS. FROM OUR PERSPECTIVE, FMF
 

REMAINS CRUCIALLY IMPORTANT TO CONTINUED DEVELOPMENT OF A
 

CREDIBLE, PROFESSIONAL ARMED FORCES CAPABLE OF MANAGING
 

PERSISTENT INTERNAL THREATS TO STABILITY WHILE AND GRADUALLY
 

TRANSITIONING TO A FORCE THAT WILL ULTIMATELY BE CAPABLE OF-


PROVIDING FOR THE PHILIPPINES' EXTERNAL DEFENSE.
 

THAILAND
 

ON 23 FEBRUARY A GROUP OF-ROYAL THAI ARMED FORCES LEADERS
 

MOUNTED A BLOODLESS COUP AGAINST THE ROYAL-THAI GOVERNMENT.- THE
 

CONSTITUTION WAS ABOLISHED AND THE NATIONAL ASSEMBLY DISSOLVED.
 

THE COUP GROUP HAS PROMISED THE EARLY RETURN TO A CIVILIAN-LED
 

GOVERNMENT, AND ISINTHE PROCESS OF FORMING AN INTERIM
 

GOVERNMENT THAT WILL ORGANIZE AN-ELECTION. THEY HAVE.
 

PROMULGATED A PROVISIONAL;CONSTITUTION. AND INTEND-TO HOLD.
 

ELECTIONS WITHIN SIX MONTHS TIME.
 

IN RESPONSE TO THE COUP: 

THE DEFENSE SECURITY ASSISTANCE AGENCY (DSAA)', THE.DOD ELEMENT 

THAT ADMINISTERS SECURITY ASSISTANCE., HAS BEEN INSTRUCTED TO 

AUTHORIZE NO NEW RELEASES FOR SHIPMENT OF DEFENSE-ARTICLES
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UNDER FI~, ANDTO APPROVE NONEW:SERViCES PURCHASEDWITH FMF
 
FUNDS.
 

-'NO FURTHER THAI PERSONNEL WILL BE'ACCEPTED FOR IMET TRAINING
 
UNTIL SUCH TIMEAS PRESIDENTIAL CERTIFICATION CAN BEMADE. BUT
 
STUDENTS ALREADY IN'THE U.S. WILL BE'PERITTED TO COMPLETE
 
THEIR STUDIES
 

'
 - ADDITIONALLY, ALL'DEVELOPMENT ASSISTANCE AND ESF MONIES FOR 
THE AFFECTED THAI VILLAGEPROGRA AND SUCH OTHER FUNDS AS' 
ANTI-TERORISM ASSISTANCE HAVE BEEN SUSPENDED. 

ITISIMPORTANT TO UNDERSTAND THAT WE-DO NOT SEEK TO DEGRADE
 
THE SECURITY RELATIONSHIP WITH THAILAND. OUR RELATIONSHIP ISAN
 
OLD FRIENDSHIP BASED ON YEARS OF SHPAED INTERESTS AND PARALLEL
 
REGIONAL CONCERNS. OUR SERIOUS CONCERN FOR THAILAND'S SECURITY
 
AND WELL-BEING ISNOT DIMINISHED. WE ARE, HOWEVER, STRONGLY
 

CONCERNED WITH THE FUTURE OF THAILAND'S PEACEFUL, DEMOCRATIC
 
EVOLUTION, AND WE HAVE MADE THAT CONCERN KNOWN'TO THE THAI
 
LEADERSHIP.
 

I'D LIKE TO MAKE SOME COMMENTS ABOUT OUR LONG-STANDING
 
INTERESTS INTHAILAND'S SECURITY. INOUR VIEW, WHILE THAI
 
DEFENSE NEEDS MAY BE SIGNIFICANTLY MODIFIED BY A RESOLUTION OF
 
THE CAMBODIA CONFLICT, THOSE CHANGES WILL NOT FACTOR THE UNITED
 
STATES OUT OF THE EQUATION INTHAILAND'S SECURITY POLICY.
 



23 

819
 

WEBELIEVE THAT THAILAND WILL RETAIN THE BASIC ASSUMPTIONS 
ABOUT REGIONAL SECURITY NEEDS THAT ARE AT THE HEART OF US-THAI 
SECURITY RELATIONSHIP, THE ENDURANCE OF THAT US-THAI TREATY 

RELATIONSHIP ISBASED ON OUR SHARED GOALS, OUR COMMITMENT TO 

THAI SECURITY, AND THE US PERCEPTION OF THAILAND'S CENTRAL 

IMPORTANCE TO STABILITY INSOUTHEAST ASIA. 

THE BILATERAL TIE ISBUTTRESSED BY THE STRONG JOINT EXERCISE
 

PROGRAM. THE WAR RESERVE STOCKPILE AGREEMENT, AND AHOST OF
 

OTHER JOINT AGREEMENTS WHICH INDICATE OUR ABILITY TO DELIVER
 

PRACTICAL MEASURES OF OUR COMMITMENT TO THAILAND'S SECURITY.
 

THE JOINT EXERCISE PROGRAM, A MAJOR FULCRUM OF THE RELATIONSHIP.
 

ISh RESOUNDING SUCCESS. THE COBRA GOLD EXERCISE HAS
 

CONSISTENTLY MADE CONSIDERABLE HEADWAY INTHE AREA OF ENHANCING
 
U.S.-THAI INTEROPERABILITY AND DEMONSTRATING THE ABILITY OF THE
 

THAI ARMED FORCES TO INTEGRATE A VARIETY OF U.S. WEAPONS
 

SYSTEMS. THE IMPLEMENTATION OF THE WAR RESERVES STOCKPILE
 
AGREEMENT ISON SCHEDULE. FINALLY, THE US HAS BEEN ABLE TO
 

RESPOND TO SPECIAL SECURITY-RELATED REQUESTS FOR ASSISTANCE FROM
 

THE THAI,
 

THE RECENT LOWER LEVELS OF SECURITY ASSISTANCE FUNDING'FOR
 

THAILAND IS A REFLECTION OF BUDGETARY CONSTRAINTS, OUR CONCERN
 

FOR THAI SECURITY, AND OUR COMMITMENT TO BILATERAL SECURITY
 

PROGRAMS HAS NOT CHANGED. WHILE FLUCTUATIONS INTHE LEVEL OF US
 

SECURITY ASSISTANCE HAVE NOT ALTERED THE NATURE OF THE US-THAI
 

RELATIONSHIP8 THE THAI MAY SEE STEADILY DECLINING LEVELS OF
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ASSISTANCE AS A REFLECTION OF DIMINISHED US INTEREST INTHAI
 
SECURITY. ALTHOUGH THIS ISNOT THE CASE, THAILAND MAY SEEK
 
ALTERNATIVE SOURCES FOR MILITARY PRODUCTS AND SECURITY
 
ASSURANCES. WE HAVE ALREADY SEEN THIS INTHE ACQUISITION OF
 
EQUIPMENT WHICH ISNOT INTEROPERABLE WITH OURS.
 

WE RECENTLY INFORMED THE THAI THAT FY 1991 FMF WOULD GO TO
 
ZERO. THIS ANNOUNCEMENT WAS MADE LESS THAN TWO WEEKS FOLLOWING
 
A PUBLIC STATEMENT BY THE THAI THAT BANGKOK WOULD MAKE WHATEVER
 
ARRANGEMENTS AND DECISIONS ARE NECESSARY TO COMPLY WITH U.S.
 
REQUESTS FOR LOGISTICAL SUPPORT AND REFUELING NECESSARY TO
 
SUPPORT DESERT STORM.
 

THE READY AVAILABILITY OF THAI FACILITIES FOR U.S. STRATEGIC
 
NEEDS ISWHAT WE WOULD EXPECT OF A FkIEND AND ALLY. INDEED,
 
THAILAND HAS BEEN A SOLID.SUPPORTER OF OUR PERSIAN GULF POLICY
 

SINCE THE IRAQI INVASION OF KUWAIT. THIS HAS BEEN BOTH INTHE
 
OBSERVANCE OF UN SANCTIONS AS WELL AS INTHE AREA OF LANDING
 
RIGHTS AND REFUELING FOR OUR TRANSITING MILITARY AIRCRAFT.
 

THAILAND ALSO MADE AN EARLY COMMITMENT TO PARTICIPATING IN
 
THE UNITED NATIONS EMBARGO OF IRAQ, AND SET INMOTION THE
 
ADMINISTRATIVE MEASURES NECESSARY TO IMPLEMENT SUCH POLICY
 
DECISIONS EARLY AFTER THE IRAQI INVASION OF KUWAIT.
 

AUSTRALIA
 

THE DEPARTMENT OF DEFENSE CONTINUES TO SEE AUSTRALIA ASTHE
 

SOUTHERN PILLAR OF THE SECURITY NETWORK INTHE EAST ASIA AND
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PACIFIC REGION. ITHAS LONG BEEN OUR MOST CONSISTENT PACIFIC
 
ALLY, AND ONE OF OUR CLOSEST, BASED UPON A COMMON HERITAGE AND
 
WESTERN PERSPECTIVE. OUR BILATERAL DEFENSE RELATIONS HAVE NEVER
 
BEEN STRONGER THAN DURING THE LAST FEW MONTHS, WHEN AUSTRALIA
 
DEMONSTRATED ITS COMMITMENT TO INTERNATIONAL PEACE AND STABILITY
 
BY JOINING INTHE ALLIED ACTION INTHE GULF. AUSTRALIA'S GULF
 
CONTRIBUTIONS INCLUDE TWO FRIGATES AND A SUPPORT SHIP ON STATION
 
SINCE 3 SEPTEMBER, FOUR 10-PERSON SURGICAL TEAMS SERVING ON
 
HOSPITAL SHIPS, AND A DIVING TEAM FOR COUNTER-MINE WARFARE.
 
APPROXIMATELY 900 AUSTRALIAN SERVICE MEMBERS HAVE BEEN DEPLOYED
 
TO THE GULF. AUSTRALIA HAS ALSO CONTRIBUTED GENEROUSLY TO
 
REFUGEE ASSISTANCE PROGRAMS AND AIRLIFT.
 

NEW ZEALAND
 

NEW ZEALAND'S BREAK WITH ITS-ANZUS TREATY OBLIGATIONS, 
CAUSED WHEN ITENACTED ALAW MANDATING THE CERTIFICATION OF 
NUCLEAR WEAPONS CARRIED ON SHIPS, CONTINUES TO STRAIN RELATIONS 
BETWEEN OUR COUNTRIES. THE UNITED STATES CANNOT CARRY OUT ITS 
ANZUS RESPONSIBILITIES UNDER SUCH RESTRICTIONS. FURTHERMORE. 
THE UNITED STATES CANNOT ADHERE TO RESTRICTIONS INNEW ZEALAND 
THAT ITCOULD NOT ACCEPT ELSEWHERE. FOR U.S. SHIPS TO BE ABLE 
TO VISIT NEW ZEALAND, A CHANGE INNEW ZEALAND'S LAW WOULD BE 
REQUIRED, AND REGRETTABLY, WE SEE LITTLE NEAR TERM PROSPECT OF 
SUCH A CHANGE. DESPITE ITS ANTI-NUCLEAR POLICY, NEW ZEALAND 
RECOGNIZES ITS CONTINUING RESPONSIBILITIES AS A MEMBER OF THE 
INTERNATIONAL COMMUNITY, AND ITS ROLE INPEACEKEEPING EFFORTS. 
INTHIS CONTEXT, WE HAVE WELCOMED NEW ZEALAND'S CONTRIBUTIONS TO
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THE GULF CRISIS. WHILE DOMESTIC CONSIDERATIONS HAVE PRECLUDED
 
WELLINGTON FROM SENDING TROOPS. NEW ZEALAND HAS CONTRIBUTED A
 

MEDICAL TEAM, TWO C-130S AND FOOD AND AIRLIFT FOR REFUGEES.. WE
 
HOPE THAT NEW ZEALAND WILL BEGIN TO RE-ASSESS ITS ROLE IN
 
REGIONAL AND INTERNATIONAL SECURITY INLIGHT OF THE RECENT
 

CONFLICT.
 

MALAYSIA
 

MALAYSIA ISAN IMPORTANT FRIEND INSOUTHEAST ASIA. THE
 
ELIMINATION OF MALAYSIA'S INTERNATIONAL MILITARY EDUCATION AND
 
TRAINING PROGRAM FOR FISCAL YEAR 1991 HAS CAUSED DIFFICULTIES IN
 
WHAT HAD BEEN A STEADILY IMPROVING DEFENSE RELATIONSHIP WITH
 
THIS STRATEGICALLY LOCATED COUNTRY. AS AMERICAN TROOP STRENGTH
 
INEAST ASIA ISREDUCED, ACCESS TO ASEAN COUNTRIES FOR VISITS,
 
REPAIRS, EXERCISES AND TRAINING. AND OTHER TEMPORARY USES IS
 
INCREASINGLY IMPORTANT TO SUSTAINING US INTERESTS AND
 
CAPABILITIES. INTHIS CONNECTION, WE SHOULD BE STRIVING TO
 

STRENGTHEN OUR MODEST DEFENSE RELATIONSHIP WITH MALAYSIA.
 
CANCELING THE FY-91 IMET FUNDING HAD THE EXACT OPPOSITE EFFECT.
 

PENALIZING THE DEFENSE RELATIONSHIP ON GROUNDS OF FOREIGN
 
POLICY DIFFERENCES ISNOT. INOUR VIEW, HELPFUL TO U.S.
 

INTERESTS. INSPITE OF ITS REFUGEE POLICY, THE GOVERNMENT OF
 
MALAYSIA HAS OFTEN TAKEN DIFFICULT POSITIONS THAT STRENGTHEN
 
INTERNATIONAL LAW AND SECURITY. FOR EXAMPLE, MALAYSIA VOTED IN
 
FAVOR OF ALL TWELVE U.N. SECURITY COUNCIL RESOLUTIONS ON THE
 

GULF. AND HELD MEETINGS WITH U.S. MILITARY OFFICERS DURING THE
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WAR. DESPITE POPULAR SENTIMENTS UNSUPPORTIVE OF COALITION
 
EFFORTS. THE IMET PROrtAH INCOUNTRIES.LIKE MALAYSIA.
 
SINGAPORE, AND INDONESIA, ISOFTEN THE MOST WELCOMED FACTOR IN
 
IMPROVED MILITARY-TO-MILITARY RELATIONS. AT A TIME WHEN
 
SECURITY ASSISTANCE FUNDING ISMINIMAL, ITS SIGNIFICANCE ISEVEN
 
GREATER. IMET ENHANCES THESE COUNTRIES' MILITARY READINESS AT
 
LESS COST THAN WOULD BE REQUIRED IFTHEY WERE TO REPLICATE THE
 
TRAINING PROGRAMS THEMSELVES. WE SHOULD NOT LOSE SIGHT OF THE
 
TREMENDOUS BENEFIT THAT ACCRUES U.S. INTERESTS WHEN THE MILITARY
 
PERSONNEL OF THESE FRIENDLY, BUT NON-ALIGNED, COUNTRIES BECOME
 
MORE FAMILIAR WITH AMERICAN MILITARY PERSONNEL. EQUIPMENT,
 
DEFENSE DOCTRINE AND PROFESSIONAL STANDARDS. ACCORDINGLY, THE
 
ADMINISTRATION URGES THE REINSTATEMENT OF [MET FUNDING FOR
 
MALAYSIA.
 

SINGAPORE
 

INDICATIVE OF WHERE THE UNITED STATES ISHEADED INREGIONAL
 
DEFENSE. AND PERHAPS MOST FORTHCOMING OF THE REGIONAL INTEREST
 
INCONTRIBUTING MORE TO THE COMMON DEFENSE RESPONSIBILITY HAS
 
BEEN THE WILLINGNESS OF THE GOVERNMENT OF SINGAPORE TO PERMIT
 
EXPANDED U.S. MILITARY ACCESS. VICE PRESIDENT OUAYLE AND THEN-

PRIME MINISTER LEE SIGNED A MEMORANDUM OF UNDERSTANDING INTOKYO
 
ON 13 NOVEMBER 1990 WHICH PERMITS U.S. USE OF MILITARY
 
FACILITIES INSINGAPORE.
 

THE AGREEMENT ENHANCES EXISTING MILITARY ARRANGEMENTS.
 
UNITED STATES NAVY SHIPS HAVE BEEN DOCKING INSINGAPORE FOR MORE
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THAN 25 YEARS FOR MAINTENANCE, REPAIRS, SUPPLIES, AND CREW REST
 

AND RECREATION. UNDER THE TERMS OF THIS AGREEMENT, THERE WILL
 
BE A MODEST INCREASE INSUCH U.S. USE OF SINGAPORE MAINTENANCE
 

AND REPAIR FACILITIElS THERE WILL ALSO BE SHORT-TERM ROTATIONS
 
BY U.S. AIRCRAFT. TO SUPPORT SUCH ACTIVITIES, THE NUMBER OF
 
U.S. SUPPORT PERSONNEL ASSIGNED TO SINGAPORE WILL INCREASE FROM
 
ABOUT 20 TO ABOUT 95.
 

THE UNITED STATES ISNOT CONSTRUCTING A BASE INSINGAPORE;
 
RATHER, U.S. FORCES WILL HAKE USE OF EXISTING SINGAPOREAN
 

FACILITIES, PAYA LEBAR AIRPORT AND THE SEMBAWANG PORT. THESE
 
FACILITIES DO NOT REQUIRE SIGNIFICANT MODIFICATIONS. THE
 
SINGAPORE FACILITIES ARE LIMITED. AND SHOULD BE VIEWED AS
 
COMPLEMENTARY TO. NOT'SUBSTITUTES FOR, OTHER U.S. FACILITIES IN
 
THE REGION.
 

THE PRESENCE OF U.S. FORCES INTHE WESTERN PACIFIC HELPS,
 

FOSTER STABILITY AND REGIONAL SECURITY AND HAS CONTRIBUTED TC
 
THE REGION'S GROWING PROSPERITY. WE BELIEVE THAT THE SINGAPORE
 

OFFER OF INCREASED ACCESS REFLECTS THE REGION'S ACCORD WITH THAT
 
AXIOM, AND ARE PLEASED THAT OUR DISCUSSIONS WITH SINGAPORE HAVE
 
COME TO A MUTUALLY SATISFACTORY CONCLUSION. WE WILL CONTINUE JO
 

CONSULT WITH ASEAN AND OTHER FRIENDS AND ALLIES AS THIS
 
INITIATIVE ISIMPLEMENTED; WE SEE ASEAN AS THE KEY TO PEACE AND
 
STABILITY INSOUTHEAST ASIA.
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SUMMARY 

INSUMMARY. IWOULD ONLY COMMENT THAT THE ADMINISTRATION
 

RECOGNIZES THAT FMF AND IMET FUNDING WILL BE CONSTRAINED FOR THE
 

FORESEEABLE FUTURE. WE REMAIN OPTIMISTIC ABOUT THE SECURITY
 

ENVIRONMENT INTHE EAST ASIA AND PACIFIC REGION. NONETHELESS,
 

THE WAR INTHE PERSIAN GULF STANDS AS A CLEAR REMINDER THAT WE
 

MUST REMAIN PREPARED AND VIGILANT. DEFENSE COOPERATION WITH
 

BOTH ALLIES AND FRIENDS ISKEY TO GREATER REGIONAL
 

UNDERSTANDING, MUTUAL RESPECT, AND REGIONAL STABILITY. THE
 

LIMITED FUNDS REQUESTED INFY-92 FOR THE FMF AND IMET PROGRAMS
 

INTHE EAST ASIA/PACIFIC REGION PAY DIVIDENDS FAR INEXCESS OF
 

THEIR MODEST COST. THE DEPARTMENT OF DEFENSE STRONGLY URGES
 

THIS SUBCOMMITTEE. AND THE ENTIRE CONGRESS, TO SUPPORT OUR
 

REQUEST.
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FT 1992 INTERNATIONAL MILYTARY ERUCATION AND TRAINING PROORAM
 
SOUTH AND EAST ASIA/PACIFIC 

($ INMILLIONS) 

FT 90 FT 91 FT-92 
ACTUAL ALLOCATION REQUEST 

BANGLADESH. 0.229 0.3OO 0.350,: 

INDIA 0.229 0.300 0.345 

NEPAL .0.100, 0.125 0185 
HALDIVES 0.030 "0.050 0.O70 

PAKISTAN 0.911 :0.915 0.915 

SRI LANKA 0.159 0.160 0.200' 

SOUTH ASIA-SUB-TOTAL, 1.658 .14850 .2.065 

FIJi .'025 0.050 .050: 

INDONESIA 1.791 ",!.900 :2.300 

KOREA -I.J95 1.000 .800, 

HALAYSIA .946 0.000 1.100 

PAPUA N.G. .050... .075 .080 

PHILIPPINES 2.588 2.600 2.800 

SINGAPORE .050 .020 .0i5" 

SOLOMON ISLANDS .030 .050 .050 

THAILAND .2.191 2.400 2.500 

TONGA .050, .050 .050 

VANUATU .030 .030 .050 

EAST ASIA SUB-TOTAL 8.9116 8.175 9795 

GRAND TOTAL 10.604 10.025 11.860 
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DIF7 FUNDING 

X*IN.t4ILLIONS,. 

.PAKISTAN 229.011 91 .900 113.556 

EAST ASIA/PACIFIC 1143.14 200.3 200.3 

WORLD TOTAL .4813.6 4663.0 4650;0 
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Mr. OBY. Thank you. 
POST-COUP FUNDING FOR THAILAND 

Let me start where you almost left off, with Fiji. In 1987 there 
was a military coup. Under the provisions of law, we were required
to cut off funding.

My understanding is that that law now applies to Thailand. Howdoes the Administration intend to implement the requirements of
law which cut off all funds to Thailand?

Mr. FORD. Mr. Chairman, we have cut off the foreign assistance,
including military assistance, to Thailand. 

Mr. OBEY. Was the Peace Corps cut off? 
Mr. ANDERSON. No, sir. 
Mr. OBEY. Why not?
Mr. ANDERSON. We cut off the two-and-a-half million-
Mr. OBEY. I don't care what you cut off. I want to talk about

what you haven't cut off.
Mr. ANDERSON. The Peace Corps and the narcotics program wehaven't cut off because we feel that they are part of ongoing efforts

which the law doesn't require from us at this point.
And they are designated to deal with problems, such as narcotics

questions, problems that are very much related to our own welfare.In the case Df the Peace Corps, we are dealing with the lowest
level of the society trying to help build up-

Mr. OBEY. Why do you say it doesn't apply to Peace Corps?
Mr. ANDERSON. Well, our interpretation was that it did not, sir.
Mr. OBEY. How do you reach that interpretation?
Mr. ANDERSON. Well, the Peace Corps is not regarded as an as

sistance program.
Mr. OBEY. Well, it sure is from this side of the table.
Mr. ANDERSON. Well, we don't see it in that way.
Mr. OBEY. Section 513 states "none of the funds appropriated orotherwise made available pursuant to this act." Do we appropriate

funds in this Committee for the Peace Corps?
Mr. ANDERSON. They don't go to the government entirely. They

go to support the Peace Corps volunteers themselves. 
Mr. OBEY. A lot of the aid programs go to PVOs and other participating operations.Mr. ANDERSON. Well, in our view, this was not a program to help 

the Thai Government, but rather to help out the Thai people, and
inasmuch as we have encouraged the authorities that have taken over, the coup authorities to move back in the direction of democ
racy, and they are moving in that direction-

Mr. OBEY. Do you have a legal opinion which asserts that posi
tion? 

Mr. ANDERSON. Yes; yes, sir.
 
Mr. OBEY. I would like you to supply a copy of that to the com

mittee. 
Mr. ANDERSON. Yes, sir. Be happy to. 
[The information follows:] 

The Office of Legal Adviser has provided the following information.
"he narcotics program managed by the Bureau for International Narcotics Matters of the Department of State is conducted under the authority of section 481 ofthe Foreign Assistance Act. Section 481 provides that narcotics assistance may be 
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provided "notwithstanding any other provision of law." Thus, section 481 mistance 
is exempt from the prohibition contained in section 618 of the Foreign Operations,.
EorFinancing and Related Programs Appropriations Act, 1991. 
Flowing the coup in Thailand, the Office of the Legal Adviser was advised by

the Peace Corps General Counsel's Office that Peace Corps activities were not af
fected by section 513. The Peace Corps provided two memoranda to the Department,
which we are attaching with their permission.

[Com nT= NOTs.-The Department of State failed to provide the two memorandareferred to.) 

Mr. OBEY. I think it is an ill-advised policy on the part of the Ad
ministration, and I really think you ought to go back and look at 
your legal opinion or get yourself a new lawyer. 

CONDITIONALTY FOR THE PHILIPPINES 

On the Philippines, is it true that at this point the Philippine
Government is still expressing its desire for us to simply write a 
check without the kind of conditionality that we have been talking
about as being necessary?

Mr. ANDERSON. Mr. Chairman, you are referring to the bases 
agreement? 

Mr. OBEY. That is right. Yes. 
Mr. ANDERSON. Well, we are in the middle of those negotiations, 

so I couldn't get into the details. But I don't think they are asking 
us to simply write a check. The programs that we have and already
have agreed to are related to the economic policy and project aid,
and we keep very close control over those programs.

So it is anything but writing a check. 
Mr. OBEY. Well, I would hope that even if the Administration 

agrees, the Congress will not agree to any condition that eliminates 
conditionality and in fact results in a significant portion of aid 
being sent simply in the form of "no questions asked" assistance. 

In my view, I think it is outrageous that we have to negotiate
base rights considerations at all. In my view, if the Philippine Gov
ernment doesn't think that they achieve sufficient benefit, both by 
way of a military umbrella and by the employment opportunities
that we provide the Philippines-we could be one of the largest em
ployers on the islands-then we ought not be located there. 

So Ihope the government understands that all negotiations are
subject to both Congressional approval and actual Congressional ap
propriation. And that to the extent that those negotiations do not 
produce the kind of conditionality that we have come to ex-act,
they can expect the Congress to not appropriate the funds associat
ed with the agreement.

Mr. ANDERSON. Mr. Chairman, if I may, I think we do see it very
much along the same lines. 

Mr. OBEY. Well, I hope they see it that way also because, very frankly. 
every time I talk to somebody from the Philippine Government, they
don't convey to me any sense that they understand that problem.

This year, MCI, the American communications company, came to 
the Committee and complained about their treatment by the tax 
authorities in the Philippines. Apparently we have a tax treaty
with the Philippines, and apparently, Philippine officials have kept
changing their reasons for the taxes that they are letting on MCI.

I know the IRS is involved in the case, and I understand that 
they are supporting MCI in their arguments. If that isn't correct, I 
would like to know about it. 
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And if it is, when can we expect a resolution of that issue by the 
Philippine Government? 

Mr. ANDmEON. You are correct, sir, and in January, the Bureau 
of Internal Revenue, I think, in the Philippines have shifted the in
vestigation to focus on whether MCI maintained a permanent es
tablishment in the Philippines. 

And on that question, I think that is more of a legal question. 
But we certainly are supporting MCI, sir. 

[Information on the topic follows:] 



United States Department of State 

Washiwn.,D.C. 20520 

Dear Mr. Obey:.
 

I am writing to follow up on the testimony to your
committee on March 14 by Deputy Assistant Secretary'Desaix
Anderson. 
We have additional information on the issue of the
MCI firm's ongoing tax dispute with the Philippine government
and the. replacement of Roberto Villaneuva as Chairman of the
Coordinating Committee for the Philippine Assistance Program
(CCPAP), as the Multilateral Assistance Initiative for the

Philippines is known in that country.
 

The Philippine Bureau of Internal Revenue (BIR) and MCI
have had a dispute over taxes for some time. 
The issue first
 came to our attention in July, 1990. 
The U.S. Internal
Revenue Service (IRS) has been aware of and involved in BIR's
investigation of MCI almost from its inception. 
 IRS is the
responsible party for issues that arise under our tax treaty
with the Philippines. The BIR was alleging that MCI owed
capital gains tax as 
a result of the sale of an MCI-owned firm
in the Philippines (Philippine Global Telecommunications). In
October, 1990, after an extended discussion, BIR changed the
focus of its investigation to potential gift tax liabi-lity.
By January, 1991, BIR had again shifted the investigation's

focus to concern about whether MCI had maintained a "permanent
establishment" in the Philippines. 
 If the answer were "yes,"
BIR would have the right 
to tax the income of that "permanent

establishment." The siutation has not no changed since then.
We have remained in contact with MCI, IRS and other involved
parties in pressing for a satisfactory solution.
 

Naming a prominent representative of the Philippine
private sector to work on CCPAP issues is important because of
the need to attract greater private investment inflows onwhich the Multilateral Assistance Initiative's success 
depends. 
Finance Secretary Estanislao assumed this role after
Mr. Roberto Villanueva resigned for medical 
reasons in May
1990. The Philippine Government has just appointed
 

The Honorable
 
David R.' Obey
 

Houseof Representatives.
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Dr. Bernardo Villegas, a respected economist, as chairman of a
 
newly created CCPAP private sector subcommittee. Secretary

Estanislao will continue to occupy the position held by Mr.
 
Villaneuva, and Dr. Villegas will be under Secretary

Estanislao. We are pleased that the Philippine Government has
 
acted to bring about greater private sector involvement in the'
 
Multilateral Assistance Initiative.
 

Again, we appreciate the opportunity, in the testimony and
 
in this letter, to explain our views on these important issues
 

Sincerely,,
 

Janet Mullins
 
Assistant Secretary

Bureau of Legislative Affairs
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Mr. OBEY. The Philippine Government says that they are attract
ing business, including American business. How do they expect to 
do that when they are frustrating corporations who ask to come in? 

Mr. ANDERSON. Well, that is an excellent point.
Mr. OBEY. I just have to tell you, if I sound angry, it is because 

with respect to the Philippines, I am. 
When Mrs. Aquino took power, I offered the amendment, over

the objection of everybody, including the Republican floor leader 
hi the Senate, Mr. Dole, adding a hundred million dollars, I think 
it was, to Philippine aid. 

So, I am not opposed to aid o the Philippines. I am opposed to 
providing aid under conditions that simply have money going down 
a rat hole, and I am opposed to simply rewarding the Philippine
military because they are not temporarily screwing up their own 
country.

I do get unhappy when it appears to me that our own govern
ment policy, with respect to debt relief, has resulted in very little 
real change in economic prospects in the Philippines. And I don't 
see why we should continue to appropriate public money for aid to 
the Philippines which is then rerouted, by virtue of the agree
ments, to help pay banks back for dumb loans they made to Mr. 
Marcos. 

Can somebody explain to me why our taxpayers should be doing
that, please?

Mr. ANDERSON. Well, you have raised several issues, Mr. Chair
man. 

If I may, the agenda that we have been working with the Philip
pines now on is based on the fundamental reform on the macro 
economic side and then on the aid side, we are looking very closely
at the projects. I think they are mutually supportive.

We also, as a consequence of your interest, have tightened up the 
control and the scrutiny of the project.

I think there has also been some improvement in the pipeline
question, which you are interested in. But basically, we are trying
to attack the fundamentals so that there is an environment in 
which the economy can move toward development and growth; and
therefore, so that the political side of the house can flourish as 
well. 

On the military side, the focus is, of course, on trying to provide
the military the equipment, so that they can sustain the constitu
tional government, ward off the threat from the left and from the 
right.

I think they have had some success. NPA, the National People's
Army, has declined from that 23,000 to 17,000, and, the govern
rnent has also picked up some leading figures, both on the left and 
the right, which shows that the government, and the military
forces are being more effective in terms of dealing with those 
threats. 

So we don't consider it a rat hole. I think it holds the promise
that you supported in 1986. 

Mr. OBEY. Yes, but my problem is I think we are helping make it 
a rat hole by the limited nature of the relief that commercial 
banks provided to the Philippines. 
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.Mr. ANDzRsON. Well, that has been just part of a much broaderprogram. If I could mention some of the other aspects of what we

have been working on-
Mr. OBEY. I understand what you have been working on. I amsimply giving you my evaluation of what the package Inoks like.
Mr. ANDERSON. Well, the bank, in terms of the debt equ4t swapand the buy back, that is a very small part of the overall picture,and I understand your position on weit, sir. But think we aremaking a much broader, more fundamental attack both through

the IMF work and the MAI. 
DEBT RELIEF IN PHILIPPINE AID 

Mr. OBEY. I am told the Philippine Government wanted a different mix of aid. That, in fact, is reflected in the Administration'sbudget request for this year, that they wanted a mix more heavilytilted toward economic assistance, and that we decided to keep the
emphasis more on military assistance.

Mr. ANDERSON. In terms of funds, I think it clearly is still verymuch oriented on the economic side, and it has been.
Mr. OBEY. But with all due respect, you are avoiding my ques

tion.
Mr. FORD. Mr. Chairman, if I could simply add, I think that that was related to an earlier comment that you made. I think thatwhat the Philippine Government had suggested informally wasthat they would like to move some of the military assistance to use

it for debt relief.
They would have preferred this option without any particularstrings attached to it; we just give them money, and they use it fordebt relief. We thought t at that was a bad notion, both in termsof how they wanted to go about it and the requirements that we 

have to follow.
It wasn't a choice between economic and military assistance. Itwas more a choice between what the Philippines-
Mr. OBEY. The argument is for money for debt relief. We aredoing it through the international banks. We are lying about it to 

taxpayers.
Mr. FORD. Well, Mr. Chairman, I would not want to be a part oflying to the taxpayers. I certainly don't have any knowledge thatwe are allowing them to do things that would be either illegal

inappropriate.
or 

I am just simply answering and responding to your comment,that it was not a choice between us wanting to continue to give themilitary assistance as opposed to additional economic assistance.That was not really the issue as we addressed it.Mr. OBEY. My point is, if you are telling me that the PhilippineGovernment wanted money from us to be applied directly for debtrelief, and that we opposed that because we think that is a bad
idea, that we shouldn't be providing money which they use for debtrelief, my point is simply that we already are.

Only, the way the sophisticates who run these operations haveput it together, it is simply masked. Commercial banks are beingprotected, not just in the Philippines but worldwide, through fund

http:inappropriate.or
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ing for the World Bank and other regional banks. They in turn are 
enabling debtor countries to stay afloat and make their repayments 
to commercial banks. 

And if you don't want to take that from the mouth of a liberal 
Democrat, then take it from the mouth of the Heritage Founda
tion, which, the last time I looked, is on the Republican side of the 
spectrum.

This is one of the few occasions on which I have more than mini
mum high regard for the Heritage Foundation's judgments. But 
this is certainly what is happening. And my concern is that it 
seems to me that there are certain areas on the economic side 
where the Philippines need assistance. It seems to me that their
problems are rooted more in their own economy than in the mili
taolving economic problems would reduce the threat from the 

military, or at least the threat from the guerrilas.
Mr. FORD. You certainly wouldn't get any disagreement from the

Department of Defense. I think we happen to believe that their
economic and social justice issues have to be resolved in the Philip
pines befoze the problems associated with the insurgency are going
to be dealt with. And so that we have been very supportive of that.

I think that if-and "if"is important-the Philippines present
ideas for projects that are directed at social justice and economic 
development and other sorts of project aid in various parts of the
Philippines, I am sure that the State Department, AID and the De
partment of Defense will all look at it and be very sympathetic be
cause in basic philosophy, we couldn't be more in agreement.

Mr. OBEY. Mr. Smith. 

POST-COUP THAILAND 

Mr. SMITH of Florida. Thank you, Mr. Chairman. 
Let me talk a little bit about Thailand. We only had a modest 

program there to begin with. The coup has resulted in change in 
government and a change in attitude to some small degree.

We had a meeting here a week ago, or two weeks ago with a
number of former Thai legislators, who while traveling here 
became former rather than current as a result of the coup.

They seemed somewhat positive in their assertion that there wasto be new elections fairly quickly. 
Wh9at kind of problems or zepresentations have been made to us

by the new military rulers with reference to where they are 
moving and how quickly we can anticipate elections; and has any
body explored the problem dealing with the contracts that a
number of the Thai families, there are seven or eight which basi
cally control that country, have made with Burma, or the country
of Myanmar, whichever you prefer, Burma is just easier on the 
tongue, with reference to logging in the Shan Province which pro
vide. an enormous outlet for Khun Sa to transfer opium and poppy
through Thailand? 

Have we talked to them about it now since we have an opportu
nity due to the restructuring of the government; have we cut off 
our aid; and have we talked about the possibility of returning to
democratically elected government and cutting down ofon some 
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what is now an increased trafficking of drugs through Thailand be
cause 'of the opening of all of these logging operations in Burma? 

And, of course, the fact that these logging companies pay not 
only the government of Burma a tithe to cut timber in the regions,
in Shan, but also pay a tithe to Khun Sa himself, so that he doesn't 
shoot at the workers or the trucks as he is stuffing the trucks full 
of opium and poppy and allowing them to transfer it back through 
Thailand? 

What have been our discussions? 
Mr. ANDERSON. We have issued a statement of deep regret when 

the coup took place, and we have been discussing behind the scene 
with the military and also with the new prime minister, and virtu
ally with the whole establishment the opposition has been made 
very clear. 

I understand Thai authorities do not particularly like what we 
had to say. But we made it very clear that we hoped that they
would move very rapidly back to a civilian government. In the 
military, the coup leaders announced that there would be elections 
within six months.Since it has gotten a little fuzzier, but basically that is the frame
work in which they are working toward the election. They immedi
ately put together an interim constitution, and they have appoint
ed basically a civilian government under former Ambassador 
Anand. 

And we have talked with him, and he very much believes that 
martial law should be eliminated as quickly as possible and that 
they should move quickly within the time frame they have talked 
about to having elections and a new national assembly, which is 
fully democratic. 

So our hope is that that will happen quickly and on the schedule 
that they have talked about, if it cannot be done more quickly.

But both the military side, the coup leaders, and the new civilian 
government, which is a pretty good group of folks, all indicate that 
that is the direction in which they are going. 

NARCOTICS CONTROL IN THAILAND 

Now, on the question of Kun Sa and the narcotics business, un
fortunately the problem immediately is that on the Burmese side 
of the border, the production has just grown by leaps and bounds 
since they have got this new government that doesn't seem to be 
trying to do anything about it. 

And we have again now repeatedly talked with the Thai govern
ment about trying to get the matter under control. In general, the 
Thai government over the years has been quite cooperative, but 
there are individuals in the military that have cooperated on occa
sion, in the kind of thing you are talking about. But it is something 
that we are very interested in and pursue regularly trying to weed 
out. 

Both in terms of Thailand in cutting production and switching to 
other crops and so forth, the Thais have been particularly construc
tive and worked along those lines that we have suggested.

We have also cooperated in trying to worY,, on the whole golden
triangle production with the Thais, and there again, they are quite 
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cooperative as a government, although there are individuals that 
are doing the sort of thing you are talking about. 

Mr. SMITH of Florida. Well, I think we need to go further. I be
lieve that one of the problems is that the economics of Thailand, 
like this logging operation, are controlled by a very few families. 

And if we were to try to control the flow of drugs, we have to 
necessarily do something about controlling the logging flow. That 
would hurt the economic interests of some of the people that have 
an important say in the government. 

Notwithstanding thet, there is now an open valve and the stuff is 
coming out at an enormous rate. I would suggest to you that you
need to redouble your efforts with reference to this new govern
ment which may provide an opening for us to be even stronger 
than we have been in the past. 

Yes, Thailand did cooperate to a certain degree, but corruption is 
somewhat endemic at certain levels, and there are people involved 
at the higher levels as well. We just need to do something about it. 
It is a bad situation, and it is getting worse. 

Let me ask the AID people, in Laos last year, we started a small 
drug project up in the northern mountain area. I am curious 
whether AID has any hand in it. 

Ms. HOLSMAN FORE. We do not have any hand in it. A.I.D.'s 
only activity in Laos is a prosthetics project. 

Mr. SMITH OF FLORIDA. What-I know what prosthetics are, but 
they opened up a manufacturing facility? 

Ms. HOLSMAN FORE. It is through World Vision. 
Mr. SMITH of Florida. Oh, it is through World Vision. 
Ms. HOIsMAN FORE. Yes. 

CHINESE ARMS SALES 

Mr. SMITH of Florida. Let me ask you about China. Of course, we 
have no AID program there, but unfortunately for us, some of the 
actions that China takes have a significant influence on our policy
and run counter to our policy in some cases. 

One of the lessons that we learned from this recent Gulf crisis 
which we are still learning is that the need to control the flow of 
arms into the region is an extremely important one. 

China's policy of arms export for a number of years has been 
completely demand driven; anybody who asks most likely could get
it if they could pay for it. And that is strictly cash-on-the-barrel 
sellers. Even our friends, the Saudis, bought a CSS-2 nuclear capa
ble missile system from the Chinese without telling us three years 
ago.

I am wondering whether or not we have opened up any discus
sions with the Chinese about the possibility of their slowing down 
the sale of arms and whether or not if we have, the sale to the Chi
nese themselves of the super computers which were approved in 
December of this year was a good idea in light of the fact that they
used these super computers to upgrade the quality and the capabil
ity of their weapons systems, thereby making them even more at
tractive to buyers who have money.

My understanding was that the people at the upper levels of the 
bureaucracy of the DOD were opposed to this sale. 

42-82 0-91-1 
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I am curious why we made the sale, besides the fact that the De-Rartment of Commerce probably had its tongue out panting to the

floor to sell anything to anybody. Why did we make this sale, inlight of the fact that we know these super computers are capable ofhelping the Chinese develop better weapons systems.
And what is the Administration's view now of the Chinese weap

ons sales into the region, and what is our view with reference to our own technological aid to a country like China who continues to
sell into that region?

Mr. ANDERSON. Well, if I may comment first, China, of course, is very much engaged as you pointed out during the Iran/Iraq war
period in selling arms to virtually all regions.

But after the sale to the Saudis, we did talk with them, and wehave talked with them regularly, both here and in Beijing.
It is about specific sales or indications that such might be contemplated, but also about the region. And they have given us assurances a little over a year ago that they would not, for example,

sell M-9s to anyone in the region.
But it is broader and deeper than that, as you have indicated.
Mr. SMITH of Florida. What is that, the Eastwind?
Mr. ANDERSON. The M-9. 
Mr. SMITH of Florida. Is that the Eastwind? 
Mr. FORD. The CSS2 is, I think, the-
Mr. SMITH of Florida. No, the CSS2 is a nuclear-well, that is 

all right.
Mr. ANDERSON. M-9 has got a range which comes within theguidelines that we are trying to avoid, and the M-11 is just slightly

under it. So it is just as pernicious.
We are working with them in the bilateral context, but we alsowould hope to engage them in a multilateral effort in terms of the

Middle East and that whole region.
Since the Iraqi invasion, we got no indication that they have violated the embargo on the arms, and no indication that they have

delivered any such weapons to any of the countries in the region.
We, as I say--
Mr. SMITH of Florida. Well, of course they do it clandestinely.

Even our friends the Saudis, bought it clandestinely, and we onlyfound out about it by virtue of a NSA traffic interception. So I amcurious as to how we are monitoring the fact that they haven't in
vaded the embargo?

Mr. ANDERSON. Well, of course we could tell that nothing has come in. There is a bigger problem which we could address inNorth Korea, and that could fit in with what you are saying.
Mr. SMITH of Florida. They just sold Scuds to Syria, if I under

stand. Well, Syria is not on the embargo list.
Mr. ANDERSON. That is a problem we have to deal with in termsof the dealing with the post Gulf War, and we have to somehow get

a handle on the Korean aspect.
But in terms of our own dialog, Secretary Bartholomew regularlydiscusses all aspects across the board. And we have made some 

progress in those talks.
Dick Soloman was just in Beijing talkinq with the Chinese about

both the problem vis-a-vis China, but also in the broader context of
the Gulf. 
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And Under Secretary Bartholomew will be going out to Beijing 
within the next couple of months to pursue this dialog. So it is a 
major item on our agenda with the Chinese. 

Mr. SMITH of Florida. Two things with reference to China. What, 
if anything, do we know about the possibility of their helping Paki
stan develop their own nuclear weapon, and do we have any evi
dence of cooperation between China and Pakistan on that issue? 

Mrs. SCHAFFER. China has a longstanding involvement in Paki
stan's nuclear program. The most recent development was a Chi
nese decision in principle to sell the Pakistanis a small power reac
tor. 

Your second question about proof, sir? 
Mr. SMITH of Florida. Yes. Do we see any evidence of any other 

cooperation? Shipment of any materials that would be capable of 
making weapons grade? 

Mrs. SCHAFFER. Well, beyond saying that they have a longstand
ing relationship, I think any more specifics I would have to get into 
in closed session. 

Mr. SMITH of Florida. All right. 
HUMAN RIGHTS IN CHINA 

The other thing is, what are we doing with reference to their 
human rights policy, which is very much at odds with ours? 

Mrs. SCHAFFER. The Chinese? 
Mr. SMITH of Florida. Yes. 
Mr. ANDERSON. Well, the human rights policy and the question 

of the people who are espousing Democracy in 1989 has been right 
at the top of our agenda. 

We, obviously, are not satisfied with where they are now, but 
they have done a number of things along the lines that we have 
been discussing with them over the past year and a half. 

I mean, they have released the-by their count, we don't really 
dispute it, over 900 or so of the people that were imprisoned at the 
time of the demonstrations. 

They just tried 30 some odd, and even though we would not wel
come any jail sentence for any espousing democratic views and not 
doing anything beyond that, in their view, they gave them relative
ly lenient sentences. 

But these are the two questions that we have got right at the top 
of our agenda; the question of proliferation of weapons, missiles 
and so forth, and human rights.

Foreign Minister Qian was here in January, and the President 
and Secretary Baker spent a considerable amount of their time 
talking about this problem of human rights and pointing out that 
that is one of the pillars of our foreign policy. 

Mr. SMITH of Florida. Well, do we view the continuing occupation 
of Tibet by Chinese troops as being somewhat equal, and that was 
by force and not by any other method, to Iraq having invaded 
Kuwait; or do we not? 

Mr. ANDERSON. No, sir. Historically, the takeover of Tibet in the 
early 1950s was not opposed by the governments around the world, 
and it was essentially accepted as a historical claim which the gov



840
 

ernments around the world clearly would not accept in the case of 
Kuwait. 

Mr. SMITH of Florida. Iraq had established an historical claim in 
the 1950s and 1960s; and, in fact, attempted to annex Kuwait once 
before, didn't they?

Mr. ANDERSON. That is correct. They have made those claims.
In the case of Tibet, I am sorry, that happened a long time ago

the world accepted it: That doesn t mean that we are not interested 
in the welfare of those people.

And we spend a lot of time on the subject of Tibet. That was one
of the things we asked the Chinese very much to do was to lift
martial law there. And they did, and they have recently let our
consular officers go and visit the prisons, which was quite remarka
ble. 

So it is very much on our minds, but not in terms of independ
ence but rather the human rights and the conditions of the people
in Tibet. 

HUMAN RIGHTS AND TRADE WITH CHINA 

Mr. SMrTH of Florida. There are other states in the region and
other states in our hemisphere that produce rather inexpensive, 
some would call them cheap, textiles, with cheap labor. They are to 
some degree less capable of exporting from their countries to here 
than is China currently.

We seem to be encouraging the flow of these cheap imported tex
tiles and finished goods both into this country. Is the Administra
tion still encouraging this kind of trade? Are we looking at the pos
sibility that we should leverage a little bit on trade in this hemi
sphere and other countries in that region to help benefit them instead of the Chinese who, even over our insistence on some human 
rights issues, have gone their own way?

I mean, we don't regard what they have done recently as being
in compliance with what the United States claims as a standard for 
human rights.

Mr. ANDERSON. No, we do not consider their behavior at that 
standard. 

Mr. SMITH of Florida. Well, then, are we trying to leverage some
of this kind of activity? We do with the Soviet Union.

The President temporarily waived Jackson-Vanik, because of
what happened a few months ago when the Soviet Union went in 
again to the Baltic states. 

Are we trying to encourage compliance by reducing, rather than 
opening, trade with China? 

Mr. ANDERSON. We have felt like that the trade with China, and 
we do look at it obviously in the broader context of where the tex
tiles should come from, but trade with China was one of the vehi
cles for improving the economy and the human rights situation be
cause most of the trade that we conduct with China is with the 
more reformist oriented part of China and not with the state side.

So virtually every Chinese dissident would, or most of them,
would agree that what they don't want us to do is to cut off those
kinds of contacts because that is what is leading to reform in the
longer run, hopefully, will lead to political reform as well. 
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Mr. SMITH of Florida. Gee, that is amazing. I don't remember too 
many people coming to see me, Mr. Chairman, praticularly the 
Chinese dissidents in this country, asking me to help give China 
more of a slice of our trade. 

It would seem to me just the opposite. 
Mr. ANDERSON. Well, most of the ones I have talked with in this 

country and in China, as well, think that the trade is something 
that bolsters the reformist side of the society there, and they would 
not want to see it cut. That is not specifically textile trade, but 
trade in general.

That comes across quite strongly. 
Mr. SMITH of Florida. So the Administration at this point doesn't 

have any real plans to do anything about trade except trying to 
continue to entice China to make human rights reforms, based 
upon their access to our markets, in that particular aspect? 

Mr. ANDERSON. We have certainly made clear that human rights 
is right at the top of our agenda and can affect everything across 
the board, including ability to maintain a trading relationship. 

Mr. SMITH of Florida. Then what are we willing to use as a stick 
on human rights, besides expressing the fact that human rights is 
at the top of our agenda. What is it that is going to create a situa
tion that will make them change their human rights policies 
within any time frame that would be reasonable? 

Mr. ANDERSON. I think that the things that they have done over 
the past year and a half show that they let us intrude into their 
domestic matters, human rights front. They don't want to, and 
their predilection would be to tell us to go to hell and away from 
that situation. 

Mr. SMITH of Florida. Well, they did with their actions. They did 
just as they damned please.

Mr. ANDERSON. Well, they lifted martial law in both Beijing and 
Tibet. 

Mr. SMITH of Florida. You know that was for domestic consump
tion and had nothing to do with what the United States asked 
them to do. 

Mr. ANDERSON. Well, it was not the easiest thing for them to do 
at all. I mean, it is easier for them to keep the martial law in 
place, and so the atmosphere has improved somewhat based on 
that. 

As I said, approximately 900 people who had been put in jail as a 
result of the demonstration have been released, and there are still 
two or three hundred that are in jail. And we still raise that with 
them constantly.

But I would say that China's behavior has not been what they
normally would have done over the past year and a half, and it is 
largely because of U.S. and associated countries' influence in that 
whole area. 

Mr. SMITH of Florida. Well, the Chairman has been very kind 
with his time. 

Let me just close by saying that while I understand the policy 
you are pursuing, in trying to get them to change the human 
rights policy. Certainly it is something we all want. 
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By the same token, I think that the United States is being a

little too kind, a little too differential. I think that the Chinese
would do more if they were pushed more. 

They still have a need to export to the United States. They have 
a great capability that needs to be harnessed by virtue of capital
flow from the United States. They know that. And I think we could 
push a little bit harder. 

I am afraid that what has happened is that after Tiananmen
Square, we were so grateful that they were backing up from what
they had done, which was so outrageous, that we are now giving
them credit for backing up from where they had been. 

It is kind of like the analogy that if somebody pushes you down a
50-foot black hole, when you hit the bottom, you hate their guts. A
day later they start to pull you up, and as you begin to see the sun
light, you begin to get more grateful. You seem to forget at least
for a period of time that they were the ones that pushed you down
there in the first place.

I think we ought to be a little bit more strict in terms of the kind
of friendship we are extending to China until it straightens out
there has been no punishment meted out to the Chinese for what 
they do. 

It was cruel, inexcusable, and a horrendous violation of human
rights; and I would hope the Administration doesn't forget that and
look only at the good side that they backed away from this moral 
abyss. 

They were better before they started. 
Thank you, Mr. Chairman. 
Mr. ANDERSON. Could I just say one more thing, please. We still

have sanctions on them, and it is largely because of human rights.
Mr. SMITH of Florida. What are we sanctioning, Mr. Anderson? 
Mr. ANDERSON. No military deliveries.
Mr. SMITH of Florida. They are shipping equipment to other 

people.
Mr. ANDERSON. It is extremely important to them. So that aspect

is cut off. 
Mr. SMITH of Florida. What about the dual use computer we gave

them? Is that part of the nonsanction, also?
Mr. ANDERSON. That we 'regarded as not-that was dual use and

therefore it was not. We thought that was to our longer term ad
vantage to be able to cooperate in that area; and I think it has a
favorable impact on the ability to work with them on the arms con
trol, the missile proliferation, as well. 

Mr. SMrTH of Florida. Thank you. 

ARMS CONTROL 

Mr. OaEY. Well, let me follow up on that.
You say you think this would enable us to work with them, on 

arms control. Let us assume, and I don't have much faith this is
going to happen, but let us assume that we were able to reach an 
agreement with the Soviets on an arms limitation or arms denial
policy toward the Persian Gulf region. What is our best estimate atthis point of our ability to get the Chinese to cooperate fully in any
such effort? 
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Mr. ANDERSON. Working through the Perm-5 and the U.N. is one 
component. But then in a broader context, a multilateral context to 
bring the Chinese into such agreements, and we will make abso
lutely utmost effort to do it. 

And my guess is that they will cooperate, and maybe not totally
in the way we would like to, but I think the odds are that we can 
bring them in if we can make a multilateral effort of it. 

Mr. OBEY. Okay.
Let's turn back to the Philippines. On July 17, the Philippines

had a major earthquake. The Administration, on September 20, 
sent Congress a notification of their intent to use 106 AID draw
down authority for $10 million, explaining that the disaster assist
ance account had been already exhausted for the year.

Would you tell us in detail what emergency assistance the U.S. 
gave the Philippines in response to that earthquake, both from the 
disaster assistance account and from the 106 AID draw-down au
thority?

Mrs. ADELMAN. Mr. Chairman, We provided through our regular 
program significant amounts of disaster relief assistance, and I am 
not sure whether that was our account. 

Mr. ANDERSON. Mr. Chairman, could I ask Director Nach-yes. I 
think he could give you an answer to that. 

Mr. NACH. Mr. Chairman, the first 106 AID equipment is al
ready--

Mr. OBEY. Why aren't you in Jamaica? 
Mr. NACH. Well, it is too hot there. 
But the 106 AID equipment is already enroute. In fact, the first 

equipment on the earth-moving equipment has arrived at Subic,
and we are preparing it for turnover. And the rest is being found. 

Part of the problem is because of our own effort in the Gulf, get
ting the equipment. But the program is underway.

Mr. OBEY. Well, let me ask you this: Why did it take over two 
months for the Administration to even request from the Congress
the $10 million? I mean, you regarded it as an emergency, so that 
you could use the draw-down authority, but it took some 60 days
before we responded, which doesn't seem like an emergency re
sponse to me. 

Why was there such a lag?
Mr. NACH. Well, it was important to find out, to assess what had 

happened in a systematic way, and also to find out what we had as 
we got the program on the tracks. 

Mr. FORD. Mr. Chairman, I would also like to add that there was 
a portion of this that was the most immediate assistance that DoD 
provided was done by CINPAC out of its own resources, so that 
people were on the scene very quickly, and flights went into the 
Philippines.

There was every effort to try to provide whatever assistance we 
could within a matter of days or weeks. And the other things are 
simply things that are still needed to be used for the cleanup in 
terms of the damage that was done. And we quite frankly, one of 
the problems for us at least was Desert Shield/Desert Storm. We 
simply didn't have the lift capability to get the equipment there. 
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Mr. OBEY. Well there had been some scuttlebutt that the Philip
pine Government at first was reluctant to accept help from the
U.S. military. Is that true? 

Mr. FORD. Mr. Chairman, I have not heard that. I would be very
surprised if that was the case.
 

Mr. OBEY. I would be, too, but that is what I heard.

Mr. FORD. Certainly CINPAC's assets 
were almost immediately

in the country helping in various ways. And my knowledge, although it may not be complete, is that we got very high marks
from everybody we dealt with. And they were very much apprecia
tive of whatever the U.S. Government could provide.

Mr. OBEY. All right. 
SUPPORT TO THE CAMBODIAN RESISTANCE FORCES 

Cambodia. Does the Administration intend, despite the veto ofthe intelligence bill, to abide by Congressional intents to shift from 
covert to overt assistance to the Cambodian noncommunist resist
ance forces? 

Frankly, given your administrative structure, it is hard for me to
know to whom I am supposed to ask these questions.

Mr. FORD. Yes, sir. 
Mr. ANDERSON. Yes, sir. We intend to follow the law as you have

passed. No problem with doing so.
Mr. OBEY. When does the Administration believe it will exhaust

the initial $75 million outlay for the resistance, and how does the
Administration envision using the remaining funds during the re
mainder of the fiscal year, and how much money was carried over
from the previous fiscal year?

Mrs. ADELMAN. I will start with the last one first. About 900,000 
was carried over from the last year. That has been expended. That
has been exhausted, according to our field sources.

Currently we plan to use-we will be planning to authorize sevenmillion to the NCR for food, training, medicines, and for limited 
amount within Cambodia irrigation equipment and well digging
things, agriculture inputs, and that we will be moving forward on,

after some continued consultations that the State Department is

having with the Congress now.


It is not authorized yet, the seven million. We are in the process
of getting that paperwork ready.

Mr. OBEY. How much of the money earmarked for children in
Cambodia has been obligated?

Mrs. ADELMAN. There was two million last year that was obligat
ed, from fiscal year 1990 it was obligated. And those programs, in
fact, are just now starting up.

The five million now for this year we are going to be doing solicitations for competition. I have authorized that money; that money
is authorized already. We are now requesting proposals, and wehope to have those done by the end of April for this year's money.

Mr. OBE.. How about the rest of the money, in response to my
first question?

Mrs. ADELMAN. Excuse me. I need to get to the end of that.
We expect this seven million to last until about May or June forthe NCR; and at that point, we would be coming back to the Con
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gress for, depending on the peace process and depending on our as
sessment of needs in Cambodia and the peace process, then decid
ing what we would be requesting that for. 

Right now, it is planned for a split between the NCR and for de
velopment needs within Cambodia. 

Mr. OBEY. In what circumstances would the Administration sup
port a larger program through PVO's, outside of the liberated 
areas? 

Mrs. ADELMAN. Well, we, right now, are supporting the $5 mil
lion that is earmarked already, and our policy is and Mr. Anderson 
can add to this-

Mr. OBEY. Do you understand the concern about where the 
money is or is not going. 

Mrs. ADELMAN. Yes, yes. At this point, our policy has been, and I 
will let Mr. Anderson talk about this more, is to begin development 
programs of reconstruction and any other activities in Cambodia 
after a comprehensive peace settlement. 

So we are not supporting that now. We would support further de
velopment, reconstruction of other programs after that time. 

Mr. ANDERSON. If I may add, Mr. Chairman, we are moving 
ahead to undertake the assessment that was called for. And so we 
will be in a position to move ahead, and we hope that the peace 
process is going to move ahead rapidly. 

Mr. OBEY. You say that you are moving ahead with the assess
ment. The requirement was for onsite assessment. 

Mr. ANDERSON. We will undertake that, sir. 
Mr. OBEY. Despite the President's comments when he signed-
Mr. ANDERSiON. Despite the President's comments, we are plan

ning to move ahead with an assessment, and in time to,respond in 
May. 

Mr. OBEY. But where will this take place, in addition to the liber
ated zones? 

Mr. ANDERSON. Oh, inside Cambodia. We will send, someone in, 
and they will travel around. 

COOPERATION WITH THE KHMER ROUGE 

Mr. OBEY. The Administration's February 26 report on military 
cooperation with the Khmer Rouge conceded reports of tactical co
operation between noncommunist forces and the Khmer Rouge, in
cluding coordinated attacks. 

In light of that report, how has the Administration reached the 
conclusion that none of the equipment provided by the U.S. to the 
NCR has reached Khmer Rouge hands? 

Mr. ANDERSON. Well, we have-that is one of the reasons that 
our report was delayed, because we got some reports in December, 
and we had to study those very carefully. 

And we are continuing to review all these reports, and I think 
you have seen the report that we have sent over to the Congress. 
And it covers our point of view on the subject.Mr. OBEY. What is the monitoring process that you use in reach
ing that determination? 

Mr. ANDERSON. We get reports from intelligence and other 
sources, and we try to track them down. 
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Assistant Secretary Solorian is going to Bangkok next week, and
he will talk directly to the Prince Ranariddh, and with General 
Son Sann about this matter. And so we are both indirectly, interms of any reports that we get, and directly we are trying to
monitor what is actually going on. 

Mr. OBEY. Well, I don't understand the Administration's inter
pretation, because based on the standard of cooperation that was in
this year's appropriation, it did not include an integration of forces.
It was the cooperation in any meaningful way with them. 

And I don't understand under the circumstances determining the
legality for the continuation of funding.

Mr. ANDERSON. Well, Mr. Chairman, we are keenly aware of the
language, both tactical and, strategic cooperation, and the question
is whether or not the reliability of the reports that have come in,
and what they mean and whether they are episodic or the kind 
that is referred to in the law. 

So as I say, we have studied it very carefully, and we will contin
ue to do so, Mr. Soloman's visit to Thailand to the border is part of 
that process.

But we have not reached the conclusion at this point that the
that we must make the change contemplated in the law.

Mr. FORD. Mr. Chairman, may I ask a question? In your view-I
know when you introduced this subject, you said that materially
assist or assist the Khmer Rouge. One of the difficulties for us, of course, is that on occasion, some of the sorts of activities that we
have noted between the noncommunist resistance and the Khmer 
Rouge has been what I would define as survival actions on the part
of the noncommunist resistance, rather than things that have ma
terially helped the Khmer Rouge.

And I think that in developing our threshold, we were trying to
determine the Congressional intent that it should help the Khmer
Rouge, and that if it was something that the noncommunists bene
fits from, and it was not at their instigation, that it was something
that the Khmer Rouge, either imposed on them or in the heat of
battle insisted upon, or happened to be fighting in the same area,

then such circumstances were acceptable.


We took that to mean that that was not the sort of activity that

had been talked about in the law. 

Now, obviously if you feel differently about it, we will have 
to--

Mr. OBEY. Well, the issue isn't how I feel. The issue is how the
House is going to feel. And, as Chairman, I have an institutional
desire to reach a compromise on this issue because I don't like con
troversies surrounding this bill, unless I make them.

My frustration here is that I was trying to negotiate last year be
tween Mr. Solarz on one side, Mr. Atkins on the other side, the Ad
ministration and a couple of other groups on the other side of the 
aisle. Mr. Atkins lost last year.

But in light of the Administration's own report, I am not at all
convinced he is going to lose this year. My problem is that I think
the Administration has an institutional interest in doing whatever
it wants in order to keep the money going.

i am concerned that the reports on your activities are going to 
have consequences which are going to mess up thisbill, as well as 
your policy. 
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It seems to me that the Administration is meeting itself coming 
back on this one. 

Mr. FORD. Mr. Chairman, if I might just comment, I think that 
our effort has been trying to be as straightforward and detailed in 
responding to this provision as well as we can, and our difficulty 
has been trying to determine what is significant under the law in 
the cooperation area. 

And I think that we are not trying to draw a fine line and quib
ble with the law. One of our obvious difficulties is that the most 
significant assistance to the Khmer Rouge would be the cutoff of 
the funding to the NCR. I mean, the people that gain the most 
from this are the Khmer Rouge. 

And since the intent of the law is clearly both in its language 
and its legislative history because of our great concern and effort 
toward the Khmer Rouge, we are caught on the horns of a dilem
ma. 

And so that in our mind, in my mind, as I have looked at it very 
closely, no significant cooperation between the Khmer Rouge and 
the NCR has occurred that helps the Khmer Rouge and that those 
cases of activities that have occurred have been either individuals 
who were unauthorized in doing these things or they were things 
that were most important to the NCR survival. 

And so our report indicated all of those kinds of activities, and I 
admit that there are questionable--

Mr. OBEY. That is a distinction, and I understand. But the fact is 
that there are people showing up at the same time shooting at the 
same people in the same place. It is not exactly believable. 

Mr. FORD. I understand your point, Mr. Chairman, and part of 
the problem is it is a relatively small area. And they are both fight
ing the same enemy. 

And so that in a number of cases, the noncommunists have 
chosen to be in an area so that the Khmer Rouge don't gain total 
control and don't-aren't able to intimidate the population. 

Mr. OBEY. I would appreciate it if you would sit down directly 
with Mr. Atkins and discuss this issue. If we cannot reach a 
common understanding of what is happening, confusion alone is 
going to lead to unnecessary hassle when this bill gets to the Floor. 
And, this year there is going to be a lot of hassle. 

Mr. FORD. I appreciate your guidance, Mr. Chairman. 
Mr. ANDERSON. Mr. Chairman, I agree with what Mr. Ford has 

just said. But if we conclude, and again we will look at it very care
fully, if we conclude there is tactical or strategical cooperation, we 
will comply with the law. There is no question about that. 

Mr. FORD. Certainly.
Mr. OBEY. I have a number of questions on Cambodia which I will 

submit for the record at this point. 

Questions From Chairman Obey Submitted to Agency for
 
International Development
 

CAMBODIA 

CHILDPR 

Question. Can you explain how much of the money 'earmarked for children in
 
Cambodia has been obligated and to how many organizations and for what pur
poses? 
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Answer. For FY 1991 funds ($5 million), A.D. has invited international reliefagencies and U.S. private voluntary organizations to submit concept papers on howthey would assist children and victims of war within Cambodia. These papers are 
to be submitted to A.).D. by April 12th.

The concept papers will be reviewed by A.I.D. and decisions will be made onwhich organizations to fund. A.I.D. fully expect these grants to be made in late June.
Two million dollars was obligated last fiscal year to meet the needs of Cambodianchildren. UNICEF and World Vision were recipients of these grants. UNICEF'sgrant support expanded immunization programs for children; World Vision's grant

supports Cambodia's only pediatrics hospital. 

NEEDS ASSESSMENT 

Question. As the Administration well knows, the Congress expanded on previousdesigns for the Cambodian program and intended that this year's funds should beavailable for humanitarian purposes throughout Cambodia. In this regard, Congressrequired that A.I.D. prepare a needs assessment to be submitted to Congress by May1, 1991. The Congress did not make this report contingent on a peace settlement,and, therefore, intended that regardless of ongoing political events, this needs as
sessment was to proceed.

How has the Administration proceeded with this needs assessment for develop
ment throughout Cambodia? 

Answer. We share Congressional concern about humanitarian conditions in Cam.bodia and we intend to meet the Congressional requirement and submit a reportthat assesses humanitarian and development assistance priorities in Cambodia.The assessment will give priority to identifying immediate and pressing needs inhealth and education services as well as access to safe water and food, and it willlook at the nutritional status of the population.
The assessment will rely heavily on the expertise of private and voluntary andinternational organiza'dons which have ongoing programs in Cambodia. The teamwill make on-site visits to development programs and projects in the country. 

Questions for the Record Submitted to Department of State 
ASSISTANCE 

Question. With the funds appropriated for the current year, how many Cambodi ans, either in the resistance forces or in existing villages in or adjacent to the liberated zones do we believe we are serving? How much land compared to the rest ofCambodia does the non-communist resistance actually control and how do they ad
minister this territory?

Answer. We estimate that in excess of 125,000 people would be served through ourassistance to the Non-Communists during FY 1991. The major categories of directsupport would include the NCR medical training and treatment programs benefitting up to 100,000 people as well as food assistance for as many as 45,000 NCR soldiers, their dependents, and civilians-many of whom would also benefit from themedical programs. An unknown number of people would also be assisted throughprograms for community development, agricultural extension, animal vaccination,school rehabilitation, and democratic pluralism activities.
 
The liberated zone 
under the direct control of the KPNLF is approximately 100square miles in area, a small portion of Cambodia's approximately 69,900 squaremiles. Both Non-Communist organizations are active in much of western and cen

tral Cambodia in areas other than the liberated zone.

We understand that the NCR has either held elections or worked through the existing local civil authorities in the areas in which they are present.
 

UNITED NATIONS
Question. What is the intended value or purpose in building up these areas andwhat would happen in these areas in the event that the United Nations, in conjunction with those ministries under Hun Sen still permitted to operate, began togovern the entire country? Would those areas remain under the auspices of the non

governmental factions?
Answer. There is no plan for the United Nations to "govern" Cambodia. According to the proposed settlement agreement, the United Nations Transitional Authority in Cam ina(UNTAC) "will exercise the powers necessary to ensure the implementation of this agreement, including those relating to the organization and conduct of free and fair elections and the relevant aspects of the administration of

Cambodia." 
According to the Explanatory Note drafted by Under Secretary-General Ahmed inDecember which helps elaborate this concept, the interaction of UNTAC with exist
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ing administrative structures "will be limited to those functions and activities of theexisting administrative structures, be they at the national, provincial, district or vii-.lage level, which could directly influence the holding of free and fair elections in aneutral political environment. Other functions and activities will remain unaffect
ed."

We would thus expect that the "existing administrative structures" would includethose established by any of the four parties involved, including the Phnom Penhregime for most of the country and the resistance parties in the areas they control.The assistance we have provided to the Cambodian Non-Communists has enhanced the political strength and credibility of these groups in preparation for theirparticipation in the elections to be organized and conducted by the United Nations.We believe the Non-Communists deserve the opportunity to test their popularappeal as alternatives to both Communist factions: the Vietnamese imposed Phnom
Penh regime and the abhorrent Khmer Rouge. 

DISPLACED CAMBODIANS 

Question. Are the factions moving civilians out of the refugee camps to settle theirliberated zones? Is anyone being moved forcibly?
Answer. The movement of displaced Cambodians from Khmer Rouge camps intoCambodia has been a concern for more than a year. Our best estimates are that 3035,000 displaced people have been moved from the border area to the interior during1990. Some of those moved have subsequently returned to the border, to seek medi

cal assistance or because of other difficulties they have faced within Cambodia.Most of this movement involved displaced persons from camps under the authority of the Khmer Rouge. A number of the Khmer Rouge camps and other KR-controlled areas in Thaland have not been open to access by international organizations. We have joined the United Nations Border Relief Organization, the International Committee of the Red Cross, and international voluntary agencies in repeatedly pressing the Royal Thai Government for access to Khmer Rouge controlledareas along the border. Without such access, it has been difficult to confirm reportsof forced movements by the Khmer Rouge of the displaced persons under its control.We do not have information showing forced movements of displaced persons bythe Non-Communist groups. The Non-Communist camps are open to the international assistance agencies. Voluntary movement of people from the Non-Communist camps to Cambodia has occurred, but this has not added a significant number ofpeople to the population within the Non-Communist "liberated zone." 

SUBMrTD To DEPARTMENT OF DEFENSE 

EXPENDITURE OF FUNDS 

Question. When does the Administration believe it will exhaust the initial $7.5million outlay for the resistance and how does the Administration envision usingthe remaining funds in the remainder of this fiscal year? (Also, how much money

was carried over from the previous fiscal year?)


Answer. This question is more appropriately directed to the Agency for International Development who manages the aid to Cambodia. However, the circumstances as understood by DoD are as follows. No funds have been expended to date in this
fiscal year. AID has sent a team to Cambodia and Thailand to assess humanitarian
and development needs. The team's assessment will be used by AID to determine
assistance funding priorities. We expect AID to complete this assessment by early
May, as required in the FY 1991 Appropriations legislation.
Under the $20 million program authorized, AID will continue its support for theCambodian Non-Communist Resistance and initiate programs to meet humanitarianand development needs in Cambodia. The Administration recognizes that assistance over $7.5 million is subject to Congressional notification procedures. 

AID TO AFGHANISTAN 
Mr. OBEY. What is the status of the bilateral A.I.D. program with 

Afghanistan?
Mrs. ADELMAN. It is, as I mentioned, slightly reduced from $70million to $60 million. And basically right now, the same types of 

programs are going on in cross-border programs i.e., agriculture,
education, health, and food. 

We are, though, reexamining that this year in close consultation
with the State Department. 
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Mr. OBEY. How do you plan to deal with resistance from, com
manders who are drug traffickers? 

Mrs. ADELMAN. I don't plan to deal with them. 
Mrs. SCHAFFER. No. There is a very firm policy that we will not 

deal with any drug leaders that we know-sorry, resistance leaders 
whom we know to be involved with narcotics. 

Mr. OBEY. Do we rely on the Pakistani Secret Service to make 
those determinations, or do we make them ourselves? How do we 
go about that? 

Mrs. SCHAFFER. Wo make our own judgments based on the best 
information available to us, Mr. Chairman. 

Mr. OBEY. I have got three other questions on that for the'record. 
[The information follows:] 

Questions From Chairman Obey Submitted to Agency for,
 
International Development
 

AFGHANISTAN 

AID PROGRAM STATUS 

Question. The war drags on in Afghanistan. Our bilateral aid program has been 
reduced from $70 million in 1990 to $60 million in 1991, and $60 million requested
in 1992. Afghanistan was one of four countries not certified by the President as 
having fully cooperated with the U.S. narcotics matters. 

What is the status of our bilateral aid program with Afghanistan?
Answer. A.I.D.'s cross-border, humanitarian assistance program for Afghanistan

complements the U.S. Government's objective of supporting self determination for 
the Afghan people. The program serves the dual purposes of: (1) relieving the suffer
ing of Afghans unwilling or unable to leave their war-torn country, and (2) helping
to ensure that conditions inside Afghanistan are such that refugees can return to 
their country as soon as security conditions permit. A key element of the program is 
support of U.N. reconstruction and development efforts which will lead the rehabili
tation of a post-war Afghanistan.

With A.I.D. assistance, agriculture, health and education services, equipment, food 
and essential commodities have been provided to targeted areas throughout Afghan
istan. A.I.D. has made involvement of Afghans in managing and implementing the 
program a high priority. Increasingly, A.I.D. is focusing on human capital develop
ment and increased reliance on Afghan private sector, nongovernmental delivery
mechanisms. 

AGRICULTURE 

Question. What progress has been made towards reviving the agricultural sector 
of the country?

Answer. The A.I.D. program has focused on improving the nutritional needs of
the Afghan people through P.L. 480 food assistance, as well as rehabilitation of the 
Afghan farm sector in liberated areas of Afghanistan. The latter includes not only
rehabilitating rural infrastructure but also supporting the role of the private sector,
i.e., commercial traders, in delivering agricultural supplies and inputs from Paki
stan to Afghanistan.

Since 1986, over 1,600 small irrigation systems providing water for approximately
250,000 acres have been rehabilitated. In addition, more than 1,400 metric tons of 
improved wheat seed and 16,600 metric tons of fertilizer have been sold or distribut
ed to farmers inside Afghanistan. The program is expanding indigenous capacity to 
produce seed, tree replacements and other food crops. While it is difficult to quanti
fy the exact impact of our agricultural programs, all available evidence including.diretvisits by contractors and other forms of sophisticated monitoring techniques
indicate that the program is having a substantial impact on improving agricultural
production. 

DRUG ERADICATION 

Question. Afghanistan remains the world's second largest producer of opium, and
the central government of that country has little or no control in many areas. Also,
there is a split among the commanders of the mujaheddin resistance forces. Some 
are drug traflckers, some opposo continued opium production. What is the status of
the much maligned drug education and crop substitution program the U.S. has pro
posed? 
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Answer. Until now, the activity has been limited to narcotics awareness and anal.ysi.'We plan to begin a pilot income substitution component in the near future.Given: the preject's experimental nature, we decided during the A.I.D. Washingtonreview of the implementation plan to reduce the project's scope. We are now plan

ning to undertake pilot income substitution programs in three to four geographicareas, yet to be selected, rather than the eight to twelve geographic areas originally
planned.

We are very concerned about monitoring and enforcement issues. Accordingly, wehave established a monitoring system which meets FA Section 487 requirements. Aninter-agency narcotics committee in the Embassy in Islamabad will review all assistance requests under the NACP and encure that assistance does not go to someone
ineligible under Section 487. Furthermore, this assessment will be reviewed by asecond interagency committee here in Washington, before assistance is authorized.

We re ,ize that conditions in Afghanistan are not ideal to undertake an anti-narcotics project. But given the choice between taking no anti-narcotics program at allin the world's second largest popp, producer, or taking a calculated risk and under
taking a small, pilot effort, we believe that the latter approach is preferable.

We are not counting on the NACP, by itself, to have a significant impact onpoppy production. The project's importance is in giving the U.S. Government, andinterested Afghans, a better understanding of what works and what doesn't in com
batting narcotics production. 

THAILAND 
Mr. OBEY. I have some questions with respect to Thailand which 

I will insert in the record. 
[The information follows:] 

Questions From Chairman Obey Submitted to Agency for.
 
International Development
 

THAILAND 
DIRECrION OF PROGRAM 

Question. In the late 1970s the A.I.D. program in Thailand was winding down andit seemed that we were going to phase it out entirely. Then apparently the StateDepartment decided to change course and assistance was increased for several years. Recently, A.1.D. was trying to craft a program which has been characterized 
as science and technology related, and to a lesser extent trade and export oriented.
Now, assistance has been cut off.

It seems to me that now is a good time to reconsider the Thai assistance programin its entirety. Thailand is clearly booming economically with a 9 percent annualgrowth over the last four years. Why couldn't the US decide that while there aresignificant development needs in Thailand that the country as a whole is capable ofproviding for its needs particularly if it chooses to direct some of its growth toward 
rural areas?

If we have a political decision for an A.I.D. program, why doesn't A.I.D. focus onthe rural and agricultural development because about 75 percent of Thais live inthe rural areas instead of focusing on technology transfer which is predominantly inthe Bangkok area and which is already facing severe urban problems?
Answer. While Thailand has indeed been successful in achieving rapid growth, itis not clear that Thailand has the institutional and human resources to meet all itsdevelopment needs. In our view it is very much in the U.S. interest to continue adevelopment assistance relationship in advanced countries such as Thailand, butsuch programs should differ significantly in terms of focus, content, modes of deliv

e ,and levels from traditional A.I.D. programs.
Thailand's success in achieving rapid economic growth in recent years stems fromfavorable external developments, namely the emergence of huge surpluses in Japanand the maturation of the NICs, particularly with respect to labor markets havecreated eat opportunities for the next tier of developing Asian countries, such asThaland. At the same time sound economic management has enabled Thailand inparticular to take advantage of these opportunities. Together these have producedan economic boom based on direct foreign investment, exports, and labor-intensiveindustry. With continued good economic policies and assuming continued dynamismin the Asia region, Thailand's growth prospects are excellent. While growth mayslow, it can be expected to average above five or six percent for the foreseeable 

future.
 
Achieving the capacity to sustain growth, as Thailand apparently has, is a majordevelopment accomplishment. But, this does not mean that the development task in 
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Thailand is completed, or even assured. Thailand's growth has raised incomes and 
employment and alleviated poverty. Achieving such growth on a sustained basis in
dicates a substantial degree of progress and momentum in institutional develop
ment. But rapid growth has also put severe strains on some institutions, and does 
not guarantee the emergence of others. For instance, there are clear signs that 
rapid growth in Thailand is outstripping Thailand's capacity to manage the environ
mental consequences of such growth; and to meet the sharply increasing demands 
on physical infrastructure, financial markets, and the education and training 
system. Rapid growth has not also been matched by progress in terms of democratic 
institutions. And, rapid growth does not guarantee that a country such as Thailand 
will advance to the point where it plays a constructive, cooperative, enlightened role 
in the community of nations, on issues pertaining to international trade and finance 
(e.g. intellectual property rights, GATT); the global environment and natural re
sources; AIDS, narcotics, international peacekeeping, etc. 

Accordingly, apart from achieving sustainable growth, there are dimensions of de
velopment, including the capacity to manage the impacts and fruits of growth; im
prove the spatial pattern of growth; strengthen democratic institutions; and play a 
positive role in the international community where a modest A.I.D. program can 
made a significant contribution of direct interest not only to Thailand but to the 
United States. 

This suggests the focus that we envision in a more mature developing country 
such as Thailand. In terms of content and modes of delivery, such a program takes 
account of the greater institutional capabilities and resources of a country like Thai
land, with correspondingly fewer demands on U.S. resources and capabilities. Fur
ther the program stresses technical or organizational capabilities in which the 
United States has a comparative advantage. The aim is to stimilate institutional 
linkages that will endure and multiply in the absence of A.I.D. support. 

Accordingly, the areas in which we have focused our program are: (1) human re
source development (including vocational training, cooperative education; and edu
cation and training in technology); (2) environment and natural resources manage
ment; (3) mobilization of domestic capital for investment and business management 
training; and (4) transnational issues such as AIDS and democracy. Assistance in 
these areas will not only foster sustainable growth but will provide assistance to 
rural areas. The transition from basic agriculture to an outward-oriented, economy 
will help reduce poverty. So also will assistance in improving Thailand's capacity to 
mobilize domestic capital for investment. This will help rural cities and municipali
ties finance improvements for basic services like water, waste water, and solid 
waste. Ultimately, it will also increase the development potential in rural areas and 
lessen the need for migration to Bangkok. 

With respect to levels, we have significantly lowered levels of A.I.D. financial and 
personnel resources in Thailand, in acknowledgement of the greater financial and 
institutional resources available domestically. 

The key to an improved spatial pattern of growth in Thailand is improved func
tioning ar, integration of markets, which in turn depends on the pattern of invest
ment in i;ifrastructure. A.I.D. has b&en working to improve the capacity of rural 
cities and municipalities in Thailand to mobilize capital to finance improvements in 
basic services such as water, waste water, and solid waste. With a more integrated 
network of financial markets and infrastructure, we expect the spatial pattern of 
growth to improve. 

JAPANESE AID TO THAILAND 

Question.The U.S. assistance program in Thailand is small compared to the Japa
nese effort-I understand they gave $361 million in 1988 and the United States gave 
$22 million. That is the nature of their aid and is it tied to Japanese business? 

Answer. According to Thailand's Directorate of Techanical and Economic Coop
eration, Japan provided $148 million of loan funds and $299 million of loan guaran
tees to Thailand through the Overseas Economic Cooperation Fund (OECF) in 1988. 
In addition, the Japanese International Cooperation Agency (JICA) provided Thai
land with $115 million of grant funds in 1988. The majority of the JICA assistance 
was used for the provision of engineering and feasibility studies and for training. 
The OECF funding was used for the provision of equipment and commodities which 
contribute to Thailand's electric power, telecommunications, ports and industrial de
velopment zones. Some Japanese funds are also used for provincial or rural pro
grams. 

It is difficult to determine exactly the extent to which Japanese aid is directly 
tied. For example, loans and loan guarantees can be for projects which are submit
ted to international tender, but the funding is in areas where Japan has made a 
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considerable international commitment, such as power generation and telecommuni
cations equipment. In many instances, grant funds have been used to prepare feasi
bility reports and develop equipment specifications. In essence, there appears to be 
excellent interagency coordination and an effort to follow through over a complete
project cycle. Is this tied aid? Not by the usual definition but clearly this pattern
suggests linkages akin to tied aid. 

RECENT THAI COUP AND AID SUSPENSION 

Question. Has the coup in Thailand, where the Prime Minister was decidedly 
more flexible than the Thai military in relation to both the Hun Sen government in 
cambodia and to a settlement of the Cambodia problem, in any way affected our 
ability to administer our program of assistance to the resistance or the refugee
camps?

Answer. The coup in Thailand has not affected our ability to manage our program'
of assistance to the Cambodian resistance. 

Questions Submitted to Department of State 

RESTORING AID TO THAILAND 

Question. What reuirements must the Thai government meet before the United 
States will restore aid? 

What information do you have on a time table for the restoration of democratic 
government to Thailand? 

Answer. Section 513 of the FAA states that assistance may be resumed to Thai
land when the President determines that a democratically-elected government has 
taken office. The Thai leadership has stated that a new permanent constitution pro
viding for elections will be drafted and approved within nine months at most, and 
that this will be followed by a three month campaign period before the democratic 
election. 

COUP IN THAILAND 

Question. It is my understanding that the military leader of the Thai coup visited 
Burma and met with the Burmese military literally the day before the coup. Is that 
true? If so, what do you make of that trip-was there complicity or advice or assist
ance from the Burmese military which is suppressing the elected government of 
Burma in some way?

Answer. General Sunthorn Kongsomphong, who was a leader of the coup, did visit 
Burma shortly before the coup took place. Such Thai military-to-military contacts 
with the Burmese are fairly routine. We have no reason to believe that the Burmese 
provided any advice or assistance to the Thai military in the coup, nor that the Bur
mese were in any way involved. 

HMONG REFUGEES 

Mr. OBEY. And then let me ask you something closer to home. I 
represent a lot of Hmong. Most people in this countries have never 
heard of Hmong. They did our dirty work in Laos, and they have 
gotten precious little thanks for it. 

An awful lot of them happen to have settled in my home town. 
We have a problem because the Hmong engaged in actions which 
assisted U.S. policy in Vietnam at the time. They were then criti
cized for it. 

They came to this country. Wher they settled in an initial refu
gee site, their costs were paid for ibr a short period of time. But 
then when they became secondary refugees by moving some place
else in the countries, Uncle Sam pulled the plug on them. 

So I have one request of the White House and the State Depart
ment and anybody involved in foreign aid. Don't get us involved in 
any foreign policy hassles unless the Administration is willing to 
support the domestic cost of those hassles afterwards, because 
there is no reason in the world why my local school boards and 
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my local mayors ought to get stuck with the cost of helping them 
to learn the language.

They didn't even have a written language until just a short time 
ago. Local communities are getting stuck in the crunch. And I 
think people from the State Department have an obligation, if they 
expect the country to follow Administration foreign policies, to 
meet the domestic costs that flow from those policies afterwards. 

That is the end of my speech. Now I have some questions. My 
office has received a letter from Wisconsin representatives of the 
Highland Laos Hmong people in my area, and it reads as follows: 
"Many people in our refugee community have expressed grave con
cern for the well being of relatives located in camps in Thailand. 
This concern is centered on the repatriation of Laos and Hmong
refugees to Laos, voluntary or otherwise. 

"The decision to return people to a regime that has questionable
motives is ill-advised, from the Hmong American perspective.
People who are repatriated may well face persecution and death at 
the hands of the Laos Communist government. We ask for support
in finding more appropriate solutions for this ongoing problem. We 
want solutions that protect human rights, individual and personal, 
as outlined in the United Nations charter for refugees." 

I have two questions. What is the situation between the Thai 
Government; and with the Laos Hmong. What were-I mean, there 
were indications last year that the situation had improved. Was 
that true, and what is happening now? 

Mr. ANDERSON. Well, Mr. Chairman, you know that UNHCR 
worked out an agreement with the Thai Government and also with 
the Laos Government and did return 650 people back to Laos. And 
among those were 400 Hmong but also other highland people.

And they have followed up on this inside Laos, and in their view, 
the people have not been mistreated. And they have been reinte
grated into the society the best they could be, and there was no 
particular discrimination or persecution of these people.

We don't follow that ourselves. We follow it through the 
UNHCR. But if there are problems that your constituents are 
coming upon, it would be helpful if we could know about those and 
try to pursue them with the UNHCR and with the Thai Govern
ment and Laos, as well. 

Our impression from the UNHCR and what we have heard from 
the local governments was that the program had worked pretty 
well. 

Mr. OBEY. Let me ask two other questions. I know this is not in 
your direct area of responsibility.

The policy which lead to my concern was under the previous ad
ministration. The Hmong did perform an invaluable service to our 
government in our military effort, didn't they?

Mr. ANDERSON. Absolutely.
Mr. OBEY. It is the most amazing thing. I was at a Labor Day

parade a couple of years ago. We walked the parade route after
wards and went over to the labor tent afterwards, where everybody 
was drinking beer. 

There were Veterans of Foreign Wars guys off in the corner 
wearing their service hats. They were all complaining about the 
Hmong. They grabbed me and said what the hell are these people
doing here? Look at what they are doing to the tax burden. Look at 
what they are doing to the schools. We've got enough Hmong in my 
own community to make up a complete middle school. 
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Yet, under the rules, we don't get any Federal aid for that, at

least not until I bent the rules a couple of years ago in the apprio
priations process. This highly offended the Washington Post, but I 
was happy to do it. 

I said, do you have any idea what they have done for us? When I
explained the story, it had a totally different effect. They were
surprised. They then felt a little chagrined about their previous 
comments. 

I would just appreciate it if you would indicate through your chan
nels to the powers that be in the White House and especially the 
powers that be in OMB, that I would like to see two things.

First of all, I would like to know if the administration thinks 
that they performed valuable service to this country. And, if so,
why isn't the administration helping communities to provide the
social services needed to rehabilitate those people in our own socie
ty? That is number one. 

Number two, I think it would be very valuable if officials right
on up to the President simply state publicly what groups like that 
have done for us, and why we have an obligation to help them. 

It would be a little embarrassing for him to do that if he recog
nized that obligation without recognizing the budgetary obligation
that falls on the Federal Government. I think there is a moral re
sponsibility that settles squarely in the White House on this. 

Unless they do something, you are going to continue to have
racist attitudes directed at people like that based, in part, on justi
fiable frustrations about local units of government having to bear
the costs which are the result of a foreign policy decision about 
which they were never consulted and which many of them never 
supported in the first place.

I know it is not your responsibility, but it is mine to raise it with
anybody I can get my hands on. You are the only people available 
this morning.

Mr. ANDERSON. I certainly hear your plea and having been asso
ciated with what is going on down there, understand the dilemma.
I will talk with the White House and see if there is anything that 
cn be done. 

I don't think anybody at the time would have denied the obliga
tion to the Hmong people themselves. They thought by bringing
them to this country and a limited program they could be integrat
ed. Clearly the program has not been as successful as we hoped.

Mr. OBEY. That is the problem. There is no program. They get
three months of assistance at the site of initial settlement and then
the local governments get stuck with the tab. 

PAKISTANI ELECTIONS 

Concerning Pakistan, you say that the Pakistani elections were
free and fair. I don't remember if you said that or if you said that. 

Mrs. SCHAFFER. That was me, sir. 
Mr. OBEY. Maybe that was in the narrow sense. Isn't it true that 

accusers of Prime Minister Bhutto's husband have recently recant
ed the significant portion of their testimony against him? 

Mrs. SCHAFFER. Mr. Chairman, you are raising an issue which I
think is not an election issue, but which is a very important
human rights and due process issue. 
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Mr. OBEY. If I am John Q. Citizen, whether I am in Athens, Wis
consin or in Athens, Greece or in Pakistan, and somebody starts an 
election campaign by sa ing the spouse of the President of the 
country is a damned crook and a murderer, I would say that that is 
an election issue. It is their version of the Willie Horton ad. 

Mrs. SCHAFFER. The murder charge arose after the electiom 
Having said that, what would have been--

Mr. OBEY. The corruption charges didn't. 
Mrs. SCHAFFER. The case you have cited, which is a very disturb

ing one, has to do fundamentally with the issue of human rights 
and due process. We have seen the reports for the four witnesses in 
the Asif Zardari case recanting their testimony. We have heard 
credible reports of President sympathizers and activists being de
tained and tortured by the government of Sindh. 

This is something we have taken up with the government of 
Pakistan and the provincial government in Sindh. It is a very dis
turbing picture.

Mr. OBEY. I have a rather confused and unique response to our 
situation with Pakistan. I support the concept of cutting off aid if 
they are not cooperating with respect to nuclear proliferation. 

At the same time I, frankly, have trouble intellectually under
standing how we can apply that principle to Pakistan when we 
have several notable countries, including India and Israel, who 
have possession of nuclear weapons. 

So while I think that the goal of the policy is laudable, it does 
create some problems with respect to intellectual consistency.

My problem with respect to any aid to Pakistan is that Iregard 
the election that took place as being a cleverly disguised coup. That 
is really my problem in providing any assistance to Pakistan, even 
if they were meeting, at this point, the requirements of the various 
amendments with respect to nuclear proliferation. 

This is not really in the form of a question. It is just a confession 
that I don't quite know what we ought to do about Pakistan. I 
would be interested in your observations about what you think we 
ought to do. 

Mrs. SCHAFFER. Well, let me start with the place where you 
started out. I can give you-you probably don't need a historical 
explanation of how our law got to the place it is. 

Mr. OBEY. I understand. 
Mrs. SCHAFFER. It is a Pakistan specific piece of legislation. It 

was part of the package deal. It was the price for the authority to 
waive another piece of legislation. We are where we are. It is not 
going to make it any more intellectually satisfying for you, but we 
do have an important policy interest. 

As far as the election-and I assume you were also referring to 
the process leading up to it, the dismissal of the Bhutto govern
ment-it followed institutional procedures. Those procedures were 
challenged in the Pakistan courts. 

And of the courts which ruled on the propriety of the govern
ment, the President's action dismissing the parliament and the 
prime minister, one found in favor of the prime minister and the 
other three found in favor of the President. 

Once they got to the point of calling the elections, I think the 
important issue was how the elections were conducted. As you 
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know, there were a large number of international officials who 
went to Pakistan. We, of course, also had our embassy there. : 

Mr. OBEY. I am not arguing about the relativeness of the formal 
event. The context in which the event occurs was fouled, in my
view. 

Mrs. SCHAFFER. Well, I understand your view. Where we have 
come out is that we really were looking at the elections as the key
point in determining how the Democratic processes in Pakistan 
were going to go forward. 

We reached the judgment that I have described. At this point we
hope the circumstances will permit us to resume aid, but that de
pends primarily on the nuclear issue. 

Mr. OBEY. Two suspected drug traffickers were, as I understand 
it, elected to the Pakistan National Assembly in October. One had 
an outstanding drug warrant against him. What is the Pakistan 
government doing to prevent drug lords from increasing political
influence in Pakistan? 

Mrs. SCHAFFER. You are correct. Two accused drug traffickers, 
one with a warrant out for his arrest, have been elected to the na
tional assembly from the Federally administered tribal areas. 

It is my understanding they have not taken their seats, largely
because in order to do so, they would have to leave the Federally
administered tribal areas and come within the jurisdiction and 
normal operating range of the Pakistani authorities. 

We have urged the Pakistan government to go after these ac
cused offenders as they would after anyone else and been very
forthright on the bad message that that gives the world. 

At this point, there hasn't really been any result. 
Mr. OBEY. I have a number of other questions on Pakistan I Will 

put in the record. We are running out of time. 
Questions for the Record From Chairman Obey Submitted to the 

Department of State 

PAKISTAN 
Question. Was the removal of the Foreign Minister in Pakistan related to the Gulf

Crisis-I'm told that he was criticized as being to (sic) pro we tern in outlook-and,
that the Defense Minister publicly criticized the Pakistani troop development-is
that true?

Answer. Foreign Minister Sahabzada Yaqub Khan left office on March 20, 1991,
the end of his term in the Pakistani Senate. Pakistani law requires that cabinet 
members be sitting members of the National Assembly or Senate. Yaqub Khan ef
fectively resigned from office when he decided not to contest the Senate seat he held
prior to the March 14 Senate elections. A nine year veteran in office, Yaqub's doci
sion was accepted "with profound regreat" and a "deep sense of loss" by Prime Min
ister Nawaz Sharif.

The cabinet portfolio of Defense Minister is held by Prime Minister Nawaz Sharif.
The Chief of Army Staff, General Mirza Aslam Beg, made a number of negative
statements about the Allies' war aims, but publicly insisted that he supported the
Pakistan government's policy on the Gulf War and the presence ot A akistani troops
in Saudi Arabia for defensive purposes. 

PAKISTAN AND NONPROLIFERATION 

Question. What are the prospects for a regional nonproliferation accord with Paki
stan? What is the stztus of negotiations of discussions with the government on this 
issue? 

Answer. The United States has encouraged Pakistan and India to pursue a region
al framework regarding nonproliferation "n South Asia. The January exchange of 
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instruments of ratification by Indian and Pakistan of a 1988 agreement not to 
attack each other's nuclear facilities was a step in the right direction. We hope they 
will be able to build on this approach.

We are continuing regular discussions with the government of Pakistan on the 
nuclear issue. We will also continue to pursue ideas on a regional framework for 
nonproliferation with other governments as well. The Indian nuclear program, for 
example, remains a source of concern. 

Questions Submitted to the Agency for International 
Development 

PAKISTANI ISI 

Question. Now that aid to Pakistan has been cut off, how are we able to adminis
ter the program through the Pakistani ISI? 

Answer. The termination of the Pakistan program does not have any direct 
impact on our Afghan program Nonetheless, the Afghan program is implemented
from Pakistan and, accordingly, depends on the goodwill of the Pakistani govern
ment. The Afghan program could, therefore, be indirectly affected by any cutoff of 
U.S. aid to Pakistan. ISI involvement in the program was for many years necessary
due to the unusual cross-border nature of the program. For some time, however, 
A.I.D. has sought to shift the program to a more traditional A.I.D. program relying 
on contractors and grantees. This has included eliminating direct ISI involvement in 
the program. The ISI has objected to this A.I.D. strategy but, given no other alterna
tive, has permitted us to continue with the program. We cannot be sure of what 
efforts have been made by ISI to influence the program from behind the scenes. We 
are continually striving to ensure, however, that there is full accountability for our 
resources. We will continue on this path.

Question. What legal authority do you have to continue to operate the program?
Answer. Section 536 of the Foreign Assistance Appropriations Act for FY 1991 

provides authority for A.I.D. to use up to $70 million of Development Assistance and 
ESF for humanitarian aid to the Afghan people. A similar request (without specify
ing a dollar ceiling) is contained in the President's Budget for FY 1992. 

Mr. OBEY: Provide for the record a breakdown of actual and proposed expendi
tures for FY 1990, 1991, and 1992 for the Afghan bilateral aid program. 

Answer. See attached. 
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REALLOCATION OF FUNDS FOR PAKISTAN 

Mr. OBEY. I have one last question. Assuming for the moment 
that conditions would not change in a way which would allow us to
provide that aid to Pakistan during the remainder of this fiscal 
year, what are the administration's plans for reallocating those 
funds? 

Mrs. SCHAFFER. Mr. Chairman, if we are not able to use the 
funds for Pakistan, we will have to reallocate them. I can't, at this 
point, give you a timetable because we are hoping very much that 
we will be able to change the circumstances and not have to go
through that process.

Mr. OBEY. Where would that money be likely to go?
Mrs. SCHAFFER. There has not been any decision on that, sir.
 
Mr. OBEY. What are the possibilities?
 
Mrs. SCHAFFER. There are a lot of claimants. All of these vul

tures are gathering above my head. 
Mr. OBEY. I am sure. That is the way we felt with the supple

mental last week. I see the Senate added one, or Mr. Byrd succeed
ed in adding one yesterday. 

HUMAN RIGHTS VIOLATIONS IN SRI LANKA 

According to Human Rights Watch, Sri Lanka has the highest
rate in the world of disappearances after detention by security
forces, with 4000 since 1991 alone. Has the U.S. ever voted against 
a loan to Sri Lanka in the World Bank or the Asian Development
Bank? 

Mrs. SCHAFFER. I don't believe so, Mr. Chairman. 
Mr. OBEY. On human rights counts? 
Mrs. SCHAFFER. I don't believe so. 
Mr. OBEY. Why not? 
Mrs. SCHAFFER. We did not feel that would be an effective tactic. 

Human rights has been a major issue on our agenda with the Sri 
Lankans. We have in our statement to the U.N. Human Rights
Commission discussed their activities. It is a very troubling situa
tion in which the government, but also the two different distinct 
groups that they are combatting, are all in various ways commit
ting human rights violations, and in many cases very serious ones. 

We have tried to focus our approach on the most important vio
lations, including disappearances, including extradition killings
and including pushing the government to investigate and bring to 
justice those responsible for these actions. 

We have seen some progress over the past year. There are major
regulations which the Sri Lankans have removed. The most impor
tant was a regulation which had permitted the disposal of bodies 
without inquest. That is now off. There is a lot that still needs to 
be done. 

Mr. OBEY. Well, here is my concern. I have to bring a bill to the 
floor which includes funding for those institutions. Nine times out
of ten, amendments that we get in committee on the floor to go
after the IFI's come from the administration side of the aisle. 

Two years ago, for instance, Mr. Lewis offered an amendment
with respect to China. It is not just the Nancy Pelosis of this world 
who are unhappy with China. There are also a lot of Republicans. 
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My problem is if we don't start finding new solutions on some of 
these issues, we are going to get some amendments the administra
tion doesn't like. Those amendments are going to pass. Those 
amendments might not be as carefully targeted as administration 
actions might be. 

l really think that in this case, there comes a time when you 
have to say to hell with your influence. There is just a moral im
perative here that requires somebody to say baloney, no more. It 
seem to me that if ever there was a clear case, this is one. 

Mrs. SCHAFFER. Mr. Chairman, I appreciate that the influence 
argument is often overblown, that you try to protect influence that 
you don't really have. 

In this case, I believe that we can show that we have achieved 
some results, not sufficient ones to be sure, by trying to work in 
concert with the other donors, by raising the issue when the Sri 
Lanka aid group got together and by focusing on human rights vio
lations which the government itself is embarrassed by. 

They have a tradition of judicial independence which they are 
proud of. They like to think of themselves as a member of the soci
ety of nations that observes human rights. They are uncomfortable 
with this situation. Not uncomfortable enough at this point. But I 
think we can show we have done something with our effort to work 
through other means. 

Mr. OBEY. Let me suggest that you are going to have to make 
that case because if somebody offers amendments to limit funding 
in cases like this, I don't intend to fight them. I intend to accept 
them. 

You are going to have to do a good enough sales job on the 
people around here who might be offering those amendments so 
that they don't get offered. At least if they are offered from the ad
ministration side of the aisle, I can try to do something on my side 
of the aisle if I think it is responsible, but I have little control over 
what happens on this side. 

Any amendments offered from the Republican side of the aisle, I 
am going to accept. If the administration hasn't been able to per
suade its own troops on these issues, there is no way I am going to 
be able to. I appreciate your dilemma, but we have got a problem. 

HUMAN RIGHTS GROUPS IN INDIA 

Member of the House recently introduced a bill which seeks to 
terminate providing develr'ment systems to India unless the gov
ernment gives access to international human rights groups. 

What is the situation in India regarding the access of human 
rights groups and what is the administration's position on that 
bill? What will the administration's position be when that bill is 
transformed into an amendment on our bill by Mr. Burton from In
diana? 

Mrs. SCHAFFER. As far as the access for human rights groups is 
concerned, this is something the administration has been working 
on with the government of India. Asia Watch had a delegation in 
India which visited both Kashmir and Punjab, which are the prin
cipal problem areas from a human rights point of view in, I believe 
it was November they returned. 

424, 0-91-28 
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I am told they have a report coming out soon which I have not seen yet. But, they did travel extensively in both of those areas.Amnesty International has not sent a delegation into visit Punjab

and Kashmir. 
They have been working with the government to arrange a mutually acceptable time. We thought that this was on the verge ofhappening. Unfortunately, since that time there have been two resignations of governments, and so nothing further has happened on 

that. 
That is a source of some frustration to Amnesty. It is a source of 

some frustration to us.
Domestic human rights groups, however, also report extensivelyon the problem areas and very frankly, so that there is an international human rights groups that has been there and there are a

number of domestic ones.
The administration opposed the Burton bill last year. I wouldexpect us to oppose the Burton bill again this year because wedon't believe that this is an effective approach for accomplishing a

goal which we basically support.
Mr. OBEY. Again, I believe in doing my duty, but I don't believein being a political punching bag. I don't care who introduces what

bill. The only thing I care about is when people start to attach
ampndments to this bill.

I would urge the administration to sit down with people in theirown party who they know are offering these amendments and Ithink on this one they better sit down with Mr. Wilson as well.
I expect that we will get amendments from either of those corridors on this issue if the administration cannot convince them towithhold. It is going to take more than a speech by Mr. Solarz to 

stop this. 

DEBT REDUCTION FOR BANGLADESH 

Mr. OBEY. If Mr. McHugh were here, and he usually is, he would
ask this question. Elections followed the recent coup in Bangladesh.
The Committee has been told the U.S. decided to act on Committeereport language urging the use of Section 572 debt reduction au
thority for Bangladesh.

Where do we stand on that matter? Will debt actually be forgiven? How much? What categories? Are there any administration
plans to request appropriations authority to deal with Bangladesh's
PL-480 debt, which I understand is much higher?

Mrs. SCHAFFER. What happened in Bangladesh I would not describe as a coup. The President resigned in the midst of politicalturmoil. He was replaced in institutional fashion by the actingpresident who was the chief justice. There has since been an election which was the most free and fairest Bangladesh ever held.We expect a new government to be appointed relatively shortly,probably headed by Begum Khaleda Zia, a leader of one of theformer opposition parties. Her party won a plurality of the seats inthe national assembly, but has put together a coalition with an
other party to produce a majority.

As far as the debt forgiveness is concerned, you are correct. Theadministration has announced its intent to move forward with debt 
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forgiveness under Section 572 of the Foreign Assistance Act.'I be
lieve the amount involved is $292 million in aid debt. As far as PL 
480 debt is concerned, that is under consideration. 

PHILIPPINE COORDINATOR FOR THE MAI 

Mr. OBEY. I have one last question for Ms. Adelman. I under
stand the Philippine coordinator for the MAI had to step down due 
to legislative problems. Everyone judged him as being uniquely 
qualified to cut through the bureaucracy and politics and actually 
get something done. 

Is he going to be replaced by anybody who will have his skills or 
his reputation in dealing with that government or are we going to 
see this program bogged because no productive agitator is squeez
ing the system?

Mrs. ADELMAN. At present, there are no plans to replace him. 
We believe he should be replaced for exactly the reasons that you 
cited, to keep the process moving, keep the projects going and move 
that pipeline along. We raised that with-

Mr. OBEY. Why aren't there plans to replace him? 
Mrs. ADELMAN. Currently, the government in the Philippines has 

not made plans. I don't know exactly why not. We have been en
couraging them to do it. I think it is just a normal process. 

I don't know if I have anything to add. I think they have not re
placed him. They have their finance minister and their head of na
tional economic development administration doing that. 

Mr. OBEY. Why is the finance minister resisting? 
Mrs. ADELMAN. I don't know that he is resisting. I don't know 

that for a fact. I think it is just not happening because of other pri
orities and other reasons. I don't know the basic reasons why it is 
not happening. We are encouraging it. 

Mr. OBEY. The Philippines have a history of incredibly long pipe
lines. Now, we have got a new program. That program is supposed 
to be able to cut through the red tape and money there quickly. I 
would hate to see the usual pattern develop. 

Mrs. ADELMAN. I agree with you. We will continue to raise it, 
too. 

Mr. OBEY. I have a number of other questions, but no more min
utes to ask them. 

Thank you all for coming. We appreciate it. 

Questions for the Record From Chairman Obey Submitted to the 
Department of State 

PHIUPPINE ECONOMY 

Question. Would you describe for the record the economic actions that the Admin
istration believes that the Philippine Government must take in order to improve its 
recent economic performance? 

Answer. The Philippine Government is taking steps aimed at fostering sustained 
economic growth. These steps fall into several categories. Some are longer term 
than others. 

The most important areas for the Phili ppine Government to address are macro
economic. The Government has already begun steps to control its spending and 
raise revenues by improving tax and customs collection efficiency. High interest 
rates and inflation need to be reduced. In addition, the Government needs to contin
ue to liberalize the foreign exchange market. In the past year, the Central Bank has 
allowed the peso to float downward to a more realistic exchange rate. 
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Other reforms are being considered. Legislation is pending in the Philippine Congress to liberalize foreign investment regulations. The Government is working to fi

nalize a new tariff reform package that would reduce tariff levels. Privatizing a sig
nificant amount of the remaining government-owned corporate assets is underway.
Sales arrangements for the Philippine Plaza Hotel are being finalized. Other major
items such as Philippine Airlines are being prepared for sale. The Government in
creased oil prices twice in late 1990 as steps towards oil price deregulation.

Finally, increasing taxes on those most able to afford them is a longer-term un
dertaking requiring legislation, which has been held up in the House of Representa
tives since its introduction by the Aquino administration in mid-1989. With national
elections scheduled in May 1992, sentiment in Congress is running against tax in
creases despite their obvious economic benefits. 

Question. What has the Philippine Government promised the IMF in the way of 
economic reforms in its recent negotiations?

Answer. The principal object of the Philippines' new IMF agreement is to support
Philippine Government efforts to reduce the fiscal deficit through action in the fol
lowing areas: raise revenues; reduce spentiing; and eliminate the deficit in the Oil 
Price Stabilization Fund. 

Among steps the Philippine Government has taken are to: impose a temporary
nine percent levy on imports to raise revenues; increase the price of gasoline to the
equivalent of $2.00 per gallon; and closely monitor money supply, foreign exchange 
reserves, public sector borrowing, and inflation. 

Question. Can we expect that the Filipinos will fall out of compliance with this
IMF accord just like they did the last one or can we be more optimistic? Why?

Answer. We can be more optimistic because the current agreement sets out less
stringent conditions on the Philippines than the previous one did. Furthermore, the
Philippine Government remains committed to making this agreement work and tocontinuing to implement its reform agenda. There is a fundamental difference be
tween an Extended Fund Facility (the old Philippine IMF agreement) and a Stand
by Facility (the new agreement). A Stand-by is more narrowly focused on basic mac
roeconomic issues while an Extended Fund Facility covers a broader set of economic 
reforms. 

Difficulties that could arise for the present agreement may center around alterna
tion or removal of the nine percent import leviy without making up the lost reve
nues this would cause, or failure to meet money supply targets. 

PHILIPPINES: EARTHQUAKE ASSISTANCE 

Question. On July 17, 1990, the Philippines experienced a major earthquake andstrong aftershocks. Over 100,000 where left homeless and over 5,000 were left dead.
Bridges, highways, powerlines, and buildings were damaged throughout the central 
Luzon region.

The Administration on September 20th sent the Congress a notification of its use
of the 506(aX2) military drawdown authority for $10 million, explaining that the
Disaster Assistance Account had been already exhausted for the year.

Would you tell us in detail what emergency assistance the U.S. gave the Philip
pines in response to the earthquake, both from the Disaster Assistance Account and 
from the 506(aX2) drawdown authority?

Why did it take over two months for the Administration to even request from the
Congress the $10 million? After two months, it hardly seems like an emergency re
sponse.

Answer. Assistance provided by the United States to the Philippines after the
July 17, 1990 earthquake from governmental and private sources was extensive and 
timely.

Ambassador Platt contacted President Aquino soon after the earthquake struck
and coordinated communications with her government's disaster officials and the
U.S. military facilities in the Philippines. He also issued a disaster declaration the same day to make $25,000 available from his disaster assistance authority. The 
check was presented to the Philippine Red Cross. 

The Embassy set up a crisis management center in Manila and an Embassy team 
was dispatched to Baguio to assess damage and evaluate relief requirements. The 
team also helped locate Americans and arrange for the evacuation of the injured
and other survivors. 

A summary of the United States government assistance is provided below: 
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Summary of USG Assistance 

FY 1990: Amount 
Ambassador's authority ...............................................25,000 
DOD airlift of DART team ............................................... 

t..................... 

..................
25,000 

DOD airlift of stockpile commodities .................. 0,000 
Return airfare of DART team technical e 1,635 
Travel expenses of consultant Paul Bell ............................... 3,580 
Reimbursement for travel of USGS team ...............................23,140 
Reimbursement for expenses of Fairfax County Fire Depart

ment (DART team) ...................................... 13,086
 
Purchase of medicine for medical component of DART team....... 908
 
Local procurement of 70 water jugs ..................................................
101 
Replacement to stockpile of 700 pairs of gloves, 32 individual 

support kits, 4 intermediate support kits, 5,000 face masks, 
and 500 hard hats ..............................................................................18,428 

Replacement to stockpile of 102 rolls of plastic sheeting (cost . . 
and freight)......................................................................................8 0,988 

Replacement to stockpile of 3,150 blankets ....................................12,758 
Value of 98 tents (stockpile item not to be replaced; in.kind do

nation) .................................................................................................41,186 
Value of P.L. 480 Title II food ............................................................ 255,476 
Value of DOD assistance (from U.S. military facilities in the I 

Philippines)........................................................................................2,450,128 
FY 1991: 

Cost of shipping replacement items in stockpile............................. 18,700 
In addition, $20 million of economic assistance in the AID's Regional Development 

Fund for the Philippines was reprogramed for earthquake-related reconstruction. 

506(aX) 
The Philippine earthquake provided the first case in which the U.S. Government 

used section 506(aX2) of the Foreign Assistance Act for disaster relief and longer
term disaster rehabilitation. 

As soon as possible after the July earthquake, the President authorized DOD to 
draw down $10 million worth of equipment and services. 

By the time a thorough assessment of earthquake-related needs could be com
pared with existing excess DOD stocks, operations Desert Shield and Desert Storm 
were taking up not only the identified equipment, but all available transportation 
as well. 

New equipment-primarily road-building equipment-was subsequently identi
fied, reconditioned and sent into the pipeline. Much of this equipment is now on its 
way, and some may already have arrived in the Philippines. 

Most of the roads and bridges damaged in the earthquake are still awaiting reha
bilitation, so this equipment will be used in direct response to the earthquake 
damage despite unavoidable delays resulting from Desert Shield-Desert Storm logis
tics demands. 

LOANS TO CHINA 

Questiom What is US official policy on IDA/World Bank lending to China at this 
time? 

Are we considering doing Eximbank or TDP activities? Why?
Answer. US policy is to support only those multilateral development bank loans 

to China that serve basic human needs. Tho US will only vote in favor of those 
loans which meet this objective. 

Withholding of US support for a loan, however, will not prevent the loan from 
being approved if other executive board members favor it. The US voting power in 
the World Bank amounts to only 16 percent of the total. 

Since June 1989, Eximbank has been approving loans to China on a case-by-case 
basis where project decisions are imminent and where US business would lose out if 
Eximbank support were not provided. On December 19, 1989, the President made a 
national interest determination that waived prohibitions imposed by the Interna
tional Development and Finance Act of 1989 on Eximbank activities in China. The 
waiver preserves a level playing field for US business in China. 

Since June 1989, TDP has suspended all new obligations in China but has contin
ued to fulfill previous commitments on contracted projects. Pursuant to a provision 
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of the Foreign Relations Authorization Act, Fiscal Years 1990 and 1991, this s'spen.sion for all new activities remains in effect.The provision prohibita the TDP from undertaking any obligation for new activities unless the President reports Chinese progress on a varie of political reformmeasures or makes a national interest determination. No such determination hasbeen made. 

TIBET
 

Question. I understand that a Tibetan monk, Ngawang Buchung, was arrested in1987 and sentenced to 17 years in prison for translating the Universal Delaration ofHuman Rights and other documents into Tibetan. Two weeks ago, without notice,his sentence was changed to execution. The execution has not yet taken place.This is just one example of the ongoing Chinese campaign to obliterate Tibetansociety and culture. Monks and nuns have been trageted since the Chinese invadedin 1959 because they represent Tibetan culture and life and are the torchbearers ofTibetan traditions. Up to 1.2 million Tibetans have been killed since the invasionand thousands of refug-es flee southward to Nepal and India every year.I would like to ask our friends from the State Department what type of pressurewe are putting on China to address the Tibet issue and the horrible human rightssituation that exists under the Chinese occupation.Answer. Ngawang Buchung (or Phulchung), formerly a monk at Drepung Monstery in Lhasa, was arrested in 1989 and sentenced on November 30, 1989 to 19years' imprisonment on charges that in 1988 he organized a "counterrevolutionaryc'ique," spread "counterrvolutionary propaganda," andha engaged in espionage. Hepreviously been detained for several months for participation in a violent demonstration in September 1987. We have no information to indicate that his sentence
has been changed.The claim that 1.2 million Tibetans have died since the incorporation of Tibet intothe PRC has been cited Frequently, but we have little information to substantiate it.We know that nearly 100,000 Tibetans were killed in the course of the 1959 armedrebellion against Chinese rule. Some tens of thousands more may have died in earlier rebellions in Tibetan areas of Qinghai and Sichuan provinces. It is likely that alarge number died in the mass famine that swept China in the early 1960's andkilled as may as 25 million nationwide. During themillions were persecuted nationwide 

1966-76 Cultural Revolution,
and at least tens of thousands died. Tibetanssuffered at least as badly as others in China, and thousands may have been killed orhounded to death. Since 1980, as many as several hundred may have died in thecourse of violent demonstrations or in prison. Thus, based whaton we know, theoverall toll of untimely deaths among Tibetans throughout China since 1950 mayreach the low hundreds of thousands. At the same time, however, the Tibetan population as a whole has increased rapidly, The estimated number of Tibetans in whatis now the Tibet Autonomous Region had held steady at around one million for centuries, but since 1951 has grown to more than two million despite conflicts, deprivations and the departure of some 100,000 followers of the Dalai Lam.The Department of State remains deeply concerned about the human rights situation in Tibet, including the incarceration of Tibetans for nonviolent political activities. Our diplomats in China visit Tibet frequently, and invariably raise our human
rights concerns with Chinese authorities there. Ambassador Lilley raised the case of
Ngawang Buchung with the Chairman of the Tibet Autonomous Region government
in March. Assistant Secretry Schifter devoted a significant portion of this talks on
human rights issues in China in December 1990 to Tibet, and the list of prisoners of
special concern that he presented to Chinese authorities contained a number of Tibetans including Ngawang Buchung. Assistant Secretary Solomon raised our concerns about Tibet during his visit to Beijing in March 1991, as did Under SecretaryKimmitt in May. We have urged the Chinese government to consider an amnestyfor all those-including Tibetans-incarcerated for nonviolent political activities. 

EFFECTS OF THE PERSIAN GULF CRISIS 
Question. Would you briefly describe the major economic effects of the PersianGulf crisis on the countries in Asia focusing particularly on those with whom wehave-runtil reently have had-assistance programs? The loss of worker remittances has been talked about a lot, but didn't a lot of those workers stay in theregion and find jobs in Saudi Arabia instead, for instance?Answer. India-The Gulf crisis seriously worsened India's already weak balanceof payments situation. Increased oil prices have cost India about $1billion, loss ofworker remittances to between $400 and $500 million, and loss of Iraqi debt repay
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ments to the equivalent of $800 million, according to Indian government estimates. 
To deal with this India departed from past practice and requested and obtained $1.8 
billion in assistance from the International Monetary Fund. This may not be suffi
cient to bridge the payments gap in the coming year. 

were unable toA few thousand Indians chose to remain in Kuwait and Iraq or 
leave, but over 100 thousand returned home at Indian government expense at a cost 
estimated at nearly $500 million. 

Sri Lanka-Shortly after the Iraqi invasion, the World Bank cited Sri Lanka as a 
country "most immediately impacted" by the Gulf crisis. However, the actual costs 
of the crisis may be much less than anticipated, given reduced oil prices and the 

Sri Lankan workers who evacuatedbrevity of the fighting. Many of the 100,000 
Kuwait may be able to return, restoring an important source of remittances. Al
though Iraq was an important export market for Sri Lankan tea, world price and 
demand have remained relatively stable, lessening the impact of the lost market. 

Question. Would you briefly describe the political effect of the Gulf crisis on U.S. 
relations with the major countries in the region-it is my sense that in several in
stances support was lukewarm. 

Answer. With few exceptions, the Gulf crisis has strengthened US relations with 
its allies and other friends in the East Asia-Pacific region. Iraqi aggression demon
strated to many East Asian countries the indivisible link between their own securi
ty and that of strategic regions of the world far from their shores. This was respon
sible for the strong support we received from the region as a whole. 

My testimony on Japan and Korea speaks for itself. I would like to add that since 
the end of Operation Desert Storm the Japanese have dispatched four minesweepers 
to the Persian Gulf and have contributed $83 million for Kurdish refugees and other 
displaced persons. This brings Japan's total contributions for refugee relief in the 
Mid-east to over $140 million. 

That the Gulf crisis and our request for substantial assistance engendered a 
debate among the Japanese on their proper role in the crisis is undeniable. It is un

Japan's would want aderstandable that members of a democratic society such as 
full airing of views on a decision of such importance. We view such debate as 
healthy and effective as well, inasmuch as Japan's contributions to date leave no 
doubt about its commitment to an effective partnership with the U.S. in dealing 
with international crises. 

In Australia, New Zealand, and Singapore support for our efforts to beat back 
"came from the heart," i.e., from a shared belief that larger countriesSaddam 

should not be allowed to eliminate their smaller neighbors. No pressure was needed 
to convince these three countries of the importance of coalition efforts in the Gulf. 

on in the crisis and dispatched twoAustralia expressed support for the U.S. early 
warships and four medical teams to the Gulf. New Zealand expressed support early 
on and sent medical teams to the Gulf. Singapore also dispatched a medical team. 

China called for Iraq's immediate and unconditional withdrawal from Kuwait 
throughout the crisis. The PRC fully supports the embargo against Iraq both of mili
tary and non-military goods. Despite some press reports alleging Chinese sales to 
Iraq, we have no evidence to suggest that China carried out such sales. The PRC 
also voted for twelve of foureen UN Security Council resolutions on the crisis. It 
abstained on resolution 678 which authorized the use of force. Chinese officials ex
plained that although they agreed with the resolution's objective, they disagreed 
with the use of force. 

The Chinese also have agreed to provide 20 military officers to UNIKOM. In addi
tion, China has provided emergency relief assistance for Kurdish and Shiite refu
gees. 

In the Philippines, the crisis engendered genuine support, strong, positive public 
statements, and welcome counter-terrorist action. The Thai government was also 
very supportive in backing us diplomatically, enforcing sanctions, and dispatching 
medical teams to the Gulf. The Thai also provided police assets to counter Iraqi se
curity threats to U.S. personnel in Thailand. 

As a member of the UN Security Council in 1990, Malaysia voted for all twelve 
UNSC resolutions on the Gulf. It condemned Iraq's invasion, firmly called for Iraqi 
withdrawal, and continues to enforce sanctions. Southeast Asian countries with 
lare Muslim populations were a special case. However, more than half of Malay
sia s population is Muslim, and Malaysian public opinion generally favored Iraq. 
This put the Malaysian government in a difficult position. 

Indonesia, with the world's largest Muslim population nevertheless supported all 
UNSC resolutions and sactions. It condemned Iraq's invasion and called for with
drawal, and has offered funds to the International led Cross for Gulf-related needs. 
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Indonesia, Malaysia, and Singapore have contributed small contingents toUNIKOM; Indonesia and Malaysia had declined requests for military support frommembers of the coalition during the conflict, on the ground that they only participate in international military efforts under the UN flag.Question. Indonesia is the largest Muslim country in the world, what was Indonesian reaction generally and will the war on balance hurt our relations with them?Answer. The Indonesian Government condemned Iraq's invasion of Kuwait and,throughout, has supported the United Nations resolutions and sanctions.As the U.S. force level in Saudi Arabia grew, and particularly as the air warcaused world media attention to concentrate on the bombing of Islamic Iraq, the Indonesian press and public expressed strong sympathy for the Iraqis. The Government of Indonesia effectively balanced the pressures upon it by continuing to support the U.N. efforts while at the same time refusing requests by the victims of theinvasion to take part in the conflict.With cessation of hostilities, the GOI has announced its willingness to contributetroops to a United Nations peace-keeping force. Indonesian media coverage hasbecome more balanced, and public pressures on the government to "do something"have waned. We predict that the long-term effect of the Persian Gulf war on U.S.-Indonesian relations will be negligible. 

Questions for the Record From Mr. McHugh Submitted to the

Department of State
 

THAILAND 
Question. We just had a coup in Thailand. Am I correct in assuming that all U.S.military and economic aid to that nation has been suspended?Under what conditions would we consider resuming U.S. assistance?Answer. Consistent with U.S. policy and Section 513 of the Foreign Operations,Export Financing and Related Programs Appropriations Act for FY 1991, we suspended economic and military assistance to Thailand. This suspension includes Economic Support Funds (ESF), rnational Military Education and Training (IMET),Foreign Military Financing (FMF), Development Assistance, Anti-Terrorism Assistance, Overseas Private Investment Corporation (OPIC) funding, and the Trade Development Program administered by the Department of Commerce. Pursuant to theFAA, this assistance may not be resumed until a democratically.elected governmenthas taken office in Thailand. 

AID TO KOREA 
Question. Last year this i-ommittee included language in our report stating thatKorea, as a high income country, was not to receive more than $300,000 in fiscalyear 1993. You are asking for $800,000 in fiscal year 1992. Are you going to be able
to get down to $300,000 in fiscal year 1993 without any problem?
Answer. The United States has a vital interest in maintaining peace and stability
on the Korean peninsula and in supporting the process of democratizationRepublic of Korea. The maintenance in theof peace in Korea contributes to securitythroughout Northeast Asia. A continued IMET program will help the ROK assume
the lead in its own defense and deter North Korean aggression.
Xorea is unique in that it is the only foreign country in the world today whereU.S. troops are permanently stationed facing a significant and volatile militarythreat. We participate in many joint military activities and maintain considerable
influence in that area as a result. The military to military relationship is one of our
 

veryOurbest.IMET program focuses on professional military education, management andtechnical training. It promotes interoperability, a crucial factor in the common defense of South Korea. It also increases Korean understanding of civilian-military relationships in the U.S., important given Korea's young democracy.Korea pays all travel and living allowance costs for its IMET students, an averageexpenVs Of 100-150 percent of IMMT tuition costs paid by the U.S.we a:e aware that Congress believes the IMET program should be reduced andwe have made reductions since FY 1989. We have progressively restricted theamount of post graduate training in favor of professional military education and resource management training. Our present rate might not meet the goal set by theCommittee last year, but we believe a gradual reduction of IMET, rather than a precipitous drop in funding, is crucial as we move from a leadin to a supporting rolein our bilateral security relationship. IMET will, as noted atgove, mak aa oitivecontribution to the ROKG military as it assumes new and important responsibilitieswhich are integral to our common defense. 
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B NLADSH 

Question. I understand that you have decided in principle to use Section 672 au
thority to forgive debt owed by Bangladesh to the United States. Is that correct? 

Answer. Yes, the Administration intends to negotiate a Section 572 debt relief 
agreement with Bangladesh during Fiscal Year 1991 to free up more of Bangla
desh's resources for high-priority programs that stimulate development and improve 
the lives of people, strengthen the partnership between business and development 
and promote and consolidate democracy. 

Question. How much debt is involved and what types? 
Answer. The debt to be forgiven is all Development Assistance (DA) debt accumu

lated prior to about 1983. Since then all Development Assistance has been provided 
on a grant basis. The stock of debt totals $292.3 million, but the net present value of 
estimated repayment is about $175 million. 

Question. What is the expected revenue loss to the Treasury on an annual basis? 
Answer. The effect of this debt forgiveness on the budget will be to reduce esti

mated annual receipts by $14 million. 
Question. When section 572 authority was used in sub-Saharan Africa, the forgive

ness for some countries with considerably less debt than Bangladesh was tranched 
over three years in order to insure that those countries continued to adhere to their 
economic reform programs. Do you plan to do that with Bangladesh? If not, why 
not? 

Answer. We are working out the modalities of implementing Section 572 for Ban
gladesh now. 

Question. Did you consult wikh tnyone on Capitol Hill before reaching this deci
sion? Could you explain why you did not bother to consult with me since I was the 
author of Section 572? 

Answer The Administration consulted with staff of members of key authorization 
and appopriation subcommittees including the House Foreign Operations Appro
priations Subcommittee, and the House Foreign Affairs Committee and the Senate 
Foreign Relations Committee. 

Questions for the Record From Mr. Wilson Submitted to the
 
Department of State
 

PAKISTAN 

Question. (1) How important to the U.S. is the strategic entity known as Paki
stan? 

Answer. A democratic, stable Pakistan, with firm political and economic ties to 
the United States, is a key element in our regional interest in South Asia. Our long
standing partnership with Pakistan has been a cornerstone of U.S. South Asia 
policy. We hope to maintain that partnership, and resolve the admittedly difficult 
issues we now face. 

Question (2) Does the decline of the Soviet Union automatically translate into a 
decline in U.S. strategic interests in South Asia, or are those interests as strong as 
before? 

Answer. The United States' strategic interests in South Asia have been influenced 
by the activities of the Soviet Union in the region-especially by the 1979 invasion 
and occupation of Afghanistan. Although the Soviet forces are now out of Afghani
stan and the USSR itself is experiencing difficulties, we remain strongly committed 
to fostering regional stability and nonproliferation, the strengthening of democratic 
institutions, and contributing to economic development in the region. 

Question. (3) Can any country in the region replace the strategic role that Paki
stan has played in support of U.S. interests in the last several years, with Iran, in 
Afghanistan and in general? 

Answer. We greatly value our strategic relationship with Pakistan, and hope that 
it can continue. We want to improve relations with all countries in the region; for 
example, we believe we can continue to improve our relationship with India without 
hurting our traditional friendship with Pakistan. 
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Questions for the Record From Mr. Porter Submitted to the
 

Department of State
 
AFGHAN FrAN 

Question. It is my understanding that the Afghan Mujahideen leaders in Afghanistan and Pakistan took very different positions on the Gulf war against Iraq. Some
leaders, including Gulbidin Hekmatyar and Sayyaf, openly questioned the motivesof the allied forces and sided ideologically with Saddam Hussein in the war. OtherMujahideen leaders, including Pir Gailani, strongly supported the U.S. effort evenwent so far as to send several hundred Mujahidin troops to the Gulf in support of
the allies. 

I have several questions, the first of which is for our friends from the State Department. Clearly, the various Mujahideen groups have very different policies andideologies. We've known that all along. In what ways will U.S. policy toward thedifferent Mujahideen groups take into account the tremendous differences in levels
of support for U.S. objectives during the Gulf war?Answer. Our long-standing policy is not to favor particular individuals or groupswithin the Afghanistan Resistance. We do not believe that outsiders can or should 
try to prescribe Afghan leadership.

The U.S. however wi!! not support Resistance leaders who publicly expressedtheir opposition to the 6ecurity Council Resolutions on Kuwait and stated their support for Iraq in opposition to the multi-national coalition. 

TIBET 

Question. I understand that a Tibetan monk, Ngawang Buchung, was arrested in1987 and sentenced to 17 years in prison for translating the Universal Declarationof Human Rights and other documents into Tibetan. Two weeks ago, without notice,his sentence was changed to execution. This execution has not yet taken place.
This is just one example of the ongoing Chinese campaign to obliterate Tibetansociety and culture. Monks and nuns have been targeted since the Chinese invadedin 1959 because they represent Tibetan culture and life and are the torchbearers ofTibetan traditions. Up to 1.2 million Tibetans have been killed since the invasionand thousands of refugees flee southward to Nepal and Indian every year.
I would like to ask our friends from the State Department what type of pressurewe are putting on China to address the Tibet issue and the horrible human rights

situation that exists under the Chinese occupation.
Answer. According to information compiled by several human rights groups,Ngawang Buchung was one of ten monks arrested in 1989 and sentenced in November of that year to prison terms raising from five to nineteen years for having organized a Tibetan independence group, distributing "counterrevolutionary propaganda," and spying. Ngawang Buchung, the leader of the group, drew the longest sentence. We have heard rumors that he might be executed, but cannot confirm them.Under Chinese law, once a sentence has been confirmed by the appellate court itcannot be extended unless the prisoner commits a new serious crime while imprisoned. We are not aware of any new charges against Ngawang Buchung.The Administration has raised concerns about reported human rights abuses inTibet with Chinese authorities, publicly and through diplomatic channels, on numerous occasions. Assistant Secretary Schifter devoted a substantial portion of hissixteen hours of human rights discussions in China in December to Tibetan issues,and a number of Tibetan prisoners were among the 151 cases on which he specifically requested information from the Chinese. Most recently, Assistant Secretary Solomon also raised human rights issues in Tibet during his trip to Beijing in March.We have advised the Chinese government that human rights abuses in Tibet, andelsewhere in China, would seriously constrain our ability to work together on issuesof mutual concern. Officials from the State Department, our Embassy in Beijing,and our Consultate General in Chengdu have visited Tibet on at least half a dozenoccasions in the past year and discussed reported human rights violations with local

officials in very frank terms.
We will continue to press the Chinese to release all those in Tibet and elsewherein China who are incarcerated for nonviolent political activity, to punish those whomistreat prisoners and suspects, and to enable Tibetans to preserve their unique re

ligious and cultural traditions. 



BURMESE REnUoGm IN THAILAND 

Question. As you may know, there are currently several thousand Burmese refu
gees in Thailand. How will the change in political leadership in Thailand affect 
these students? 

Answer. We do not know what the impact may be. However, senior officials of the 
new leadership have stated that the Royal Thai Government (RTG) intends to follow 
the previous general outlines of Thai foreign policy and meet all RTG international 
obligations, We therefore do not expect to see major changes in Thai refugee policy. 

HUMAN RIGHTS IN KASHMIR 

Question. I am very concerned about the situation in the Kashmir region in India. 
I understand that the Indian government continues to be very reluctant to give free 
access to the region to outsiders including respected Human Rights monitoring orga
nizations and the international press. Meanwhile, there are reports that the local 
Kashmiri population is being brutally repressed by Indain government forces. 

It seems to me very peculiar that this type of repression is taking place in the 
country that bills itself as the world's largest democracy. How is the situation in 
Kashmir reflected in U.S. dealings with the Indian Government and are there any 
plans to condition aid on improvement of the human rights situation in Kashmir. 

Answer. The human rights dimension of the Kashmir problem is of concern to us 
and remains an important part of our ongoing dial,)gue with the Indian Govern
ment. We have deplored loss of life and expressed our omcern publicly at the rising 
number of casualties. We have also urged the GOI trongl tt, restrain its security 
forces from using deadly force and collective punishmeri. against unarmed people, 
and to ensure that those forces observe the univerczfly recognized principles of 
human rights. 

At the same time, we oppose terrorist acts by armed Kashmiri militants. We urge 
all parties to the dispute to enter into a dialogue. We think any resolution of the 
Kashmir problem must take into consideration the needs of all affected parties, in
cluding India, Pakistan, Muslim Kashmiris, and non-Muslim Kashmiris. To this 
end, we continue to urge the Indian Government to seek a formula for reestablish
ing a political process and addressing the popular grievances of the people of Kash
mir. 

We agree that is important (and in keeping with India's proud democratic tradi
tions) that foreign human rights organizations be permitted to visit troubled areas. 
We have consistently supported Amnesty International's request for access to 
Punjab and Kashmir. The recent visit by two American representatives of Asia 
Watch to Punjab and Kashmir was a welcome development, and we will continue to 
urge the Government to grant access to other foreign organizations. However, the 
Administration strongly objects to legislation such as H.R. 953, which proposes to 
condition aid on access by Amnesty International and other groups, as a means of 
accomplishing this goal. We believe legislation would be unhelpful in improving 
human rights observance in India and counterproductive in obtaining access for A. 
Given India's sensitivity to outside influence, legislation is likely to focus on per
ceived foreign interference and draw attention away from the real issue, which is 
the need to improve human rights observance and to permit access by international 
human rights groups. 

It is also important to recognize that India is a functioning democracy with legal 
human rights safeguards, an independent judiciary, a vigorous free press, and an 
active local human rights community which monitors conditions and publishes re
ports. The public has regular opportunities to choose national, state, and local offi
cials in elections. In addition, all of india (including Kashmir and Punjab) is open to 
foreigners. Foreign media representatives from the BBC, VOA, and the Australian 
Broadcasting System recently visited the Kupwara area of Kashmir to investigate 
allegations of rape by security forces last February. 

KOREA 

Question. Are there any lessons we can learn from the way we assisted Ko, ea in 
developing into a regional economic power as that assistance relates to Korea!,i ag
gressive trade stance now? 

Answer. Korea has grown dramatically through export-led development strate
gies, hard work, access to vubstantial U.S. and multilateral aid, and bountiful com
mercial lending. We can be proud of our role in assisting Korea's development. Our 
policy of assisting Korea and furthering its development. Our policy of assisting 
Korea and furthering itsidevelopment helped turn a country which lay in ruins 40 
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years ago into the world's sixteenth largest economy today. As any country develops, with our without our financial assistance, we must contintually insist on thelong-range economic benefits of free trade. Thus, along with its success, Korea mustaccept new responsibilities, including support of the open multilateral trading
system on which its prosperity depends.

Question. What is the current status of Korea's Anti-American Products cam
paign?

Answer. In 1990 U.S.-Korean trade relations were contentious due to a Koreananti-import campaign and other problems concerning trade liberalization commitments. In November 1990, the ROK began to address U.S. trade concerns, includingthe anti-import campaign, which the Korean Government said was an based not onanti-imports, but on "austerity." The tone of the relationship has since improved,largely due to positive statements by senior ROKG officials, including President RohTae Woo. We are assessing whether these statements are being translated into ac
tions to remove impediments to imports. 

Questions for the Record From Chairman Obey Submitted to the 
Agency for International Development 

PHILIPPINE PRIVATIZA-ION 

Question. Would you bring the Committee up to date on the Philippine privatiza
tion efforts?

Do you believe that the Philippine privatization is uniquely slow because of theirreluctance to get rid of these state-owned enterprises, or do you believe that privatization efforts are of their nature slow and that therefore we can expect that privatization in Eastern Europe, specifically in Poland, will also be very slow?

It seems to me that the Philippines has had many advantages over the EaL' 
 .. rmans and the Poles in trying to get rid of State enterprises-at least they don'thave old claims on the property and they don't have to replace a Communist government. Why are they so slow in acting when it would help lower their deficit by

bringing in revenues and by removing expenditures for enterprises which are losing
money?

Answer. While privatization is proceeding slowly in the Philippines, there hasbeen progress. The pace of progress, however, should not be used as the basis forpredicting what will happen in Eastern Europe, which has had a totally different
economic history.

Of the 123 Government of Philippines (GOP) owned and controlled corporations(GOCCse) approved for privatization, 52 have been fully sold, and 9 dissolved.
There has been some onmovement the sale of the Philippine Plaza Hotel. Anagreement has been reached on the hotel by Japanese investors (Fujima) for $52

million dollars, contingent upon obtaining financing.On the Philippines Airlines, the GOP has announced the sale of 60 percent of theairline by spring 1991. A number of planes have already been sold to improve the
financial structure of the company.

Besides the Philippine Plaza Hotel, there are 39 other assets for sale with estimat
ed total value of $1.1 billion.

The five unsold big ticket items excluding the Philippine Plaza are: the PhilippinePhosphate Fertilizer Corporation; Philippine Airlines; Philippine Associated Smelting and Refining Corporation; National Steel Corporation; and Republic Planters 
Bank. 

Another big ticket item offered for sale was the Manila Hotel. However, the GOPwas not very successful in their first attempt to auction the property. Offers were
not forthcoming because of issues related to financing and unsatisfactory land-lease
 
ageements. The GOP has proposed some changes in the land-lease agreements
which hopefully will facilitate the sale of the hote .Privatization is proceeding slowly because of the complex economic, legal, bureaucratic, and technical issues involved. Major issues constraining progress are as fol
lows:

The economic outlook is uncertain, interest rates are high, and most big ticket
items have negative net worth.

Legally, the law gives substantial rights to original owners to block sales evenafter foreclosure. At least 50 non-performing assets are presently under litigation.
There are significant financial gains and patronage opportunities associated with

the disposition of assets.
Technically there are problems related to valuation, especially when liabilitiesexceed market value making it difficult to unload the properties. 
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P~flIJNZ 

Question. Would you tell us where the Philippine-U.S. project pipeline stands 
now? Has it increased? 

Answer. As of December 31, 1990, the end of the FY 1991 first quarter, the A.I.D. 
pipeline was $428.4 million, down from $490.6 million at the end of FY 1990, but up 
from $413.3 million at the end of FY 1989. 

Total Official Development Assistance (ODA) pipeline for the Philippines as of 
March 1990, the latest available figures from the World Bank, was $5 billion, up 
from $3.9 billion in 1986. A.I.D.'s pipeline is approximately 10 percent of the overall 
donor pipeline. 

Based on an FY 1990 analysis, it would take about 3.0 years to spend the existing 
pipeline in the Philippines. For example, this compares to 3.04 years for the Thai-. 
land program and 1.84 years for the Egypt program. 

Although in absolute numbers, the pipeline has increased for both A.I.D. and all 
donors, the utilization of available fund has also increased. 

PIPELINE EXPENDITURES 

Question. How much of a gap between planned project expenditures and actual 
expenditures are you seeing now? What more improvements can we see? How are 
the programs of other donors faring-are they bogged down? 

Answer. Comparing actual to planned expenditures during any given year does 
are estimatednot necessarily present a valid picture because the planned figures 

12-18 months in advance. A more detailed picture can be seen, however, when look
ing at cumulative figures over time. 

In the case of the Philippines, planned expenditures over the period FY 1986-FY 
1990 totaled approximately $763 million while actual expenditures over the same 
period was approximately $955 million. Thi3 means actual expenditures over a five 
year period exceeded planned expenditures by 25 percent. 

Expenditures for the first quarter of FY 1991 were $62.26 million, or 30 percent of 
those in FY 1990. 

The proportion of program assistance will increase, somewhat reducing pipeline 
as expenditures increase. 

Total donor ODA pipeline as of March 1990 was approximately $5 billion, which is 
the latest figure available from the World Bank. During the first four months of CY 
1990, the Philippines expended $494.8 million, an increase of 73 percent over the 
same four month period in 1989. 

Question. Will you submit for the record assistance pipeline records both for the 
MAI and the DA and ESF programs, and those of other countries which are in the 
consultative group? 

Answer. As of December 31, 1990, the total A.I.D. pipeline was estimated at $428.4 
million, broken down as follows: Development Assistance (DA): $115.4 million; Eco
nomic Support Fund (ESF): $210.0 million; Special Assistance Initiative (MA,. 
$103.0 million; and Total Official Development Assistance (ODA) pipeline for the 
Philippines as of March 1990 was estimated by the World Bank at $5 billion. 

MAI APPROPRIATIONS 

Question. How has the Administration made it clear to the GOP that continuing 
hig evels of MAI appropriations in future years and other economic assistance 
levels in no small part depend on their serious economic reform actions? 

Answer. A.I.D. has energetically pursued economic reforms with the GOP in a va
riety of fora. These include negotiations for annual MAI and ESF programs, mnbi
lateral meetings with members of the Philippine economic team, and in multilateral 
meetings such as at the February 1991 World Bank-led Consultative Group (CG) 
meeting on the MAI. 

At the CG meeting the senior A.I.D. delegate stresse that the United States 
would closely monitor economic reform progress and that this would influence the 
size and nature of future U.S. aid levels. Subsequently, this point was covered ex
plicitly in the Philippine peas and highlighted in Snnator Paterno's report on the 
CG to the Philippine Senate. 

Question. Would you summai:ze A.I.D.'s activities in the Philippines on environ
mental programs, and policies including the deforestation problem and the fisheries 
areas? 

Answer. USAID/Manila has obligated $30.0 million under its $125.0 million MAI
funded Natural Resources Management Program. This five-year initiative will: 
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Develop a wide range of measures to suppo t GOP efforts to implement policychanges (e.g., banning timber harvesting on old growth forests, controlling illegallogging, tenure reform of property rights and reform of timber pricing policies);Support technical assistance and training to feed into the analyses and implemen.tation of these policy changes, support that will lead to a more effectively manqgednatural resource base for sustainable economic growth, particularly in forest andwood products production and processing; andFund specific resource protection activities carried out primarily by nongovernmental organizations including $25.0 million in debt-for-nature-swaps.A new activity, the $20.0 million Urban and Industrial Management Projectscheduled for implementation in FY 1991, will address the severe urban and indu80trial environmental problem faced by urban Filipino people.As part of the designeffort, A.I.D. is now identifying ma'or constraints and problems in water quantityand quality, air pollution and solid/industrial wastes.Finally, through the Enterprise in Community Development Project, A.I.D. is cofinancing with Dole Philippines, Inc., a $500,000 effort to restore and conserve thefishery habitat in Sarangani Bay and to conduct a scientific baseline study. 

U.S. ASSISTANCE TO THE MARSHALL ISLANO AND MICRONESIA 

,question.U.S. Official Development Assistance (ODA) to Fiji in 1988 (last year forwhich comparative other donor-nation data are available) totaled $3.6 million,roughly half the amount ($7.1 million U.S.) given Papua New Guinea (PNG) andonly a fraction of what the United States gave to the Federated States of Micronesia(FSM) ($103.4 million U.S.) and to the Marshall Islands ($48.3 million U.S.) thatsame year. U.S. assistance to Fiji in 1988 was also less than one-third of the amountgiven by Japan ($10.3 million U.S.) and an even smaller proportion of the contribution by Australia ($13.9 million U.S.). Finally, France has recently joined the aidflow to Fiji as a promising substantial donor.What U.S. interests, strategic or other, in the Marshall Islands and, especially,the Federated States of Micronesia underlie the greater attention placed on aid tothose two countries, relative to Fiji?Answer. E-onomlic assistance to the Marshall Islands and Micronegia is handledby the Department of the Interior under the Compact of Free Association Act (P.L.99-29).'Bycomrpaison, A.I.D. administers foreign assistance to Fiji. When discussing assistance lvel 
 areas under P.L. 99-239, therefore, responsibility for specificlevels to the Marshall Islands and Micronesia lies with the Department of Interiorand not with A.I.D. 

U.S. ASSISTANCE TO FLJI

Question. Several of the initiatives put forth by President Bush at the Honolulu
Summit focused on environment, marine resources, trade and investment, and commercial and agricultural development. What A.I.D. projects in these areas exist in
Fiji and will they be expanded?Answer. A.I.D. has identified four new projects that either have Fiji components
or will benefit Fji in a regional sense. President Bush announced these initiatives
at the South Pacific summit. The projects are bricfly described as follows:The Market Access and Regional Cooperation project will provide export promotion activities in the South Pacific concentrating on high value "niche" market opportunities. Under this project, a trade/investment support services office would be
set up in Fiji. The Commercial Agricultural Development project will provide technical assistance and training to private sector producers, export associations, andagroprocessing firms to improve the handling and marketing of agricultural commodities. A.I.D. plans to work with a non-governmental exporters association madeup of a wide cross-section of Fiji's ethnic groups. The Pacific Island Marine Resources project will increase incomes through new, environmentally-sound marineresource development technologies and strategies. This A.I.D. activity will be directed toward support of small and medium scale commercial fishing and marketing,including export fisheries. The Profitable Environmental Protection project willidentify and support enterprises that conserve the region's natural resources.ro addition to these activities funded through Development Assistance, we will beproviding an additional $300,000 in ESF funds to Fiji in FY 1991. These funds willbe used to develop a new Fij component inthe acific Island Marine resources
ro i. I note from your budget submission that we are initiating a new devel

opment program in Mongolia in fiscal year 1991 at a level of $2 million. That wouldincrease to $4 million in fiscal year 1992. I recognize that there are many poor 
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pIe In Mongolia (and in many other countries as well). But why do we have to
oter country pro

have a development aid program in Mongolia when so.many 
grams are clearly underfunded and A.I.D. is stretched so thin? 

Answer. Mongolia, a former Soviet satellite with two million people is undergoing 
a dramatic political and economic transition. The Government is moving from a 
centrally-planned economy to one which is largely market driven. Concurrently, it 
is putting democratic institutions into place. Although Mongolia is strongly commit
ted to a market economy, virtually no one truly realizes the high costs involved or 
the countries where help may be obtained. 

Mongolia faces massive economic dislocation following a sudden move from almost 
complete reliance on the Soviet Union to the virtual elimination of Soviet aid and 
trade, the abandonment of central planning, the sobering effects of the introduction 
of world prices-with the need for hard currency of international transactions-and 
finally a bad harvest in 1990. 

Significant transitional problems are already becoming evident and pose a signifi
cant shnrt term threat to the reform process. They include severe food -nd petrole
um shortages, food distribution problems, deteriorating health conditions, energy 
outages, and increasing incidents of crime. The Mongolians are seeking assistance in 
a wide variety of areas, from advice on the legal and regulatory policies related to a 
market economy, to requests for food aid and training in market techniques, to ex
panded ties in animal husbandry and biotechnology. 

Mongolia is clearly at a zritical juncture in its development. The choices are clear. 
It can press ahead with the kind of market oriented reforms which will make it a 
model of democracy and free enterprise in central Asia. It can also return to an 
economically inefficient and undemocratic system. As the harsh reality of the transi
tion is felt, there will be increasing pressoure to revert back to this unrepresenta
tive but seemingly more confortable system. A.I.D. can play a major role in easing 
the effects of the transitioin, thereby reducing the possibility of such a reversal. Aid 
is thus critical to helping Mongolia remain on t.e path of market reform and de
mocratization and become the model of free enterprise and democracy in central 
Asia. 

MONGOLIA 

Question. Please explain your program. How, concretely, will it help poor people 
in Mongolia? 

Answer. Following elections last July, Mongolia began a trarsition from a central
ly planned economy to one based on market forces and democratic processes. The 
transition to a market economy, sufficiently difficult by itself, was made more diffi
cult by the virtual elimination of Soviet trade and aid (formerly $900 million per 
year). 

If economic reforms result in economic growth, all will benefiU indirectly, includ
ing the poor. In addition, we expect many of the poor to become actively engaged in 
the new economy. Despite difficulties, now that free enterprise is permitted, we an
ticipate a large number of small businesses to develop, with the poor participating 
directly in many of them. The ability of the poor to do this will depend on the 
nature of the rules and regulations developed by the government and the ability of 
the private sector to understand and follow new government regulations and com
petitive business practices. A.I.D.'s program strives to help Mongolia address the 
problems related to this difficult transition in such a way that the poor will be able 
to participate and benefit. We expect our program to help establish a solid frame
work for free enterprise activities. 

A.I.D.'s first significant activity in Mongolia occurred last January, when we 
sponsored a workshop in Ulaanbaatar focusing on such topics as private property 
laws, price reforms, privatization, trade laws, investment, and financial markets. 
A.I.D.'s DA program will continue this assistance by providing (a) short-term techni
cal advisory services to public and private sector institutions, (b)short-term techni
cal training of Mongolian nationals in the U.S. and third countries, and (c) long
term academic training of Mongolian nationals in the United States, in fields such 
as economics and business. 

Anticipated legal and regulatory changes are many. In the near future, labor and 
tax laws must be enacted, and the banking system must be restructured, with the 
new structure having a direct impact on the ability of small businesses or farms to 
obtain loans. Land, previously centrally owned, must be registered and procedures 
for privatization developed. Since almost all trade in the past was with the Soviet 
Union-in soft currency-foreign exchange and trade regulations must be almost 
completely revised. Thus Mongolia must re-examine its foreign exchange regime 
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and trade laws. The A.I.D. program will provide assistance in some of the above 
areas.

The technical advisory services to the government should help the poor directly.We antici te that the training will eventually improve the climate for all business.We are also providing emergency food aid ofapproximately 30,000 tons of wheat. 

Questions for the Record From Mr. McHugh Submitted to the
 
Agency for International Development
 

A.I.D. GRADUATION POLICY AND THAILAND 
Question. The World Bank and the regional development banks have graduationpolicies in place which are designed to insure that countries no longer receiveconcessional development aid when they have reached certain per capita income

levels.
A.I.D. used to have a graduation policy-in the 1970s we graduated a number ofcountries such as Brazil, Mexico and Tunisia. However, I cannot recall A.I.D. graduating any country in the last decade. Indeed, it seems as if some countries that hadbeen graduated have been brought back into the development aid program. And, of course, new recipients seem to be added all of the time.Does A.I.D. have a policy in place to graduate countries from the development aidprogram at some point in time. If so, could you please explain it?Answer. Rather than developing a single model for dealing with middle-incomecountries (MCs) on a uniform basis, A.I.D. in recent times has taken a country-specific approach to "graduation." In Latin America, we have successfully employed aphase-down model that is appropriate to countries in that region. In Thailand, ourapproach is to develop private sector linkages that build upon and that will largelysupplant our A.I.D. mission by the mid-1990s.This strategy being employed currently by A.I.D. supports our traditional development goal of broadly based sustainable growth. We tailor our approach to take advantage of the more advanced level of development in middle-income countries,while assuring that we maintain the strong relationships that serve U.S. political,strategic, and economic interests. Our strategy is to gradually wean MCs from A.I.D.fundingto free funds for more needy countries or to lessen U.S. budgetary pressures. This app roach avoids abrupt graduation before important ties can be established with other U.S. public and private entities, and thus avoids creating politicaland economic gaps that could weaken the MC economies or the U.S. positionabroad. We believe that applying these criteria on a country-specific basis is an appropriate strategy for graduation or phase-down of A.I.D.'s presence in middleincome countries. 

DEVELOPMENT AID TO THAILAND 
Question. Why should we be giving development aid to a country like Thailandgiven the real success it has enjoyed in recent years?I am not suggesting, of course, that we provide no economic aid to a country once
it reaches a certain level of development. We may have political interests that
would justify providing ESF (but not development) assistance. But a development
program in which no one ever graduates hardly makes sense.
Answer. A.I.D. has been concerned for several years with the issue of whether tomaintain a development assistance relationship with a country like Thailand, and ifso in what form. Indeed, Thailand and the Thai program have servd as prototthat have h31ped us formulate a more general approach to more mature, develop ngcountries. In our view it is very much in the U.S. interest to continue a developmentassistance relationship in countries such as Thailand. But such programs shoulddiffer significantly in terms of focus, content, modes of delivery, and levels from traditional A.I.D. programsThailand has been very successful in achieving rapid economic growth in recentyears. Favorable external developments, namely the emergence of huge surpluses inJapan and the maturation of the NICs, particularly with respect to labor marketshave created great opportunities for the next tier of developing Asian countries suchas Thailand. At the same time sound economic management has enabled Thailandin particular to take advantage of these oportunities. The result has been a boombased on direct foreign investment, exports, and labor-intensive industry. With continued good economic policies and assuming continued dynamism in the Asia reigon,Thailand's growth prospects are excellent. While growtn may slow, it can be expected to average above five or six per cent for the foreseeable fui.,re. 
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Achieving the capacity to sustain growth is a major development accomplishment.

But, it does not mean that the development task in Thailand is completed, or even
assured. Rapid growth such as in Thailand generates resources, alleviates poverty,
and bespeaks certain degree of progress and momentum in institutional develop
ment. But it also puts severe strains on some institutions, and cannot guarantee the 
emerence of others. For instance, there are clear signs that rapid growth in Thai
land is outstripping Thailand's capacity to manage the environmental consequences
of such growth; rnd to meet the sharpiy increasing demands on physical infrastruc
ture, financial markets, and the education and training system. Rapid growth has 
not also been matched by progress in terms of democratic institutions. And, rapid
growth does not guarantee that a country such as Thailand will move sufficiently
beyond a narrowly self-interested approach to international issues to play a con
structive, cooperative, enlightened role in the community of nations, on issues per
taining to international trade and finance (e.g. intellectual property rights, GA'!: 
the global environment and natural resources; AIDS, narcotics, international peace
keeping, etc. 

While achieving sustainable broadly-based growth is A.I.D.'s primary development
goal, there are other dimensions of development including the capacity to manage
the impacts and fruits of growth; strengthen democratic institutions; and play a
positive role in the international community where a modest A.I.D. program can 
make a significant contribution of direct interest not only to Thailand but to the 
United States. 

The preceding suggests the change in focus that we envision in more mature, de
veloping country such as Thailand. In terms of content and modes of delivery, such 
a program takes account of the greater institutional capabilities and resources of a 
country like Thailand, with correspondingly fewer demands on U.S. resources and
capabilities. Further, the program stresses technical or organizational capabilities in
whf.ch the U.S. has a comparative advantage. The aim is to stimulate institutional 
linkages that will endure and multiply in the absence of A.I.D. support.

At the same time, as has already occurred in Thailand we expect to see singifi
cantly lower levels of A.I.D. financial and personnel resources in such countries, in
acknowledgement of the greater financial and institutional resources available do
mestically.

This A.I.D. approach does not represent graduation in the sense of a cutoff of for
eign assistance on the basis that development has been fully accomplished or at
least assured. It does certainly represent a sharply reduced degree of dependence on
foreign assistance-a recognition that certain developmental tasks have been accom
plished auccessfully-and a significant, positive change in our aid relationship in
the direction of increased mutuality and a mature partnership. That is what grad
uation is generally all about. 

PHILIPPINES 

Question. As part of A.I.D.'s effort to promote greater flexibility, you arg again
proposing to abolish the functional development assistance accounts in favor of a
single lump-sum appropriation for development assistance. Whether Congress will 
approve that request remains to be seen. 

One ofthe concerns that some of us have is that we will no longer have a clear
piture of what development funds are being used for and what results they are
achieving. As you know, ws have experimented with a number of lump-sum appropriatons in recent years. 

For example, the Multilateral Assistance Initiative (MAY) is essentially a lump
sum appropriation for the Philippines. I know we are providing you with a lot of 
money for that program. But I do not really know how you are usLig it or what it is

Could you ell me as specifically as possible what kinds of programs and activities 

the MAY i supporting in the Philippines? And cotld you give us a progress report 
on what specific success we have hadunder this program?

Answer. A total of $119.5 million, or 37 percent of total U.S. provided MAI funds 
have been obligated to five different projects.

Rural Infrastructure Fund: $20 million was obligated in late 1990 for 158 kilome
ters of road construction to stimulate economic expansion and growth of rural 
areas. Bids for a design-construct contract have been received, and a selection will
be made by April 1991. The contractor will be in place by summer 1991 and actual 
road construction will begin in September, 1991.

Natural Resources Management: $30 million was obligated in 1990 in support of
policy reform that will protect tropical forests, promote biodiversity, and increase 
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efficiency in the forest products industries. Contract awards for technical services 
will be made in April, and a cooperative agreement with an environmental nongov
ernmental organization to acquire $5.0 million in sovereign debt will be awarded in 
April of this year. The proceeds of this swap will support the creation of an endow
ment fund for sustained support of these activities, as well as be used for the im
proved management of two nature reserves on the island of Palawan. 

Philippine Assistance Program Support: $25 million was obligated in FY 1990. 
The project is designed to accelerate project preparation activities including pre-fea
sibility studies for private sector investors, as well as for MAI projects. Studies un
derway include feasibility and environment studies for airport renovation, wharf ex
pansion, and for an agro-processing facility. Additional pre-feasibility studies will 
soon begin on water resources and telecommunications. 

Mindanao Development Project: $14.5 million has been obligated to support pri
vate sector led growth in General Santos City and to provide funding for the airport
(new site or renovated), expanded wharf, and agio-processing facility mentioned 
above. 

Philippines Capital Infrastructure Support: $30 million has been obligated thus 
far to mobilize private and public sector resources for priority infrastructure needs 
through a concessional financing facility, i.e., mixed credits. Details between A.I.D. 
and the Export-Import Bank are being worked out and project selection on a fr.t
track basis by the Government of the Philippines will be completed by June 15. 

Overall, the MAI has served to enhance donor coordination and burden sharing.
The July 1989 and February 1991 World Bank Consultative Group (CG) meetings

have resulted in pledges of $3.5 and $3.3 billion, respectively. This compares to only
$1.6 billion pledged at the 1987 CG prior to the MAI. 

Increasingly, donors are in agreement that the GOP must undertake macro-eco
nomic structural reforms to achieve private sector-led economic growth. 

The MAI has also resulted in more frequent and meaningful dialogue among the 
donors on the progress of reform as evidenced by frequent meetings of key donors 
including the World Bank, the International Monetary Fund, Japan, the United 
States, and the Philippines. Bilateral meetings between various donors such as the 
U.S. and Japan, and between the individual donors and the Philippines are also 
common place. Moreover, mini-CGs focusing on specific areas such as the environ
ment and project implementation have been held in 1989 and again in 1990. 

To date detailed feasibility studies have been completed for most of the roads and 
environmental as essments are underway for tlhe airport, seaport and processing 
center. Construction is expected to begin late in 1951. 

TIED-AID CREDITS 

Question. We have had a number of discussions regarding tied-aid credits. Last 
year Congress prohibited using development assistance funds for tied-aid credits. 

Could you bring me up to date on the current status of the initiative that A.I.D. 
and the Export-Import Bank announced last year, particularly since the intended 
focus was to be countries in Asia? 

Answer. Progress has been made toward implementing the A.I.D./Eximbank 
mixed credit facility. As you know, the facility contemplated $125 million in mixed 
credits for each of Indonesia, the Philippines, Thailand and Pakistan. A team from 
the Eximbank has reached agreement with the Tndonesian National Planning Board 
on the fral list of projects to be financed under the facility. They are working 
toward signing the .mcessary documents toward the end of May.

In the Philippines, A.I.D., Eximbank and th Philippine National Economic and 
Development Authority are reviewing a list of projects for the facility. Progress was 
slowed as we addressed some of the differences among the procedures of the U.S. 
and Philippine agencies. We expect to sign the facility document in June. Because 
of the Pressler Amendment, we do not expect the facility to go forward in Pakistan 
at this time. Similarly, despite early progress, work on the facility has been sus
pended in Thailand as a result of the recent coup and the requirements of section 
513 of the foreign assistance appropriations act. We note that the A.I.D.-Eximbank 
assistance package related to the AT&T transaction in Indonesia has resulted in a 
$102 million contract for AT&T. AT&T expects approximately $390 million in U.S. 
export follow-on work through the year 2004. 
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Question. We were told at that time that we would be notified of any intent to use
funds for tied-aid credits. But my staff indicates that we have not received any noti
fications to date. Is nothing happening?

Answer. Tied-aid credits for the Philippines will fall under the ongoing Philippine'
Capital Infrastructure Support project. A.I.D. forwarded an Advice of Program
Change to the Congress on July 80, 1990. The project was authorized and obligated
in September, 1990. Funds have yet to be disbursed for tied-aid credits under this 
activity. A.I.D. and the Export-Import Bank are still working out details for imple
menting the project. 

Questions for the Record From Mr. McHugh Submitted to the
 
Agency for International Development
 

AID To AFGHAN RmEFaEs 

Question. And for our friends from A.I.D. and the Department of Defense, I would 
like to know what type of programs we currently operate to assist both the people
in Afghanistan and Afghan refugees in Pakistan. I have heard that the situation of
the three million Afghan refugees in Pakistan has gone from Lad to worse in the 
last several months and that no U.S. aid has been distributed to these people since 
October 1990. If there is assistance going to the Mujahideen, exactly how is the as
sistance distributed? Also, what is the approximate breakdown of humanitarian and 
refugee assistance compared to military aid? 

Answer. A.I.D.'s cross-border, humanitarian assistance program for Afghanistan
complements the U.S. Government's objective of supporting self determination for 
the Afghan people. The program serves the dual purposes of: (1) relieving the suffer
ing of Afghans unwilling or unable to leave their war-torn country, and (2) helping
to ensure that conditions inside Afghanistan are such that refugees can return to
their country as soon as security conditions permit.

Since 1985, over $380 million in assistance, primarily in agriculture, health and 
education services, equipment, food and essential commodities have been provided
to targeted areas throughout Afghanistan. Funds available from the McCollum Pro
gram have been used to transport some of the commodities from the United States 
to Pakistan for distribution to war-affected Afghans. A.I.D. assistance is not provid
ed to the mujahedeen.

Refugee assistance has flowed continuously since 1980 up to the present time
(there was no break in October 1990). To date, the United States has committed over
$700 million for Afghan refugee relief programs. Over $400 million has been in the 
form of P.L. 480 food commodities. Much of this aid has been channelled through
the UNHCR, the World Food Program (WFP) and European and American PVOs in 
support of their programs to assist Afghan refugees in Pakistan. These programs
include food-for-work and income generation activities for women, and support for
schools and medical clinics. Assistance in the camps is directed at civilians, not tne
mujahedeen. Recent nutritional and health surveys have found that the Afghan ref
ugees living in Pakistan are in generally better shape than their Pakistani hosts. 

TIBETAN REFUGEES 

Question. I would also like to ask Ms. Adelman what types of programs A.I.D. is
currently administering or plans to begin to meet the needs of the Tibetan refugees
that flow through Nepal and into India every year.

Answer. A.I.D. has and plans no programs of assistance to Tibetan refugees. As
sistance for these refugees is handled by the Department of State's Office of Refugee
Programs. 

Questions for the Record From Chairman Obey Submitted to the
 
Department of Defense
 

THAI MILITARY 
question. In light of our previous problems with corruption in the Thai military

and our assistance program, I find it almost humorous that one of the public expla
nations of the Thai coup was because of corruption in the Prime Minister's govern
ment. 

How do you explain what events led up to the military coup in Thailand? 



880
 
How much of a corruption problem existed in the previous government?.Wasn't it' 

cleaner than the Thai military?
Answer. This question was more appropriately under the cognizance of the State 

Department which took it for action and responded. 

CHINA 

Question. Last year in response to the Tiananmen Square crackdown in China,
this Committee required that the U.S. contribution to IDA should be reduced by the 
US proportionate share of non-basic human needs loans from IDA to China. Appar
ently, while IDA lending to China has been curtailed somewhat, the IDA has gone
beyond providing only basic human needs loans, and has been supperted in their 
actions by most of our western allies. Despite Western concern and criLicism, China 
has continued its crackdown through rounding up and trying many dissidents. Now, 
we hear reports that China has sold over $1 billion in arms to the Burmese military
which has refused to allow duly elected officials to run the country and which holds 
many of those officials in jail even today. We also know that to a degree China has 
cooperated in the UN with the US in the response to the Iraqui invasions of 
Kuwait. 

Can you confirm that China has made a large military sale to Burma? If so, what 
arms did they provide? What has the Administration done in response to this sale? 
Has it communicated any displeasure or concern for Chinese support of the miltiary
dictatorship that is violently ruling Burma? 

Answer. Yes, such a sale is confirmed by intelligence reporting. China is to pro
vide Burma with a variety of ground force equipment, fighter aircraft, and naval 
patrol craft. The agreement also provides for Chinese military training on some of 
the equipment. Specifics of the transactions are classified. The U.S. Government has 
raised the arms sales issue with the Chinese Government, and Beijing has stated it 
will follow a "prudent and responsible attitude" in its arms sales policy. The State 
Department should be consulted if more detailed information is required. 
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