
U.S. GOVERNMENT PRINTING OFFICE

WASHINGTON : 

1

38–492 CC 1998

S. HRG. 105–292

FOREIGN AFFAIRS REFORM AND RESTRUCTURING
ACT OF 1997 AND FISCAL YEAR 1998 INTER-
NATIONAL AFFAIRS BUDGET REQUEST

HEARINGS AND MARKUP
BEFORE THE

SUBCOMMITTEE ON INTERNATIONAL ECONOMIC

POLICY, EXPORT AND TRADE PROMOTION
THE

SUBCOMMITTEE ON INTERNATIONAL OPERATIONS
AND THE

COMMITTEE ON FOREIGN RELATIONS

UNITED STATES SENATE

ONE HUNDRED FIFTH CONGRESS

FIRST SESSION

HEARINGS
FEBRUARY 26 AND 27, MARCH 6, 12 AND 13, AND APRIL 9, 1997

MARKUP
JUNE 12, 1997

Printed for the use of the Committee on Foreign Relations

(

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00001 Fmt 5011 Sfmt 5011 E:\HEARINGS\47753.001 INET01



?II)

COMMITTEE ON FOREIGN RELATIONS

JESSE HELMS, North Carolina, Chairman
RICHARD G. LUGAR, Indiana
PAUL COVERDELL, Georgia
CHUCK HAGEL, Nebraska
GORDON H. SMITH, Oregon
CRAIG THOMAS, Wyoming
ROD GRAMS, Minnesota
JOHN ASHCROFT, Missouri
BILL FRIST, Tennessee
SAM BROWNBACK, Kansas

JOSEPH R. BIDEN, JR., Delaware
PAUL S. SARBANES, Maryland
CHRISTOPHER J. DODD, Connecticut
JOHN F. KERRY, Massachusetts
CHARLES S. ROBB, Virginia
RUSSELL D. FEINGOLD, Wisconsin
DIANNE FEINSTEIN, California
PAUL D. WELLSTONE, Minnesota

JAMES W. NANCE, Staff Director
EDWIN K. HALL, Minority Staff Director

SUBCOMMITTEE ON INTERNATIONAL ECONOMIC POLICY,
EXPORT AND TRADE PROMOTION

CHUCK HAGEL, Nebraska, Chairman
CRAIG THOMAS, Wyoming
BILL FRIST, Tennessee
PAUL COVERDELL, Georgia

PAUL S. SARBANES, Maryland
JOSEPH R. BIDEN, JR., Delaware
PAUL D. WELLSTONE, Minnesota

SUBCOMMITTEE ON INTERNATIONAL OPERATIONS

ROD GRAMS, Minnesota, Chairman
JESSE HELMS, North Carolina
SAM BROWNBACK, Kansas
GORDON H. SMITH, Oregon

DIANNE FEINSTEIN, California
CHRISTOPHER J. DODD, Connecticut
JOHN F. KERRY, Massachusetts

(II)

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00002 Fmt 5904 Sfmt 5904 E:\HEARINGS\47753.001 INET01



(III)

C O N T E N T S

HEARING OF FEBRUARY 26, 1997

Page
Agency for International Development (AID): Budget Request and Oversight .. 1

Atwood, Hon. J. Brian, Administrator, Agency for International Develop-
ment ............................................................................................................... 8

Prepared statement ................................................................................... 14

HEARING OF FEBRUARY 27, 1997

The State Departments Administration of Foreign Affairs Fiscal Year 1998
Budget ................................................................................................................... 57

Kennedy, Patrick F., Acting Under Secretary for Management, U.S. De-
partment of State .......................................................................................... 61

Prepared statement ................................................................................... 65

HEARING OF MARCH 6, 1997

The President’s Fiscal Year 1998 Budget Request for the USIA and Inter-
national Broadcasting .......................................................................................... 95

Duffey, Joseph, Director, accompanied by Stanley Silverman, Comptrol-
ler, Jack Loiello, Associate Director for Educational and Cultural Af-
fairs, and David Lowe, National Endowment for Democracy, United
States Information Agency ........................................................................... 98

Prepared statement ................................................................................... 104
Klose, Kevin, Associate Director for Broadcasting, U.S. Information Agen-

cy .................................................................................................................... 111
Prepared statement ................................................................................... 114

HEARING OF MARCH 12, 1997

Security Assistance Request for Fiscal Year 1998 ................................................ 145
McNamara, Thomas E., Assistant Secretary, Department of State ............. 152

Prepared Statement .................................................................................. 157
Rhame, Thomas G., Lt. Gen., USA, Director, Defense Security Assistance

Agency ............................................................................................................ 146
Prepared Statement .................................................................................. 148

HEARING OF MARCH 13, 1997

The FY98 Budget Requests for International Organizations and Conferences
and Arms Control and Disarmament Agency .................................................... 191

Holum, John D., Director, U.S. Arms Control and Disarmament Agency ... 193
Prepared statement ................................................................................... 196

Lyman, Ambassador Princeton N., Acting Assistant Secretary of State
For International Organization Affairs ....................................................... 215

Prepared statement ................................................................................... 218

HEARING OF APRIL 9, 1997

Multilateral Development Bank Funding Request for Fiscal Year 1998 ............ 237
Summers, Hon. Lawrence H., Deputy Secretary of the Treasury ................ 239

Prepared statement ................................................................................... 243

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00003 Fmt 5904 Sfmt 5904 E:\HEARINGS\47753.001 INET01



Page
IV

HEARING OF JUNE 12, 1997

Markup: The Foreign Affairs Reform and Restructuring Act of 1997 ................ 265
Proceedings ....................................................................................................... 265

APPENDICES

APPENDIX 1

HEARING OF FEBRUARY 26, 1997

U.S. Agency for International Development, Congressional Presentation, Sum-
mary Tables, Fiscal Year 1998 ............................................................................ 317

Veronia T. Young, USAID, letter to committee ..................................................... 382
Responses of Mr. Atwood to Questions asked by Senator Grams ....................... 382
Responses of Mr. Atwood to Questions asked by Senator Helms ........................ 383
Responses of Mr. Atwood to Questions asked by Senator Helms and Senator

Brownback ............................................................................................................ 392
Responses of Mr. Atwood to Questions asked by Senator Feingold .................... 393
Responses of Mr. Atwood to Questions asked by Senator Biden ......................... 396
Veronia T. Young, USAID, letter to committee ..................................................... 399
Responses of Mr. Atwood to Question asked by Senator Biden ........................... 399

APPENDIX 2

HEARING OF FEBRUARY 27, 1997

Responses of Mr. Kennedy to Questions asked by Senator Lugar ...................... 400
Responses of Mr. Kennedy to Questions asked by Senator Biden ....................... 403
Responses of Mr. Kennedy to Questions asked by Senator Feinstein ................. 408
Improving the Security of U.S. Diplomatic Facilities and Increasing the Pro-

tection of Personnel Overseas ............................................................................. 413
Responses of Mr. Kennedy to Questions asked by Chairman Helms .................. 417
Responses of Mr. Kennedy to Questions asked by Senator Grams ..................... 417

APPENDIX 3

HEARING OF MARCH 6, 1997

Caroline Isacco, USIA, letter to committee ........................................................... 437
Responses of Mr. Duffy to Questions asked by Senator Grams ........................... 437
Responses of Mr. Duffy to Questions asked by Senator Feinstein ...................... 444
Broadcasting Questions for the Record, SFRC Hearing, Drafted by Broadcast-

ing Board of Directors .......................................................................................... 449
Responses of Mr. Duffy to Question asked by Senator Helms ............................. 453

APPENDIX 4

HEARING OF MARCH 12, 1997

Responses of Mr. McNamara to Questions asked by Senator Sarbanes ............. 454
Responses of Mr. McNamara to Question asked by Senator Wellstone .............. 457
Responses of Mr. McNamara to Questions asked by Senator Biden ................... 457
Responses of Mr. McNamara to Questions asked by Senator Feingold .............. 465
Responses of General Rhame to Questions asked by Senator Feingold .............. 467
Responses of General Rhame to Questions asked by Senator Wellstone ............ 472

APPENDIX 5

HEARING OF MARCH 13, 1997

Responses of Mr. Holum to Questions asked by Senator Grams ......................... 473
Responses of Mr. Holum to Questions asked by Senator Feinstein .................... 475

APPENDIX 6

HEARING OF APRIL 9, 1997

Responses of Mr. Summers to Questions asked by Senator Lugar ..................... 476
Responses of Mr. Summers to Questions asked by Senator Biden ..................... 478
Responses of Mr. Summers to Questions asked by Senator Wellstone ............... 479

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00004 Fmt 5904 Sfmt 5904 E:\HEARINGS\47753.001 INET01



Page
V

APPENDIX 7

MARKUP HEARING OF JUNE 12, 1997

Prepared Statement of Senator Rod Grams .......................................................... 482

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00005 Fmt 5904 Sfmt 5904 E:\HEARINGS\47753.001 INET01



(1)

AGENCY FOR INTERNATIONAL DEVELOP-
MENT (AID): BUDGET REQUEST AND OVER-
SIGHT

WEDNESDAY, FEBRUARY 26, 1997

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL ECONOMIC

POLICY, EXPORT AND TRADE PROMOTION,
OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.
The subcommittee met, pursuant to notice, at 2:05 p.m., in room

SD–419, Dirksen Senate Office Building, Hon. Chuck Hagel, (chair-
man of the subcommittee), presiding.

Present: Senators Hagel, Thomas, Grams, Biden, Sarbanes, and
Wellstone.

Senator HAGEL. The subcommittee will come to order.
Today the subcommittee meets to consider the President’s budget

request for Fiscal Year 1998 programs under the jurisdiction of the
Agency for International Development. The Hon. Brian Atwood,
Administrator of AID, will testify.

Mr. Administrator, welcome.
Mr. ATWOOD. Thank you.
Senator HAGEL. The Ranking Minority Member is on his way.

Senator Sarbanes will be here. His counsel has suggested that we
go ahead and get started. But he will be here at any moment and
we will get through some of this in the meantime.

Here he is. It’s magic.
Welcome, Senator.
Senator SARBANES. Right on cue?
Senator HAGEL. Right on cue. It is the way we planned it, of

course.
The President’s Fiscal Year 1998 budget requests $7.14 billion

for AID managed programs, an increase of more than 6 percent
over the Fiscal Year 1997 appropriated level.

Significant among the funding levels requested is a large in-
crease over last year’s level for population programs and a $45 mil-
lion cut in child survival programs. The President is also seeking
new authorities in this year’s budget, a highlight of which is the
proposed Partnership for Freedom for Russia. There have been few
details about how this program will operate. So, we look forward
to your views, Mr. Administrator, about this program.

The President’s budget is also seeking the creation of a new AID
administered loan program and several new regional democracy
programs.
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Mr. Administrator, as you know, I am new to this subcommittee
and to this body. I surely do not claim to be an expert on develop-
ment issues nor foreign aid. I want to let you and your organiza-
tion know that I will look at everything closely, but that I come to
this with certainly no ax to grind against your programs or any
Federal Agency. I think that we all want to insure that the tax-
payers’ money is being used wisely, efficiently, and effectively, and
I know that, too, is your objective and your goal.

But I also must say that AID does have a track record. For more
than 35 years, AID has been providing billions of dollars annually
to assist in the development of countries.

Regrettably, many countries have not benefited from foreign aid,
and AID has too often found excuses, primarily cold war consider-
ations, for the lack of success in its programs. I might add that this
was during both Republican and Democratic administrations.

But the cold war is over, and this Congress, in tandem with the
President, must make some fundamental decisions about where to
dedicate scarce resources in the next century. Recommending cuts
in AID’s budget should not make one an isolationist, especially
since, according to AID’s own self-assessment, ‘‘Despite decades of
foreign assistance, most of Africa and parts of Latin America, Asia,
and the Middle East are economically worse off today than they
were 20 years ago.’’

That is a rather dramatic statement. While it is correct that the
international affairs budget represents just more than 1 percent of
the entire U.S. budget, it represents about 8 percent of our Govern-
ment’s discretionary budget. Further, about 5 percent of the DOD
budget, more than $12 billion, is dedicated in support of U.S. hu-
manitarian and development goals worldwide.

But America’s support for these programs should not be driven
by ledger sheets. Rather, it must be determined by how they di-
rectly contribute to our national security, our national interests,
and whether they perform as advertised.

Supporters of a larger international affairs budget operate on one
key assumption: That all the funds currently dedicated to inter-
national programs are being used effectively and efficiently. I am
not convinced that this is accurate. I recommend Majority Leader
Trent Lott’s recent op-ed piece in the ‘‘Washington Times’’ which
makes an excellent argument that the Clinton administration must
further prioritize its budget resources rather than simply demand
more money from taxpayers.

As I stated previously, AID has a well established track record.
If U.S. assistance has not shown benefits in a particular country
in 3 decades or more, perhaps the aid should be discontinued.

Finally, and this goes directly to the point of prioritization, let
me state that I know that Secretary of State Albright has pledged
to work with this committee to achieve a fundamental reorganiza-
tion of our foreign policy apparatus. I support this consolidation ef-
fort. Many of these agencies were born to meet the challenges of
the cold war and have outlived their usefulness; and, to the extent
that savings can be achieved from restructuring, that will benefit
all of us.

Mr. Administrator, I want to thank you again for appearing be-
fore this subcommittee. I look forward to your testimony and I am
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anxious to discuss with you the details of the President’s Fiscal
Year 1998 budget request for AID programs.

I might say before I recognize my distinguished colleague, Sen-
ator Sarbanes, you and I, Mr. Administrator, had what I thought
was a good opportunity to spend some time together looking at
some of these programs in more general ways. We talked philo-
sophically, and I think you know from that meeting that I certainly
am a supporter of foreign aid and foreign assistance. Where we can
make the most use of that aid, as I said at the opening of my state-
ment, is what we are all about and what we all certainly want to
focus on.

So, I, again, appreciate very much you coming before the sub-
committee today.

At this point, I would like to recognize my distinguished col-
league and Ranking Minority Member, Senator Sarbanes.

Senator SARBANES. Thank you very much, Mr. Chairman. I am
pleased to join with you this afternoon in welcoming USAID Ad-
ministrator Brian Atwood before the subcommittee. I have known
and worked with Brian Atwood for many years now, and I have a
great respect for all he is trying to do in a very difficult environ-
ment. Despite those difficulties, I think he has achieved an impres-
sive degree of success.

In fact, only yesterday, over on the House side Chairman Gilman
of the House International Relations Committee said, and I quote
him, ‘‘Brian, you’ve revived an Agency that was in critical condi-
tion. Today AID is smaller, leaner, and on the brink of real reform
in the way it does business.’’

I share that view, that Brian Atwood has really turned the Agen-
cy around. Now I know a lot of tough questions remain and many
will be asked. But I think we ought not to lose sight of the accom-
plishments of this very able administrator in the course of his ten-
ure over the last few years at AID. I assume we will have some
chance to go into that in some detail in the course of this hearing.

I also want to note that this is our subcommittee’s first hearing
in the 105th Congress. I am pleased to serve with our new chair-
man and wish him well as he undertakes these responsibilities. We
have had an opportunity to discuss amongst ourselves the prospec-
tive work agenda for the subcommittee, and I look forward to work-
ing with you, Mr. Chairman, in the months ahead as we address
our responsibilities.

Let me just say at the outset by way of just a couple of comments
on the substance of what we are going to be dealing with today
that it is my strong view that the United States has a clear na-
tional interest in promoting sustainable development around the
world. I start with that as a basic premise. I do not think it is a
luxury, I do not think it is an add-on, I do not think it is a supple-
ment. It clearly serves our moral and humanitarian instincts,
which is quite important when you try to develop a foreign policy
in a democracy that will be supported by the populace. But it also
clearly serves our political and economic interests as well.

Foreign assistance spent at the right time is critical to heading
off violent upheaval, famine, epidemics, the spiral of poverty, rapid
population growth and environmental degradation. All of those are
problems that are much easier either to prevent or to control in the
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early stages than they are to reverse or to stop after the fact.
Therefore, much of the work that is put within the charge of Ad-
ministrator Atwood is of a preventive nature or ought to be of a
preventive nature. I think it should be perceived in that way by our
Nation’s policymakers.

I am interested in hearing you expound on the budget. I, for one,
think that the administration needed to respond to the successive
decreases in resources committed to these important objectives over
the years, and my perception of this budget is that it at least tries
in part to do that. I hope that it will find support here in the Con-
gress.

AID under Brian Atwood’s leadership has taken a number of ini-
tiatives, many of which have proven quite successful. He has tried
to reorganize his Agency, make it more effective, more streamlined.
It has commanded general respect and approval from many observ-
ers. In fact, I know people who headed commissions examining AID
only a few years ago who recommended that it be done away with
who now take the position that such significant advances have
been made in the course of this administration by Brian Atwood
that the Agency is really picking up and needs to be supported and
urged on to do its work.

So, Mr. Chairman, I look forward to an interesting hearing here
today as we launch the examination of the foreign assistance budg-
et. Thank you very much.

Senator HAGEL. Senator Sarbanes, thank you.
I note that our distinguished Ranking Minority Member of the

full committee is with us, Senator Biden. Welcome.
Senator BIDEN. Thank you, Mr. Chairman.
Senator Sarbanes said he knows people who have spent years ex-

amining this. I have known people who have been here 10 years
and never got to chair a committee. What the heck is going on
here.

Senator HAGEL. When you live right, Senator, that is what hap-
pens.

Senator BIDEN. I will say this publicly, Senator. I think there
must be something in the water in your State. You and Kerrey are
both war heroes, both are here, both have been paid attention to
from the time they got here. I don’t know. It must be something
in the water.

Senator HAGEL. I just do whatever Bob Kerrey does.
Senator BIDEN. Oh, don’t do that.
At any rate, Mr. Chairman, I have a brief opening statement be-

cause this kind of tolls the gong for what is going to be, as we all
know, a major piece of what will be a big debate here, a continu-
ation of the debate on the reorganization of the State Department.

Like it or not, you are in the mix and you know that, Brian, from
your years of being here and your years of doing the fine job you
have done at AID.

This week the committee begins a dialog, a dialog about both the
organizational structure and the resources required for American
foreign policy. On its face, the discussion may appear to be only
about organizational charts and budget submissions—in other
words, the ordinary business of government. But the central ques-
tion that I think is facing us is far more profound, and that is how
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do we equip our Government to advance its foreign policy interests
in the post-cold war era?

Two years ago, the chairman of the Foreign Relations Committee
challenged the existing order in proposing the reorganization of the
foreign affairs agencies of the U.S. Government by consolidating
them into the Department of State, including your organization,
Brian, as you are painfully aware.

Offered in the midst of a Presidential election cycle, it was per-
haps inevitable that the Congress and the President were not able
to reach any agreement on this reorganization effort. But continued
stalemate seems to me not to be inevitable. So, I join the Secretary
of State in stating unequivocally that I have an open mind about
any reorganization proposals. In fact, I plan to work closely with
Chairman Helms and the President to try to reach common ground.

I have had some discussions already with Chairman Helms to in-
dicate to him I sincerely am interested in seeing if we can work out
some kind of reasonable reorganization proposal. My willingness to
consider reorganization does not, however, imply a willingness to
accept any proposal merely because it carries the label of reform.
I do not think that is Senator Helms’ intention. But I want to make
it clear at the outset. We are going to hear about the details of your
budget, but you are going to be talking about a lot more after your
budget is discussed with us here—not you personally, but the
Agency.

After several years of retrenching, both militarily and diplomati-
cally, in the wake of the collapse of the Soviet Union, our reform
efforts should be driven not by the imperative of budgetary savings,
as important as they are, but by the need to ensure that we have
a robust diplomatic presence around the world, an aid program,
and a foreign policy program overall to protect the gains of our cold
war victories.

For 4 decades, all energy was focused on the super power strug-
gle. Today we have a much broader agenda: Establishing a new se-
curity relationship in Europe and Asia, controlling the proliferation
of dangerous weapons, combating global threats of terrorism, nar-
cotics, and crime, promoting democracy and advancing our eco-
nomic interests and the economic interests of Third World nations.

As we move forward in the coming weeks and months, I will pose
the following questions, my own benchmarks, if you will, for re-
forming the State Department. First and foremost, are we organiz-
ing our foreign policy infrastructure to meet the challenges of the
post-cold war era? In answering this question, we should look not
only at the organizational structure but also at the personnel struc-
ture.

For example, during the cold war, the State Department empha-
sized expertise on the inter-German border, and on the science of
Sovietology. We talked about criminologists, we talked about all
those things that do not now seem very relevant and are not, in
most cases, relevant anymore. But we have some very brilliant peo-
ple who are still around who are experts in those areas, and we
placed a very high premium on these professionals.

Today it seems to me we must have a high premium on profes-
sionals skilled in counter terrorism, counter narcotics, economic
growth, and in areas that we had not focused on in the past nec-
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essarily. Unfortunately, when it comes to supporting diplomatic
readiness, we barely, in my view, act like a super power.

Second, are we providing adequate resources to the challenges
we face? We speak, sometimes with excessive triumphalism, of our
role as the world’s only remaining super power. But, again, when
it comes to supporting our diplomatic readiness, are we really such
a super power?

Resources for international affairs have declined significantly in
recent years. Funding in Fiscal Year 1997 is 25 percent below the
average of the last 20 years, and some 30 percent below the spend-
ing levels of a decade ago.

It is a delusion, in my view, to believe that America can remain
actively engaged in the world if we deny the President and the Sec-
retary of State the resources necessary for the conduct of American
foreign policy.

The President’s request should be regarded, in my view, as the
minimum needed to protect our interests abroad, around the globe.
Our discussions should be focused on how best to deploy those re-
sources.

Third, have we prevented the bureaucratic burial of important
elements of our diplomatic arsenal? It is one thing, Brian, for me
to merge AID and the State Department. I have an open mind
about that. I have an open mind, and you know that I have been
a defender of your Agency in not wishing to see that happen, along
with ACDA. But I have an open mind to it being merged in the
State Department depending on how it is merged—if it is merged
where you are a co-equal with every other geographically distrib-
uted source of authority in the State Department, if ACDA is
merged in a way that it receives and has direct access to the Presi-
dent of the United States and does not have to go through three
under secretaries to be known. That is how you all got outside the
Agency, outside of State, in the first place.

So, it depends for me, in this third criteria, on at what place, if
you are going to be re-merged, in effect, you will be. Where will you
sit?

One of the earlier consolidation plans, for example, would have
placed the functions now performed by ACDA deep within the
State Department, an unwise and unnecessary diminution of a crit-
ical function. I am deliberately not speaking about your Depart-
ment at this moment.

As envisioned by President Kennedy, ACDA was created to in-
sure a strong and independent voice for arms control, a mission
that is no less urgent today. As a matter of fact, I would argue that
it is more urgent today. It is more likely to be ongoing.

So, I am open to proposals to reorganize ACDA and USAID and
other agencies, but only if the key missions retain positions of
prominence and power in any restructuring that would take place.

So, Mr. Chairman, I thank you for the time. Let me conclude by
saying the reelection of the President and the commencement of a
new Congress with a stronger Republican majority in the Senate
provides a new opportunity for all of us to work together to achieve
our common objective—that is, to maintain and strengthen Ameri-
ca’s leadership in the world.
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I know the committee will conduct subsequent hearings on these
issues of reorganization, and I look forward to working with you,
Mr. Chairman, and with the chairman of the full committee toward
that end. But for today, I recognize that we are focusing solely on
the AID budget, and I will have a number of questions regarding
the AID budget request at the appropriate time. But I think at this
first hearing it would be a bit of a fiction to ignore the issue under-
lying all of this is a major question of reorganization.

I thank you for your time, and I thank you, Mr. Atwood, for
being here. I look forward to hearing what you have to say.

Senator HAGEL. Senator Biden, thank you.
Let me now ask our distinguished colleague from Wyoming, Sen-

ator Craig Thomas, who also as many of you know is the chairman
of the Foreign Relations Subcommittee on Asia and the Pacific
Rim, if he has a statement.

Senator Thomas?
Senator THOMAS. Thank you, Mr. Chairman. I do not have an

opening statement. I am interested, however, in what is done here
and in much that you’ve talked about, Senator.

I notice that the first sentence of sort of an overview says,
‘‘USAID is the largest and principal U.S. Government Agency im-
plementing American economic assistance programs overseas.’’ I
hope it also is implementing foreign policy overseas. I think those
two things go pretty closely together.

So, I will look forward to the administrator’s remarks.
Senator HAGEL. Thank you.
Senator Wellstone is here. Let me, before I ask you, sir, to offer

your remarks and opening statement, announce that I understand
we are going to have a vote shortly. So, if it is all right, Senator
Sarbanes, what we will do is I will ask Senator Wellstone for his
remarks and will ask my colleague, Senator Thomas, to preside
while we kind of tag team this. In that way we will just keep it
going.

Administrator Atwood, is that OK with you ?
Mr. ATWOOD. Yes, sir. Certainly.
Senator BIDEN. Good answer.
Senator HAGEL. Is that the way it is supposed to go around here?

Then thank you.
Senator HAGEL. Let me recognize our distinguished colleague

from Minnesota, Senator Wellstone.
Senator WELLSTONE. Thank you, Mr. Chairman. I will be very

brief.
Let me associate myself—I was going to say ‘‘in part’’—almost all

the way with the remarks of my colleague from Delaware. The one
area that I want to focus in on, and these are questions that I want
to pursue along with some written questions, is that I, Brian, have
a particular focus on Russia and the former Republics of the Soviet
Union.

My father fled Russia. I visited his home and have spent some
time there. I wish I could sample the whole world. I am interested
in the whole world. But I would like to focus in on two questions.
One is whether the Partnership for Freedom Program can, in fact,
connect and make a difference in terms of the enormous economic
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and political problems that Russia and some of the other republics
are faced with.

The other thing I am interested in is this. I note that you are
deemphasizing the technical assistance and emphasizing something
called ‘‘grassroots civil society programs.’’ I am going to be inter-
ested, to use a fancy term, in your operational definition of that to
learn specifically what you have in mind concerning reordering of
priorities.

Again, it seems to me that this really goes to the heart of the
critical mission of AID, and I would like to have some discussion
with you on that.

Thank you, Mr. Chairman—wherever you are.
Senator THOMAS (presiding): I am right here.
Mr. Administrator, welcome. If you would like to proceed with

your statement, we would be happy to hear it.

STATEMENT OF HON. J. BRIAN ATWOOD, ADMINISTRATOR,
AGENCY FOR INTERNATIONAL DEVELOPMENT

Mr. ATWOOD. Thank you very much, Mr. Chairman. I want to
thank the Senators for their kind remarks and tell this committee
that I really look forward to working with this committee. I want
the committee to pass an authorization bill that the President can
sign. I certainly understand, Senator Biden, the importance of the
issues you raise. I know that our Secretary of State indicated when
she came here for her confirmation hearings that she is going to
keep an open mind on these issues as well. I want you to be as-
sured that I certainly keep an open mind on these matters. I be-
lieve very strongly that these reorganization questions are a lot
more complex than meets the eye and, therefore, it seems to me
important, as Senator Helms indicated in his discussion about
these issues with Secretary Albright, that we be given some time
downtown to come up with our own proposals.

Sometimes the law of unintended consequences does come into
play when you move boxes around. I think that, given the fact that
the President has responsibility, along with the Secretary of State,
for carrying out foreign policy, it is important for us to make sure
that we are proposing something which would enhance our coordi-
nation, enhance our efficiency, enhance our capacity to do work in
the post-cold war world, which does present different challenges to
us, and I have confidence that the administration will come up
with a proposal.

For my part, for example, looking at where USAID is today in
the structure, theoretically—not just theoretically—under the law
I am the Acting Director of the International Development Co-
operation Agency. It is interesting. It was enacted back in 1979,
under the Carter administration. For 2 years, or actually a little
less, there was actually a director who was confirmed by the Sen-
ate who served in that capacity. The person who serves there as
acting director, the Administrator of USAID, has fairly broad pow-
ers within the executive branch to coordinate development activi-
ties.

I think, frankly, the idea was a good one. But it has become mor-
ibund. The position has not been filled for 14 years. So, therefore,
obviously something needs to be done.
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I have said publicly that this question of who the Administrator
of USAID reports to is something that should be discussed. I mean,
theoretically I report to the President under the IDCA law, and I
obviously work under the foreign policy guidance of the Secretary
of State.

Again, in the years that I have been in this position I have never
sought to go to the President without telling the Secretary of State.
I do not think I would be here today if I did that. Therefore, I cer-
tainly do not have any objections to reporting to the Secretary of
State.

I do think that with respect to Development Assistance, it is im-
portant to recognize that we do support the foreign policy of the
United States in a programmatic way, that we are a specialized
agency and that the person responsible, whomever it is, if it is me
or whomever, needs the management tools necessary to get the job
done.

As you indicated, Senator Biden, there is a need for specialties
in our foreign policy. We need experts nowadays on terrorism,
something that we might not have thought much about before, and
on narcotics. We also still need experts on agriculture and edu-
cation and the kinds of work that we do, micro enterprise lending
and the like, at USAID. I think one of those management tools has
to be the personnel structure that would enable us to reward peo-
ple for achieving results and who have the technical capacity to un-
dertake the projects.

I also think it is important, in light of the pressures of the every
day conduct of our foreign policy, that we make a decision that we
are going to make a long-term strategic investment in development
assistance and that under the current law we protect that develop-
ment assistance so that it is spent in ways that the Congress wish-
es it to be spent; so that, all of a sudden, because you have a crisis
you do not pull money away from this strategic investment and put
it into something that is of more short-term nature—another cru-
cial issue, it seems to me.

A third issue is we have succeeded in leading the international
community to the point where, in 1960, we were providing 60 per-
cent of all of the development assistance provided in the world.
Today, it is only 17 percent because of our success in leading the
donor community. So, I think, especially given the kinds of develop-
ment challenges that are out there today, it is important to con-
tinue that leadership role and we should not in any way inadvert-
ently undermine it.

That is all I would say about this issue.
I ask the committee on behalf of the administration, to give us

time since you are talking about something that will influence the
next century. I know you have a legislative timetable to get an au-
thorization bill passed. If we cannot meet the requirement of get-
ting our suggestions in before your legislative timetable is up, at
least you understand when we are consulting with you that we are
indeed working with you assiduously on these issues. We plan to
come up with something, I certainly would hope that we are not
pressured. This is because we have tried it the other way. We have
tried it with a proposal coming from up here and going downtown.
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Normally, legislation is proposed by the administration and consid-
ered very carefully.

This is not the only way it can be done. I know that you can pro-
pose as well. But I think in terms of reorganizing the executive
branch to make it more efficient, which I concede needs to be done
and is long overdue—I agree with that—it is important for the ex-
ecutive branch to propose and for the Congress to dispose.

That is all I want to say about that issue. I realize there may
be other questions which I will be happy to answer. I really came
here today to defend the President’s request.

I think it is extremely important that the Congress give adequate
consideration, and I know you will, to the request for an increase
in the 150 account, to $19.4 billion.

I was looking at some statistics and I realized there is some con-
troversy about the extent to which the 150 account has been dimin-
ished over the years. The fact of the matter is there was a big in-
crease for the Middle East in 1985 and that it is probably unfair
to use 1985 as the high water mark. But if you use 1986 and elimi-
nate that increase, we have still seen about a 32 percent decrease
in the 150 account.

I must say that I think it is a legitimate question as to whether
or not we are serving our interests.

I happened to attend a briefing for freshman Members of the
House yesterday with General Nash, who was the U.S. command-
ing general in Bosnia. What General Nash said at the beginning
of his briefing was: Mr. Atwood, I want to thank the Agency for
International Development for what you did in Bosnia to help our
soldiers.

The fact of the matter is that we help our soldiers in more ways
than simply working on a reconstruction program in a place like
Bosnia. But increasingly we are doing that kind of work and we are
the only Agency in town that has the capacity to do that work. But
in addition, hopefully we are contributing to crisis prevention and
preventing our soldiers from being introduced into other parts of
the world where—if we cannot do something about it—nations are
on the verge of failure.

This budget request on the part of the President helps our Agen-
cy, I think, achieve equilibrium. We have gone through an awful
lot in the last few years, as you know well. The Fiscal Year 1996
cuts in our budget were particularly severe. We have had to have
a reduction in force and there were some questions as to whether
or not we were ever going to reach that period, that point of stabil-
ity wherein we could say now it is time to begin rebuilding in a
sensible way.

This request calls for an increase in USAID—managed programs
of $476 million, including $292 million for the Eastern European
and NIS programs—and I would be happy to get into more detail
about the new NIS program; $135 million for the Economic Support
Fund, which includes a lot of resources for transitions in the Mid-
dle East and Latin America, and the like; and about $66 million
for Development Assistance, a big part of which is for food security,
an issue which everyone—State, USAID, and the Defense Depart-
ment—is focusing on. This is because we recognize more than ever
before that food security issues, in Africa in particular, are causing
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tensions that could lead to conflict, that could lead, then, to our
troops being introduced into warfare.

This is why the Defense Intelligence Agency looks into issues
such as the impact of the water hyacinth on Lake Victoria, which
is choking the fish of Lake Victoria. It is making the lives of the
people, about 30 million people, who live in that area and depend
on that lake, much more tenuous. If they move and become refu-
gees or displaced people, the military may have to go in as they did
next door in Rwanda to handle that problem.

That is why increasingly our national security establishment is
looking at these kinds of important issues.

I feel very proud of some of the things that we have been able
to accomplish despite the fact that we have had these kinds of
budget cuts. This year, the OECD’s Development Assistance Com-
mittee adopted a report 21 nations negotiated for over a year, a re-
port called, ‘‘Shaping the 21st Century: The Contribution of Devel-
opment Cooperation.’’ It sets goals for the next 20 years. It talks
about reducing by one-half extreme poverty.

There are 1.3 billion people living in the world today on less than
$1 a day, or about $365 a year. It talks about providing universal
education to everyone. Girls are certainly excluded from that in
most of the developing world. It talks about providing family plan-
ning services to all who want them. It talks about every nation
having a national environmental policy. It goes on to set other
goals.

This is the way we have now reformed USAID to work. We es-
tablish the strategic objectives and goals of the Agency. We expect
to hold our people accountable for results, and that is basically
what the entire donor community has done. Most of these objec-
tives are objectives that we have devised, we, the United States of
America.

Why are we, in this particular field, the development field, the
indispensable nation? We are the indispensable nation not only be-
cause we have the best university minds in the world, we have the
best private voluntary organizations in the world, we have a rich
vein of experience and development in our own right here in this
country; but most importantly because we are the world’s opti-
mists, we think things can get done.

We do not think that we are the victims of our history. We think
we shape our history. This is unique, and this is why I think we
are indispensable.

I am also proud about the fact that we can come here and ask
you for the first time in 4 years for a decrease in our operating ex-
pense budget. We have done that by overhauling the Agency. A lot
of this has been mentioned before, but let me be specific about
facts.

We have reduced our staff since 1993 by 2,700 people. We have
cut senior management by 38 percent. We have reduced the time
it takes to design a project by 75 percent. We have reduced our reg-
ulations by 55 percent. We have closed 26 overseas missions and
we will close approximately 6 by the end of the next fiscal year.

We are one of the pioneering agencies in implementing the Gov-
ernment Performance and Results Act. I feel very proud that all of
these changes have given us the reputation of being a well man-
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aged Agency and, more importantly, have saved money for the tax-
payer and enabled me to come up here and ask for less money this
year than we did before.

Senator BIDEN. Excuse me.
Mr. Chairman, we are about out of time.
Senator THOMAS. Yes, we are about out of time.
Senator BIDEN. Brian, this is a heck of a thing to do to you, but

you have sat back here and know how it is.
Mr. ATWOOD. I have a written statement, Mr. Chairman, that I

can submit.
Senator BIDEN. No. I would like to hear all of your statement.
Senator THOMAS. If we could, we will just recess for a few min-

utes.
Senator BIDEN. If you don’t mind, we will recess for just a few

minutes so that we do not miss the vote.
Senator THOMAS. Let’s do that, then. It’s a management decision.

[Recess]
Senator Hagel (presiding): Are you ready to continue?
Mr. ATWOOD. Yes, indeed.
Senator HAGEL. I guess that question should be put to me.
I understand my colleagues have had a chance to make opening

statements and you have not—or you have?
Mr. ATWOOD. I have not quite completed my statement, Mr.

Chairman. I neglected to say at the outset of this summary of my
written statement that I would ask that my written statement be
included in the record as if read. Often those written statements
are a lot more judicious than the ones that you speak off the top
of your head.

I did have just a few more comments, if I could, and, in particu-
lar, since you are back I would like to comment on some of the
things that you said. I want to tell you that I also enjoyed the
meeting that we had.

I have to tell you that, while you plead too much ignorance of
these programs, what I was impressed with was the extent to
which you do understand these programs and, more importantly,
the extent to which you understand the international situation that
we face, having been in international business. I am delighted that
you are assigned to this committee, Senator, and I will just say
that as a personal statement first.

Senator HAGEL. Thank you.
Mr. ATWOOD. You made the point that many countries have not

benefited from our foreign aid programs over the years. I could not
dispute that. I think that we have made some major mistakes in
a lot of countries and some of it is attributable, as you suggest, to
cold war considerations. But others are attributable to the fact that
we have been involved in a long-term learning process here. We
started doing this business 50 years ago with the Marshall Plan.
It was a success. But working in countries unlike Europe, countries
that have serious human capacity problems, education, health care,
and the like, is very different.

Too often, very frankly, we have been supporting statist regimes,
countries that believed that the State ought to control the economy
and that the State was the most important aspect of the society.
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We found ourselves in that predicament for a whole variety of rea-
sons. There is no sense going over it now.

Nonetheless, today we insist on working with countries—there
may be some grey areas here, but for the most part—countries that
agree that they should reform their economic system to become a
market economy and agree that they should be democratic.

We have gotten out of 26 countries already, as I’ve mentioned,
and many of them were countries that were not good, quality part-
ners of the United States because they refused to take this pledge
to reform.

But over the years, frankly, Mr. Chairman, despite the fact that
we have had our failures, the combined effort of the international
community to be involved in this business has had us achieving
many, many results, including cutting the infant mortality rate
around the world by half; increasing the average age of citizens in
the developing world from 42 to 62; providing 1 billion more people
with clean drinking water; increasing the literacy rates by three-
quarters in the developing world, providing enough food for people
to eat through the Green Revolution, which has also helped our
own farmers; eradicating smallpox, which has saved us something
like $280 million a year that we were spending on immunizing our
own children; and we are on the verge of eradicating polio, which
will save us $230 million a year in immunizations that we will not
have to carry out.

I think that is a significant record of achievement. I think we can
do better. I think that we can do better for less of a contribution.
But I believe that the criteria that we use to decide with whom we
will work nowadays is something that everyone should agree with.
We want to look at that quality of the partnership. We want to look
at need. We want to look at our foreign policy and our economic
interests. Most importantly—and this is required by the Govern-
ment Performance and Results Act that you passed here in the
Congress—we need to look at the performance of our programs,
and our budget should reflect performance more than ever before.

I was very pleased that this year OMB told us that we had, in
fact, submitted the best budget that they had seen because it was
more tied to performance than anyone else’s budget.

I think we make a major contribution to American foreign policy
by working in crisis situations to mitigate crises through our hu-
manitarian relief programs, by working in transition situations
such as Bosnia, Haiti, South Africa, and Cambodia, to help transit
those crises, and by working in long-term development to help pre-
vent crises. I think we make a major contribution to U.S. economic
policy, international economic policy, by creating new markets for
American goods. We have done this traditionally.

I will make a final appeal, Mr. Chairman, on behalf of this budg-
et request for a balanced approach to this development assistance,
in particular an appeal for agriculture. Yesterday, I was testifying
before the House International Relations Committee and Mr. Be-
reuter from your State was very, very pleased that the agriculture
industry, which includes agribusiness, farmers, and associations of
various types, has finally come together, indeed, to ask for an in-
crease of $2 billion in our foreign aid program in hopes that we can
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continue to develop those new markets for our agricultural prod-
ucts.

Some 43 of the top 50 importers of American agricultural prod-
ucts were former aid recipients, countries who saw an increase in
economic growth as a result of our working with them in the agri-
culture sector.

So, it is not simply a question of providing humanitarian emer-
gency food relief, which we do to the tune of $800 million. It is
helping them improve their agricultural productive capacity.

That is my appeal. We obviously are concerned about other parts
of the budget. But we have seen over the years the agriculture sec-
tor of our program diminish from 16 percent to 9 percent. I think
we are not serving our interests to see that happen. We clearly
need to fund our population, environment and democracy pro-
grams. But our economic growth programs need to be funded as
well, and I make that appeal, an appeal, really, for balance within
the budget request that we have made.

Thank you, Mr. Chairman. I do have a written statement. I am
sorry to have gone on for so long. But I have had two audiences
and it has been a real pleasure.

[The prepared statement of Mr. Atwood follows:]

PREPARED STATEMENT OF MR. ATWOOD

Mr. Chairman and members of the committee, it is a pleasure to appear here
today to defend the President’s budget request for development and humanitarian
assistance. I look forward to working closely with the committee during the second
Clinton administration. It is my belief that we are entering a new and positive era
in our international relations, and that our policies and approaches will be guided
by the stabilizing hand of bipartisanship.

Recently, Secretary Albright noted, ‘‘In our democracy, we cannot pursue policies
abroad that are not understood and supported here at home.’’ I could not agree
more. In that vein, I would particularly like to welcome this committee’s new mem-
bers. I look forward to sharing with you today the reasons why the U.S. Agency for
International Development’s (USAID’s) programs directly advance America’s inter-
ests.

President Clinton’s budget request for fiscal year 1998 includes $19.4 billion for
programs in international affairs. This is a modest increase from the previous year,
and represents just slightly over 1 percent of the federal budget. More importantly,
this budget reverses the dangerous downward trend in funding for foreign affairs.
USAID will manage $7.158 billion, or 37.5 percent, of those funds, including both
USAID programs and programs administered by USAID in cooperation with other
agencies. USAID’s request for discretionary funding in the Foreign Operations ap-
propriations bill includes $998 million for Development Assistance, $700 million for
the Development Fund for Africa, $190 million for International Disaster Assist-
ance, $11 million for credit programs, $473 million for operating expenses, $29 mil-
lion for Inspector General operating expenses, $2.498 billion for the Economic Sup-
port Fund, $492 million for programs in Central and Eastern Europe and $900 mil-
lion for programs in the New Independent States. USAID also requests $44.2 mil-
lion for the fiscal year 1998 mandatory contribution to the Foreign Service Retire-
ment and Disability Fund. In addition, USAID will administer $867 million in P.L.
480 funds.

The total request for fiscal year 1998 USAID-managed programs represents an in-
crease of $476 million over fiscal year 1997. This increase includes:

• An additional $292 million for programs in Central and Eastern Europe and the
New Independent States. These transitional programs are designed to aid Cen-
tral and Eastern European countries and the New Independent States through
their difficult passage to democracy and market economies. Helping to secure
free societies in this region remains one of America’s highest foreign policy and
national security priorities. This increased funding demonstrates the adminis-
tration’s commitment to helping these nations move through this turbulent time
and reflects a realization that such sweeping change has also been
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characterized by uneven political and economic progress. In Central and East-
ern Europe support for Bosnian reconstruction and reform and efforts in the
Southern Tier countries will be given special emphasis. In the New Independent
States, the Partnership for Freedom effort will build on our achievements to
date and reorient our assistance program—beginning with Russia and then in
the other New Independent States—toward longer-term and more cooperative
activities to spur economic growth and develop lasting links between our peo-
ples.

• $135 million more for the Economic Support Fund. Economic Support Funds
(ESF) advance key economic and political foreign policy interests of the United
States by providing economic assistance to countries in transition to democracy,
supporting the Middle East peace process and financing economic stabilization
programs. The largest share of ESF will continue to go to supporting the Middle
East peace process, including $52.5 million to be transferred to the Middle East
Development Bank. The Latin America region will receive ESF funding vital to
support the democratic transition in Haiti and the breakthrough peace accords
in Guatemala. ESF will also support programs in ‘‘fledgling democracies’’ such
as Cambodia and Mongolia. Finally, ESF will he used for assistance in sub-Sa-
haran Africa for elections, political party building and legislative training for
countries in transition such as Angola.

• An increase of $65.5 million in Sustainable Development Assistance. These
funds will support USAID’s development goals by encouraging broad-based eco-
nomic growth, protecting human health, slowing population growth, encourag-
ing environmental protection and advancing democracy. By fostering free mar-
kets and open political systems, USAID’s development programs are helping to
shape a world that is more stable and open to U.S. trade and leadership. Spe-
cifically, the ‘‘Promoting Food Security’’ pilot initiative, aimed at improving food
security in Africa, will in its first year target $30 million to five nations: Ethio-
pia, Uganda, Mali, Malawi and Mozambique. This initiative will support policy
reform and a range of agricultural research that will benefit not only Africa, but
other developing nations as well. Modernizing agriculture, the cornerstone of
the economy in most developing nations, increases incomes of rural people, low-
ers the cost of food for the urban poor and conserves the environment. By fur-
thering agricultural and, thus, economic growth in these countries, the initiative
has the potential to both spark U.S. exports and save this country significant
emergency relief food costs.

In sum, these modest increases in spending are all vital to helping secure a more
prosperous and stable world during the next century. I would also note that this
year’s request includes a decrease of over $15 million in the Agency’s operating ex-
penses. This decrease is due to a reduction in starting levels combined with econo-
mies achieved by reengineering and the restructuring of our overseas operations.

Recognizing the importance of our unique mission, we have dramatically improved
the management of USAID to make it the most effective foreign assistance Agency
in the world. We have overhauled the Agency from top to bottom—its strategic ap-
proach, organization and management. We have demanded that our programs
produce demonstrable results. Since 1993, we have reduced staff by over 2,700. We
have cut senior management by 38 percent. We have reduced project design time
by 75 percent. We have reduced our regulations by 55 percent. We have closed 26
overseas missions and will close six more by the end of fiscal year 1998. Further,
USAID is one of the pioneering agencies in implementing the Government Perform-
ance and Results Act. All of these actions are designed to ensure that every dollar
appropriated to the Agency can bring taxpayers the best possible return on their
investment.

We know you have questions about our new management systems. Let me try to
give you my perspective on what we are doing. You must first understand that our
new management systems are not just designed to replace existing financial and
procurement systems. We will indeed replace those systems but NMS is much more
than computers or software. Our new management systems are a new way of doing
business. As you know, we have redesigned our old project design system to make
it faster, simpler and more customer-oriented. We have also redesigned our overseas
missions to empower employees, to create strategic objective teams and to make our
programs more results-driven. The new computer system will facilitate these im-
provements. It is a management tool created to allow us to manage more effectively
the other reforms we have adopted.

As we implement the computer portion of NMS, we are bringing the Agency’s
technology to the forefront of any used in Government. We are in the process of de-
ploying a management system that fully integrates project planning, budgeting, a
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single-entry financial system, a simplified procurement system, and our evaluation
system. In the next few years, we will add workforce planning, personnel manage-
ment and a training module to our current capabilities. All of this will be available
to every USAID office worldwide. Deploying such a system in a worldwide operation
is not easy, but we have made great progress.

Let me give you a brief status report.
As you know, we activated NMS computer system worldwide on October 1, 1996.

Since then we have been using a combination of NMS and the old legacy systems
to process transactions. To date we have processed 142 contracts and grants in NMS
totaling $252 million and have paid approximately $15 million in invoices plus the
$1.2 billion cash transfer to Israel.

Since bringing the system up worldwide, we have been addressing two major chal-
lenges. One relates to the need to migrate consistent and accurate data from the
old systems into the new. The NMS will not allow us to process any inconsistent
or inaccurate data. This forces us to clean up and reconcile data and incorporate
it into the new system. We have found this to be a more labor-intensive process
than we imagined because the level of inaccuracy in the old systems was even great-
er than anticipated. Nonetheless, we have made great progress. We have migrated
all 8,000 records from the old Financial Accounting Control System (FACS) and the
6,500 records from the Contract Information Management System (CIMS). We still
have to reconcile this data and reconcile it with the data from the field Mission Ac-
counting System (MACS), but we expect to finish that process by this summer.

Could we have waited until all this data was reconciled before we activated NMS?
Could we have phased in the new system one module at a time? We considered both
of these options. We rejected them because the integration process would have taken
years, and we would still be using the old legacy systems and accumulating addi-
tional data of questionable accuracy that would have to be migrated later in a rec-
onciled form. Activating NMS has forced us to migrate the data more expeditiously
and, in the long run, it will save us time and tax dollars.

The second challenge has been the need to create a worldwide, high-speed commu-
nications system. We have encountered problems with the two separate tele-
communications systems we have been using, but we are making real progress in
overcoming these problems. The time needed for transactions has been reduced, and
we have several actions we are taking to further reduce this timeframe.

Mr. Chairman, when I came to USAID in 1993, the need for an integrated man-
agement system had already been identified. A plan developed in 1992 called for a
fully integrated financial management, procurement and budget system but one
that did not integrate operations or allow us to integrate field and headquarters ca-
pabilities. This much less ambitious system was estimated to cost approximately
$100 million. Our judgment was that that plan would not have given the Agency
what it needed in a reasonable timeframe and that the cost estimate would most
likely have been

What we have created is the full-fledged integrated management system I have
described. We have consciously sought to deploy this system using state-of-the-art
approaches. Each step of the way we have consulted with systems experts at OMB,
GAO and the private sector, and we have been encouraged to move forward. My own
Inspector General has offered superb advice on which we have acted to correct prob-
lems. He has also pointed out that our systems development approach is an uncon-
ventional one. That is his job.

I want you to know that I understand the risks, and I believe that our approach
will pay off. It reflects the latest thinking in systems development. I also under-
stand there are risks in adopting conventional approaches as well. As business exec-
utive Hank Delevati of Quantum Corporation said recently, ‘‘The phased approach
is longer—and I contend riskier—because you won’t get everyone involved and co-
ordinated.’’ Quantum Corporation was one of many large organizations that has suc-
cessfully deployed a new integrated management system using the ‘‘all at once’’ ap-
proach.

Last week we had our systems coordinators into Washington from around the
world. We want them to know we understand the problems they are having and the
solutions we are devising. They now have a better appreciation of the effort we are
making. They and we are confident that we will accomplish what other Government
agencies have not.

Mr. Chairman, we do not seek to mask the difficulties we face in making NMS
fully operational, but we are on the right track. This system will not only revolution-
ize the way we do business at USAID, it will lead the way for the development of
similar systems in the U.S. Government. We have been pleased that so many Con-
gressional staff have sat through detailed briefings on NMS. We welcome your vig-
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orous oversight. We welcome it because we know that together we can vastly im-
prove our capacity to fulfill our mission.

In short, we are doing everything possible on the management side to make
America’s international programs cost-effective. We want to achieve results that
serve America’s interests. Let me describe how we believe we serve those interests
in today’s world.
America’s Stake in the World

The United States has a vital interest in maintaining a leadership role in the
international community, and in seeing that the international community cooperates
on the basis of shared values. Nowhere is this more true than in promoting develop-
ment in poor nations and countries emerging from the long shadows of communism
and totalitarianism. Why is this important to Americans?

It is important because we live in a world where trends toward globalization and
increased interdependence are powerful and accelerating. This means international
cooperation is increasingly important—in areas as diverse as promoting trade, pro-
tecting the environment, fostering democratic governments, reducing rapid popu-
lation growth rates, establishing market-based economies, stemming the flow of nar-
cotics, slowing the spread of infectious diseases, coping with migration and protect-
ing human rights. In all of these areas, the benefits of fruitful cooperation are sig-
nificant and lasting, while the failure to work together will he increasingly costly
and immediate.

During the cold war, U.S. leadership was central and unmistakable as the protec-
tor of the free world against the threat of communist expansion. U.S. military power
and economic dynamism were seen as essential to resisting that threat. But Ameri-
ca’s leadership then, as now, had a foundation stronger than our Army or our econ-
omy. The U.S. projected a compelling, and widely shared, vision of a world order
where democracy and open systems were respected. Our vision of political and eco-
nomic freedom, of social justice and respect for the individual was as powerful as
any missile or any defense system. The U.S. offered the world not only security, but
a better alternative to the Communist vision.

The cold war is over. We still have the strongest military and the strongest econ-
omy in the world. But strength alone is not a substitute for leadership. America’s
position in the 21st century will depend more and more on the quality of our leader-
ship; on the perception that we understand and appreciate the broad interests of
the international community, and that we act with these interests in mind; and on
the perception that we still have the best, most compelling vision of a global world
order. Equally important, America’s domestic interests are now, more than ever be-
fore, inexorably linked to events that take place far from our own shores.

Our modest and well-targeted foreign assistance programs directly advance Ameri-
ca’s interests—your constituents’ interests—in three direct ways: By helping to pre-
vent crises; by generating dynamic opportunities for expanded trade; and by provid-
ing protection from specific global health and environmental threats.

A Diplomacy of Crisis Prevention
One of the most profound areas of concern for the United States and its allies is

the growing phenomena of failed states. One need only open a newspaper on any
given day to see the perilous state in which many nations now find themselves.
Whether it is rebels fighting in eastern Zaire, hostage-taking in Tajikistan, street pro-
tests in Belgrade, Bulgaria and Albania or the constitutional crisis in Ecuador, we
are confronted by potentially explosive situations with the potential to trigger conflict
or economic collapse.

Since the mid-1980s, the number of man-made emergencies requiring a U.S. Gov-
ernment response has doubled. The staggering human, financial and political cost
of these conflicts is reflected in the increasing scope and complexity of peacekeeping
operations, the loss of human life and the exploding numbers of refugees around the
globe. Since the Gulf War, the United States has mounted 27 military operations
as a result of ethnic conflicts and failed states. Up to 1 million people lost their lives
through genocide in one year in Rwanda. In the former Yugoslavia, the loss of
human life in less than four years was the greatest in Europe’s post-World War II
history. The number of refugees and displaced persons in the world now numbers
close to 50 million.

As a Nation, we know that we ignore the warning signs of crises only at our own
peril. When potential crises erupt into genuine emergencies, it is the U.S. military
most likely to be put in harm’s way, it is U.S. economic interests that suffer and
it is this nation that ends up providing the lion’s share of humanitarian assistance
to the victims of war and social collapse. It is abundantly clear: The United States
has a compelling national interest in preventing and averting crises before they
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occur. Practicing a diplomacy of crisis prevention is one of our greatest challenges
in this new era, and development programs have a lead role to play in these efforts.

As we know from our own daily experience, every country is subject to the inter-
nal pressures to some degree of stress from ethnic, religious, economic and other
deep-seated conflicts among their own citizens. What distinguishes a country that
can endure these internal tensions from one that cannot is the relative strength of
its domestic institutions. By institutions, I mean not just government and political
organizations, but also tradition, culture, social practices, religion and the depth of
human capital. In many cases, conflict is a result of a failure to give people a stake
in their own society.

The reality is that most nations in conflict simply lacked the institutional capacity
to avoid escalating violence. We see prime examples of this in the former communist
world. When communist institutions collapsed, and no strong institutions replaced
them, conflict became commonplace. We obviously do not wish to see a return to to-
talitarian methods, so it is essential that we help these countries put democratic in-
stitutions and social conditions in place.

A second category of countries that fall into crisis include nations such as Rwan-
da, Somalia, Sudan, Zaire, Afghanistan and Liberia. What these countries have in
common is that they are among the least developed countries in the world. By ‘‘least
developed’’ we mean they have the weakest institutions and least developed human
resources.

The findings of a recent administration study of failed states confirm the role of
under development in crises. The study attempted to find the indicators most com-
monly associated with a vulnerability to crisis. The three leading factors shared
among nations that have succumbed to crisis were high infant mortality rates, a
lack of openness to trade, and weak democratic institutions. Does this mean that
if we simply promote trade, strengthen democracy and provide child health pro-
grams that crises would disappear? The study doesn’t say that. What it does say
is that these variables are reasonable proxies for a nation’s relative level of overall
development, including a country’s willingness to invest in its own people, to con-
cern itself with lower consumer prices and to create institutions to enable the people
to participate in the development of their own society.

The implications of this analysis for our foreign policy are profound. Development
programs are aimed at enriching human resources, strengthening open institutions,
and supporting political and economic reform. By fostering stronger institutions, a
richer human resource base and economic and social progress, countries are better
able to manage conflict and avoid the dangerous descent into war. Development pro-
grams give us the tools we need to deal with the uncertain world around us. I am
not here today to say that development programs are an ironclad guarantee against
crisis and collapse. But it is entirely fair to say that successful development and
transitions out of closed systems vastly improve the capabilities of a country to man-
age division and conflict. This is clearly in the best interests of the United States.

The challenge of crisis prevention is, in many respects, the logical successor to the
paradigm of the cold war. Through our democracy and governance programs, USAID
seeks to strengthen the political, social and economic institutions on which manage-
ment of conflict directly depends. Our efforts at promoting economic growth also en-
courage economic freedom. Our efforts at human resource development—in edu-
cation and health—ensure that an increasing percentage of the population can take
advantage of economic opportunity, social progress and political freedom. Our efforts
to protect the environment and to give families the capacity to space their children
help ensure that development progress is sustainable.

And there is strong evidence that U.S. foreign assistance programs have success-
fully helped develop functioning stable democracies. Political freedoms have in-
creased significantly in the countries where development activities have been most
focused. Between 1982 and 1996, Freedom House data demonstrates that political
freedom improved in 48 countries and grew worse in 30. Of the 29 countries show-
ing the most dramatic improvements in political freedoms, most were significant re-
cipients of U.S. aid over the period. U.S. efforts helped nations such as the Phil-
ippines, South Africa, Jordan, Haiti, Bangladesh, Guatemala, Mozambique, Nica-
ragua, Uruguay and Malawi realize the dream of more open societies.

We have also adopted the policy that nations that do not embrace democracy, and
that turn their backs on their citizens, will not receive U.S. assistance. We cannot
achieve development results if we have poor partners. We will not work with gov-
ernments that exclude their people from the development process.

International development cooperation works. In developing countries during the
past 35 years, infant mortality has fallen from 162 to 69 per thousand; life expect-
ancy has risen from 50 to 65 years; and literacy has climbed from 35 to 67 percent.
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We cannot prevent every crisis, but we can avert many. Investing in these efforts
is a small price to pay for a foreign policy that advances our interests in a more
stable world.

Advancing U.S. Economic Interests
Let me turn now to the role development programs play in directly supporting

U.S. economic interests. For both trade and investment, developing countries pro-
vide the most dynamic and rapidly expanding markets for U.S. goods and services.
U.S. exports to developing countries in the 1990s have expanded at 12 percent an-
nually, more than double the export growth to industrial countries. This is not just
a short-term phenomenon, but reflects a trend that began emerging in the mid-
l980s.

U.S. exports to countries that receive U.S. assistance have boomed—rising by 76
percent in the last five years alone. Between 1990 and 1995, American exports to
transition and developing countries increased by $98.7 billion. This growth sup-
ported roughly 1.9 million jobs in the United States. Work in agriculture has a par-
ticularly high return. Forty-three of the 50 largest importers of American agricul-
tural goods formerly received food aid from the United States—that’s over $40 bil-
lion a year of U.S. agricultural exports. A recent study by the International Food
Policy Research Institute found that for every dollar invested in agricultural re-
search for developing countries, the export market available for donor countries ex-
pands by more than four dollars, of which more than one dollar is for agricultural
commodities.

The bottom line is that by the year 2000—three short years from now—four out
of five consumers will live in the developing world. USAID’s programs are helping
these people become America’s next generation of customers.

As Latin American economies have prospered, so have U.S. exports and jobs. The
region is the fastest-growing market for U.S. exports of goods and services, and also
one of the largest. In 1995, the Latin American and Caribbean region accounted for
more than 70 percent of all U.S. exports to USAID-assisted countries. Exports of
goods to all countries in the region reached $95 billion in 1995, more than three
times the level 10 years ago.

Creating the enabling environment for markets is a principal focus of USAID’s
programs. The connection with development programs, and USAID in particular, is
quite significant. U.S. exports are growing much more rapidly to some developing
countries than to others. What accounts for these differences? The major portion of
the variation is explained by progress in terms of improved policies and institu-
tions—i.e., the enabling environment for markets.

USAID-assisted countries have been among those that have made the greatest
progress in policy and institutional reform over the past decade, including Thailand,
Jamaica, Bolivia, El Salvador, Guatemala, Peru, Ghana, Costa Rica, the Philippines,
Morocco, Sri Lanka, Belize, Panama, Tanzania, Tunisia, Indonesia, Mali, Botswana,
and Uganda. Because of our field presence, technical expertise and experience,
USAID can have significant influence in encouraging economic policy reform.

The international financial institutions have also played a vital role in supporting
economic reform and restructuring weak economies, especially in countries in transi-
tion from authoritarian regimes or from conflict. In response to effective U.S. leader-
ship within the donor community, they have increasingly put their weight behind
governance reform, investment in social capital, and environmental sustainability—
significantly complementing U.S. bilateral efforts. U.S. investments in both bilateral
and multilateral assistance programs are fundamental to maintaining U.S. leader-
ship within the donor community and to strengthening this complementarity.

There are some who have argued that private capital flows can simply replace the
need for foreign assistance programs. However, it is important to remember that
foreign assistance and private investments are complements—not alternatives. By
and large, private investment is flowing today into the emerged markets of the de-
veloping world, not into countries where there is no rule of law, no financial institu-
tions, no private sector and no predictability. It is only when the enabling environ-
ment for markets has been well established—by recipient self-help efforts often sup-
ported by foreign aid—that private flows begin to accelerate. Eventually private in-
vestment and trade will replace foreign aid, and this is what a development pro-
gram should strive to achieve. But the issue for most of the developing world coun-
tries is not best captured by the phrase ‘‘trade, not aid.’’ The phrase ‘‘aid, then
trade’’ is closer to their reality.

Our development efforts have contributed to economic freedom worldwide. Of the
27 countries with large improvements in economic freedom between 1975 and 1995
(as measured by an index from the Fraser Institute), 22 have been major recipients
of U.S. foreign aid. Continued Clinton administration efforts to promote U.S. job cre-
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ation through trade and investment abroad must focus on emerging markets in
Asia, Latin America, Eastern Europe, the New Independent States and Africa. Has-
tening the fuller emergence of these dynamic new markets is an essential element
of a long-term U.S. economic and foreign policy strategy for the United States. Pri-
vate capital will play the largest role in bringing the markets of developing nations
into the mainstream of trade and investment, but some of the most promising devel-
oping markets are still hampered by trade barriers, other policy distortions and
human capacity constraints that discourage trade and private capital flows.

U.S. development assistance is useful in removing these structural and policy bar-
riers. By reducing barriers that keep out foreign trade, by fostering fair and trans-
parent regulatory and legal regimes, and by building capital markets, USAID has
been at the cutting-edge of the continued steady growth of America’s economy.

Protecting America Against Global Threats
Foreign assistance programs are also vital in protecting the United States against

dangers that are global in scope. By treating infectious diseases like AIDS, polio,
and emerging viruses like Ebola before they reach our shores, USAID lowers health
costs here at home. Our environmental programs help protect the air and water that
Americans share with the rest of the world. Our family planning programs help
slow rapid population growth and make for healthier and better-cared-for families
around the globe, ultimately reducing instability, migration and refugee flows.

Let me give you several specific examples of how all Americans can benefit from
our development efforts abroad. USAID has long been the leader in the battle to
eradicate polio around the globe. Working with our neighbors, the Pan American
Health Organization, American organizations like Rotary International and many
others, we successfully wiped out polio in the Americas. But did you know that U.S.
taxpayers still spend $230 million a year to immunize our children against the
threat of polio reoccurring on this continent?

USAID, working with a rich variety of partners, is helping to lead the effort to
eradicate polio globally by the year 2000. This is an ambitious goal, but an achiev-
able one. So, by making modest resources available for foreign assistance, the U.S.
stands to save $230 million a year in domestic immunization costs. This is clearly
a case where foreign assistance is an investment in our own self-interest.

Or consider that USAID has reached more than 3.2 million people with HIV pre-
vention education and trained more than 58,000 people to serve as counselors and
health providers in the developing world. Recent computer modeling shows that
USAID helped Kenya avert over 110,000 HIV infections in just three years. Ulti-
mately, our HIV/AIDS programs result in fewer Americans exposed to the virus, and
lower health care costs for American families.

By preventing crises, by boosting America’s economy, and by protecting the
United States from truly global threats, we are working abroad to keep America
strong at home and abroad.

Building the Institutions that Serve Us Well
In closing, I would say to this committee that today we have the chance to shape

the international institutions and programs that will protect America’s prosperity,
security and stability for years to come. This includes not only bilateral institutions
such as USAID, but equally vital multilateral mechanisms such as the United Na-
tions, the World Bank and other international financial institutions.

It is fitting that this year we will celebrate the 50th anniversary of the commence-
ment of the Marshall Plan. All now agree that the Marshall Plan was a stunning,
unprecedented example of enlightened leadership. The United States understood the
benefits to the United States of economic recovery in Europe and Japan, and the
threats in terms of crisis and instability that would result from economic stagnation
in these regions.

During the Marshall Plan, foreign economic aid amounted to more.than 1.5 per-
cent of U.S. gross national product. Now, foreign aid is about 1⁄10 of 1 percent of
our gross national product, and well below 1⁄2 of 1 percent of federal expenditures.
Fortunately, and precisely because the Marshall Plan was such a success, there are
many other nations to help us carry the mutual burden of international leadership.
But we should still do better if we want to maintain our leadership role and defend
our interests.

Development cooperation, including support for countries making the transition
from communism, and humanitarian assistance for countries in crisis, remains an
essential part of a credible and compelling vision of how the international commu-
nity should function. A lead role for the United States in development cooperation
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is a vital part of American leadership in the post-cold war era, arguably more im-
portant now than ever.

I urge your support for the President’s budget request, and I look forward to
working with you to strengthen our Nation’s foreign policy capacity.

Thank you.
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[See Appendix for ‘‘Summary Tables, Fiscal Year 1998,’’ submitted by Mr. At-
wood.]

Senator HAGEL. Thank you, Mr. Atwood. I am grateful and, again, I apologize for
the disruption. But I do not sense it has detracted from your articulate presentation
and what we have to do today.

You know the drill here. The drill is to get you on the record on a number of ques-
tions. I have a number of questions, as do my colleagues. But let me just generally
respond to a couple of things that you said as well as Senator Sarbanes.

I agree very much with Senator Sarbanes’ point about foreign aid being an invest-
ment. It is an investment. It is an investment in stability. America and our people
are far better off, as we all understand, with a stable world. This means stable eco-
nomics. This means more markets, more trade. In some of the conversations I have
had with Secretary Albright we covered that ground.

I think the crafting of a new foreign policy for this country is going to have to
include very much what you do and what your organization is about because that
foreign policy, at least in my opinion, should include trade and commerce and break-
ing down barriers through much of what you do.

So, I have always believed that American foreign aid is truly, used wisely, an in-
vestment in our future, an investment for a more stable and better world. So, I want
you to know that that is how I come at this and agree with the general sense of
what you have devoted some of your life to and what my colleagues here have said
today.

Let me ask a couple of questions as I am waiting for my colleagues to return.
Then we will allow them some time with you as well, Mr. Administrator.

This year, AID plans to complete its move into its new building that is going up
in the Federal Triangle area of Washington, DC, which will be, I understand, the
most expensive Federal building in the Nation’s Capital. Your own comptroller, it
is my understanding, has estimated that, in addition to the over $40 million cost
of the move, it will increase your Agency’s annual operating expenses at a minimum
of $4.5 million a year. At a time when AID has undergone down sizing, can you tell
me, first of all, if those numbers are accurate? Then maybe give this committee
some assessment as to why it was important for you to move into that building.

Mr. ATWOOD. Yes, sir, Mr. Chairman. I would be happy to.
Let me just say that I believe that this building, which I am pleased to say to

you, as a Republican, is called the Ronald Reagan Building——
Senator HAGEL. That bothers some people, I know, on my side. But go ahead.
Mr. ATWOOD. It was built with an appropriation given by the Congress and obvi-

ously approved of by the executive branch. It is a Government building, and this
is significant because Government Agencies have to go into that building. We hap-
pened to have the luck of the draw because there has been a long-standing effort
on the part of both the State Department and USAID to consolidate operations
which each of us has scattered throughout several buildings in the metro area.
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This is not only going to save USAID money. It is going to save the State Depart-
ment money, and it is important, it seems to me, to be seen in that light.

This is something, this consolidation effort, that started many years ago. It start-
ed in the Bush administration for that matter.

We have 11 different buildings. The State Department has something like 16 or
17 different buildings that we operate out of. We are going to be able to put all of
our people in the same space, and I think there are tremendous efficiencies that we
will realize in not having people have to go back and forth by bus across the river
to Rosslyn and whatever.

We will be giving our people a lot less space than they have now, actually, Mr.
Chairman. A lot of our people are in commercial office space and this is the most
significant point. We are going to be assuring that over time, since this is Govern-
ment space, that we are not going to be left to the fortunes of the commercial mar-
ket here and to inflation. We are going to be able to protect ourselves in the long-
term against those kinds of increases in our rental costs.

So, I believe that this is to the advantage of the U.S. Government, to the advan-
tage of my Agency. We will be saving, we estimate on average, between $1 million
and $3 million a year as a result of this, and this does not count the efficiencies
that would flow from being all together in one place.

The cost of the move is actually $43.6 million. It includes the need to purchase
some modular partitions and furniture because of the way we are going to occupy
this space, using some of the more modern equipment that is used for this type of
office space. We have had questions of concern about security and the like. We are
examining those questions now.

I can tell you, however, that the security that will be provided to us in this office
space will be greater than in the 11 buildings that we now occupy because I think
10 out of those 11 buildings are in commercial office space where there is no protec-
tion for our people.

Senator HAGEL. Following on to that, I have heard a little bit about the infamous
new computer system. You might want to address that. I know that is not a ques-
tion that you did not anticipate.

Mr. ATWOOD. Yes, that’s right. I would like to address it.
There has been an awful lot of information that has not been accurate that has

come up here to the Hill and elsewhere.
I would simply point out in starting to discuss this that, as you know, new com-

puter systems are being built, integrated management systems, by the private sec-
tor and by other Government agencies. You don’t hear any complaints about these
computer systems until you actually begin to activate them and deploy them. That
is when employees who are used to the old systems and are befuddled by the new
systems begin to complain that this is not working properly, and you hear a lot of
flack about it.

I think we have to stick with this. We are adopting, in deploying this system,
state-of-the-art techniques in system development that have been used, tried and
true, by the private sector. We are doing this all at once. We are doing it to try
to clean up a situation that has existed at the Agency for International Development
for a long
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time. We have 11 different accounting systems and a worldwide operation.
As we have put our new system in place—which is a single entry financial system

attached to a procurement system, and attached to a budget system, and eventually
to a personnel and training module, and an evaluation module—what we are finding
is that our system, which is a single entry system, does not accept bad data.

One of the reasons that we have been slow in getting this going is because we
have had to clean up all the data that we’ve put into the new system.

We have data in our contracting office, data in our missions overseas, and data
in our regional bureaus that is not consistent. That is what we have been criticized
for for years.

Now, finally, we are getting it all together, and we have migrated thousands of
records into the new system. The new system is operating. It is actually fulfilling
transactions. Millions of dollars have gone through the new system.

We have that problem, the data migration problem, which we are working on and
expect to have completed by the summer, and we have a communications problem
because we are a worldwide operation. We use two different communications sys-
tems. We have had some problems with the bandwidth of our communications ca-
pacity and we have been discussing this with the State Department. We use one
system from State and one from the Navy. We have reduced the time of communica-
tion considerably since we have been working on the problem.

I think we have to stick with it. The Bush administration made an estimate of
what it would cost to do a system like this. We had their plans. We decided that
we needed to take a different approach. But their costs were estimated to be $100
million.

Our estimate is that we can complete the system for about $72 million if you
leave out some of the other ancillary costs that we would have had to undergo any-
way.

There are all sorts of ways to look at cost. But I can tell you what someone told
me once, that if you make the system work and it is a success, no one is going to
be asking you questions about the cost. But we are not throwing money at this prob-
lem. We have a very exciting opportunity to change the way we do business at
USAID to give us the capacity to do what people can do in the private sector. It
is going to make us more efficient. It is going to save us money in the long run,
and I am very pleased by where we stand at this juncture.

Senator HAGEL. Let me ask a follow up question. Then I would ask Senator Biden
if he would like to join in this dialog because it is something that Senator Biden
talked about in his opening statement. It is something that I am interested in as
is Chairman Helms, and it kind of starts to tie together with this new computer
system.

If we are to move forward with some reorganization, what kind of plans are you
building into this system, into your network, in allowing for that to happen if that
should happen? What other Departments, State Department agencies, are built into
this system?
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Mr. ATWOOD. USIA has been asked by the OMB to look at our system and to
adapt it for their use. That study is going on right now.

It is clearly a system that has been built for us. We did business area analyses
using our people and our programs so that we could develop the kind of system that
would be responsive to their needs—procurement needs and their ability to design
projects, their need to measure results, for example, in our programs and to use the
system to report those results. But it can be adapted.

I think the approach we have taken can be used. The State Department has been
working on its own system for a good time now. We have been sharing information
with them. I think that we can work together with State and the other foreign af-
fairs agencies to use a good part of this, although most of the detailed software has
been prepared to do a development mission.

Senator HAGEL. Thank you.
Senator Biden, did you vote right?
Senator BIDEN. I did. I voted for the Torricelli amendment, which I predict to you,

if we are going to end up with a Constitutional amendment to balance the budget,
will be the only one we will get if we don’t get this one.

At any rate, let me ask you this, Mr. Atwood. One of the things that you men-
tioned in your opening statement as an example of the increased importance of your
Agency is this. With the collapse of the Soviet Union and the super power conflict
and all of these emerging conflicts, we are looked to to play an increasing role. You
made the larger point that, whether or not there is control of what amounts to a
pest in a lake may have as much impact on whether American forces get sent off
somewhere as what somebody did in 1962 relative to a communist coup. I think you
are right about that.

Then you gave us an example that our commanding general in Bosnia, in speak-
ing to Republican freshmen—or House freshmen, I forget which it was——

Mr. ATWOOD. House freshmen.
Senator BIDEN. [continuing]. in speaking to House freshmen indicated a thank

you for the assistance you provided as a consequence of your Agency’s activities
which enhanced the capability of the American military to perform their function.

Let me ask you this question. As you look down the road, how much of what you
decide to do is predicated on those kind of judgments and do you have the Defense
Department, for example, in this case making input? Do any of your staff behind
you sit down with the Joint Chiefs or their counterparts there and say OK, this is
an extension of our responsibility, where should we be looking?

My impression to date—and ‘‘to date’’ means the last 24 years—is this. Actually,
I have two impressions. One is that no one has handled it better than you have,
and I am not being solicitous when I say that. No one has administered it as well
as you have. Second, that kind of thing is never done.

So, I know you are citing it as an illustration of the importance of aid. But I
would like you to tell me in realistic, every day terms, how much actual coordination
there is along those lines.
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Mr. ATWOOD. Well, there is a great amount of coordination, really. I will give you
a couple of examples.

Obviously, I attend all of the meetings of the National Security Council and dis-
cuss these kinds of issues. We clearly cannot, for example, close down a USAID mis-
sion in a country without the concurrence of the Secretary of State. We clearly do
not open new missions in countries without the concurrence of the Secretary of
State. So, there is a lot of discussion about those kinds of issues.

For example, while we are closing a lot of missions, we are going to put a USAID
representative in and increase our program in Lebanon. A lot of that resulted from
our Secretary of State’s negotiations over the southern Lebanon problem.

We have had a lot of discussion about what causes states to fail. The CIA actually
did a study using a lot of academics on the outside. But to talk about the
vulnerabilities of nation-states and what causes them to fail, they looked at a whole
series of factors. They found three factors that really were better correlations to
state failures than anything else.

One was the infant mortality rate. Now why? Why is that important? It is an in-
dication of a Government’s attitude toward its own people. Do they care enough to
provide health care? Do they care enough to provide enough food? So infant mortal-
ity was one factor.

The extent of trade liberalization was another. Many of these countries have high-
ly protected economies and do not encourage in any way exports. Certainly their im-
ports are at high prices. So, they are serving the needs of their elites in these coun-
tries. In many of these countries 10 percent of the people have 90 percent of the
resources. So, the elites can afford to buy the imports but the poor people cannot.
So, the attitude toward their consumers was important.

The third factor was new democracies that are in very poor countries. They are
considered to be very fragile. Do we move in and help them or do we not?

We certainly encourage democracy. We promote democracy. But the point this
study was making is that these countries are highly vulnerable and if you do not
help them, they are going to fail. There is a great deal higher risk of failure in those
kinds of situations than in other places.

So, I think we understand these kinds of issues. We certainly are trying to help
support foreign policy goals of bringing a resolution to crises such as in Zaire and
the like. We are putting money into the election process, if a decision is made that
this is the way to resolve that crisis.

We have undertaken under the Greater Horn Initiative in East Africa a need to
look at all phases of the continuum, the relief phase, where they are using a lot
of emergency food and how does that impact on the recovery phase. How can we
help soldiers demobilize from war-torn situations, for example.

Senator BIDEN. When you were working up here, Brian, it was an article of faith
that the Foreign Assistance Act and, by extension, AID, was laden with too many
objectives and missions. Under this administration and your leadership, there has
been an attempt to channel your efforts in four major areas. You have referenced
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several—democracy, the environment, population health, and economic growth.
Now in a preface, Mr. Chairman, to this question AID has had its detractors.

They come from, in my time here, sort of three areas. One is those who just think
we should not be spending money abroad, charity begins at home, what are we
doing with this ‘‘foreign aid,’’ and, why are we doing this. There is that general
proposition.

The second quarter where criticism has come when it has come is that it is waste-
ful, disorganized, lacking specific objectives, redundant, and so on.

The third criticism in a generic sense has been that it is off on its own, and im-
plied by the comments of the Senator from Wyoming was that I hope you do our
foreign policy as well, or something—and I am paraphrasing. It’s that it is off there
on its own and there is no coordination with other elements of our foreign policy
establishment.

The reason I ask these questions—and, Mr. Chairman, you tell me when to stop;
you jump in; obviously you are running the show and I do not mean to monopolize
this—to follow this down to what I think you are going to have to answer in order
for us to get an authorization bill is this. By the way, I support your submission.
I think it is pretty lean. I think you have done it well.

I think you need to answer each of those criticisms. The second you have an-
swered pretty well, in my view, over the last 4 years by the way you have stream-
lined the Agency, by the way you have cut staff, by the way you have made savings,
by the way you have increased its efficiency, and so on.

The one you are never going to be able to answer, I don’t think, you alone, is why
not Wilmington, Delaware instead of Zaire, or wherever.

The third one is what I want to focus on with you a little bit now, and that is
not just rhetorically but practically how does this coordination occur? You obviously
have these four broad objectives—democracy, environment, population and health,
and economic growth. But one of the compelling arguments I think at least intellec-
tually, I believe, is that as our military presence in the world and as our need for
massive military establishments are growing and continue to grow as they did dur-
ing the decades of the 1970’s and 1980’s, as they taper off and diminish some, it
seems to me that the other element of our projecting our strength, which is our for-
eign policy—and this is an essential element of our foreign policy—becomes more
important. But how do you deal with the judgments you make?

It’s like when I am at home. I get questions like you remember. You used to have
to answer a lot of these questions. You still do, I guess. I mean questions such as
how did you pick that country, why that place, why that amount. Is it a totally in-
ternal judgment you make or run by OMB? I think I know the answer but I think
it is important that the answer be on the record. Or, is it something that you actu-
ally sit down and say look, we have been talking to the folks at State in the Politico-
Military Bureau over there, and we talked to them over at Defense, and they are
telling us that the situation is so unstable in—and I won’t pick a country because
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it will make news just picking a country; someone will think I mean it—in the coun-
try of Xandu, if we do not get in there and help them stabilize their grain crop, and
if we don’t get in there and give them some additional assistance, then it is going
to deteriorate pretty quickly.

We cannot determine the outcome but we can tip the balance.
I will end by saying that you say you should propose and we should dispose. I

do not disagree with that theoretically. But you may recall that John Ritch and I
started the SEED Act. Remember that old deal? We talked about it. That was a pro-
posal that was ultimately picked up by President Bush and the Freedom Support
Act. But the purpose was unabashed.

We sat there and said: Hey, look, we don’t want our kids reading about another
Weimar Republic. As all these nations become independent nations, we do not want
to read about people carrying the equivalent of wheelbarrows of deutschemarks to
the bakery to get a half loaf of bread. Democracies do not flourish where economies
do not grow.

So, this was supposed to be a little bit of impact. It was not going to determine
the outcome but would have a little bit of impact.

That is a long, long preface to the question that sits in the middle there. How
do you make those judgments? How do you coordinate? Make the case. Convince us
that you actually do something other than sitting down with your competent staff
behind us and say I have an idea today, so let’s go to Zaire.

Mr. ATWOOD. Senator, I would be the last person to suggest that Congress does
not often inspire the executive branch to do what is right. I must say that I am
not disputing the fact that Congress on the reorganization question has inspired the
executive branch to look at this issue, if you will, to keep an open mind but to do
something about it as well. Certainly in the case you talked about, the SEED Act
legislation, that has been the case. I think it was a good cooperative relationship
that finally worked.

We have to make it work and I think that is a good example of it. But how do
we make these judgments?

There are two ways to think about the resources that are available for foreign af-
fairs. Every one of us, no matter what we believe about the President’s request,
thinks that there are too few resources. But we are going to look at it very closely.

You could take those resources and spread them everywhere so that every U.S.
Ambassador, for example, has a little bit of resources to try to fulfill American objec-
tives in that particular country. You are not going to accomplish a lot. You are going
to make a lot of people feel good, particularly, I suppose, our Ambassadors. But the
question is how do you concentrate those resources so they really do produce results.

Senator BIDEN. With all due respect, that is not the question I am asking. I am
asking how you decide where to concentrate, not whether. Who makes that decision?
How do you arrive at that decision?

Mr. ATWOOD. What I am saying is that that second approach is the approach we
do take, which means there is a premium on deciding where.
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The perspectives that are brought to bear on it are the security perspective, the
diplomatic perspective and the development perspective with respect to our re-
sources. We ask if this is where we have a quality of partnership that will enable
us to achieve results. We ask if there is a need in the country. We ask if our pro-
grams are performing in the country, and the State Department weighs in and says
we have a foreign policy interest in this country or we do not.

In terms of putting the actual program together, it comes from the U.S. country
itself, from the country team. The Ambassador signs off on every strategy that is
sent to Washington to implement our development program in that country. It then
goes to a regional bureau at State and USAID and they work together, then up-
wards all the way to the Secretary, with whom I work very closely.

I attend morning staff meetings with the Secretary of State. There is a lot of co-
ordination. Meetings occur at the USC, when things get to be really hot, when we
have to decide whether or not to cut off a country, occur. We operate under law,
so there are such countries.

I was just having a meeting in my office on the country of Niger, which has basi-
cally fallen on the wrong side of our law with respect to democracy since the recent
election, which we did not consider free and fair. What can we do there? Do we have
to leave entirely or what does the law allow us to do? That is another consideration
that is brought into play.

But there is a lot of coordination. Do we have arguments? Yes. Is it important
to have these three perspectives and maybe more—the security perspective, the di-
plomacy perspective, and the development perspective? I think it is extremely im-
portant before decisions are finally made by the Secretary of State and/or the Presi-
dent.

Senator BIDEN. Thank you, Mr. Chairman.
Senator HAGEL. Senator Biden, thank you.
Now the other distinguished Senator from the State of Minnesota, Senator Grams.
Senator GRAMS. Thank you very much, Mr. Chairman.
Mt. Atwood, welcome.
Mr. ATWOOD. Thank you.
Senator GRAMS. I had a couple of questions I wanted to talk about regarding AID

and what is called economic growth and the investment in that in other countries.
For Fiscal Year 1998, the budget for AID for Development Assistance, and that

is funding for what AID defines as economic growth activities, totals about $508 mil-
lion. But it represents about a 5 percent cut in real terms and continues a recent
decline in funding for these types of programs.

My question would be could you detail for me what economic growth programs
are being cut in this budget and how much funding will be available specifically for
activities that directly promote a strong private sector in these developing countries.

Mr. ATWOOD. Yes, Senator. I am happy you asked because, very frankly, over the
last several years it is our economic growth budget that seems to elicit too little in-
terest up here or in the executive
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branch and it gets squeezed. It gets squeezed by other priorities. It has been
squeezed by the commitment of this administration to increase the population budg-
et and the environment budget, and I would certainly defend those kinds of judg-
ments. But it gets squeezed by Congress when they put in a large earmark for child
survival programs and the like.

I think economic growth is an extremely important part of our program.
I had a meeting with well known Harvard economist Jeff Sachs, who says his

view is that economic growth is the whole ball game, that if you can get countries
to straighten out their economic systems, convince them to adopt market techniques
and privatize their country, you are going to see very strong economic growth. We
have seen that in a number of countries as a result of the work we have done along
with the World Bank and other development agencies as well.

We have seen the economic growth budget squeezed to the detriment of our agri-
culture sector, as I said earlier, and certainly the State of Minnesota is concerned
about that, too. I attended a meeting yesterday with many agribusinesses present,
including Cargill. They are asking for a $2 billion increase in our foreign aid budget
to do this kind of work.

The problem is that we are all trying to operate, both the executive branch and
the Congress, Democrats and Republicans, under a new regime that is called bal-
ancing the budget by the year 2002. Something has to go. Something gets squeezed.

I am making a special appeal this year that we be given what we have been ask-
ing for for economic growth so that you do not once again see us canceling out a
part of our budget that really has a major impact on our ability as Americans to
export. We have seen an increase in the last 5 years of close to $100 billion of ex-
ports to the developing world. That is the result of previous investments that have
begun to pay off.

I think we have to continue to make those investments.
I believe very strongly, as do many conservatives up here, in economic freedom.

I believe that we should be helping these countries. However, that does not mean
just hearing their declaration that they believe in the teachings of Adam Smith, but
it is trying to help them put in place a system that works. It is trying to put in
place a rule of law and a society that sustains economic growth, helping them to
privatize, helping their privatized companies to learn what it is like to be an entre-
preneur, and creating all of that environment that will eventually have us getting
out of the country and trade and investment taking over.

Senator GRAMS. I know I might be putting you on the spot when I asked you for
the details of what programs were actually being cut and you might not have them
at your fingertips.

Mr. ATWOOD. Actually, we have asked for an increase in economic growth this
year.

Senator GRAMS. But I was wondering if you can give me kind of a budget or a
line item on the programs and where the cuts are being made. Maybe you could
submit those to us in writing.

Mr. ATWOOD. I will be happy to, Senator. Yes.
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[The following material was subsequently supplied for the hearing record by Mr.
Atwood.]

ECONOMIC GROWTH

The proposed reduction, albeit a marginal one, in funding for economic growth
programs is the result of a difficult choice about the best way to restore needed bal-
ance in USAID’s overall sustainable development program.

The combination of cuts, directives and earmarks in the FY 1997 Development As-
sistance appropriation caused a significant reduction in funds available for other
sustainable development programs, especially those which support environmental
efforts, support for democracy, and expanded family planning. As a result, the Ad-
ministration made a judgment that despite only a modest proposed increase in DA,
funding for key programs cut in FY 1997 should be restored in FY 1998, while at
the same time maintaining adequate support for priority social programs such as
child survival and health. The result was a small reduction in funding for economic
growth.

Compared to the request of $508 million for economic growth in FY 1998, a level
of $520 million is budgeted in FY 1997. Thus, the FY 1998 request for economic
growth represents less than a 3 percent cut from the current level. The small reduc-
tion affects primarily funds available for strengthening of markets in developing
countries and a slightly lower level of support for children’s basic education. How-
ever, we have not reduced support for microenterprise programs, aimed at expand-
ing economic access and opportunity for the poor, and we have significantly ex-
panded economic growth-oriented assistance to Africa (up 13 percent from FY 1997),
in part to help enhance food security and reduce the threat of famine in that region.
Moreover, we believe that achieving equitable and sustainable economic growth also
requires maintaining adequate levels of support for environmentally sustainable use
of resources, helping countries gain better control of population growth and assisting
with the creation of participatory civil societies. We are convinced that the request
we have presented strikes the best balance among these various means of achieving
economic growth.

Senator GRAMS. Also, last September I did hold a hearing on ex-
actly what you were talking about with your economist from Har-
vard. I believe you mentioned how he said we could make more of
these investments in certain areas of privatization.

We had a panel of experts also from across the political spectrum
of whom we asked the questions and all agreed basically with what
you have stated here, that the deciding factor in propelling these
developing countries toward long-term, sustainable growth is eco-
nomic growth activities.

Why, then, do we see a continuing decline, going back to what
you said, in funding for economic growth activities in this latest
budget but an increase in other areas of Development Assistance
which has not been proven, I would say, to lead directly to in-
creased prosperity? So, in other words, we are cutting off the very
stem that is going to provide long-term growth and economic activ-
ity for the countries in relationship to short-term needs.

Mr. ATWOOD. The other parts of our budget are also important,
I think.

Senator GRAMS. You mentioned environmental issues and child
care, and those are all important. But they really take away from
the ability for long-term.

Mr. ATWOOD. But if you look at economics as a human system
rather than just as sort of the institutional structures necessary to
achieve economic growth, if you have a society that does not have
a productive work force because it has serious health problems or
education problems, then you have a society that cannot sustain
economic growth.
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If you have a natural resource base that is being ruined by envi-
ronmental decay, slash and burn techniques for agriculture and the
like, people being forced into cities where infrastructure problems
abound, and if you have a society that cannot sustain the popu-
lation growth, you can achieve a 4 percent economic growth in a
country and see 3 percent population growth, and all of that money
is going into social sector spending to try to take care of the new
people who are coming along. So, it all does relate. It is all inter-
connected.

The point that I think I would make to you, Senator, and I am
delighted you have raised this, is that we need balance if we are
going to approach this. This is not simply because we do it all but
because where we work, other countries follow. It is when the
United States does development work, other countries look at the
way we do it. If we deemphasize economic growth activities, we are
going to find that we will have the kind of negative impact on what
other people do that we do not want.

Senator GRAMS. Just finally, I have one more question, Mr.
Chairman.

When we talk about economic growth, I think there is a broad
definition, probably, of what economic growth is and what pro-
grams would be helpful.

Using stricter criteria, the Congressional Research Service re-
ported last year—and this is in their report—they said only 13 per-
cent of AID’s Development Assistance funding was going directly to
promote economic growth.

I also was working last year with Senator Connie Mack to in-
clude a provision in the Fiscal Year 1996 Foreign Operations Ap-
propriations bill that required AID to issue at that time, or to issue
an annual report on the prospects for economic growth in countries
that are receiving development aid. But the report that has been
released by AID was disappointing because it simply was a com-
pilation of statistics rather than what we would consider an analy-
sis of supporting your decisions or AID’s decisions to continue in-
vesting foreign aid in the developing country.

So, the question, again, is if AID is truly committed to the pro-
motion of economic freedom, why is that not reflected in its budget
priorities and how could you assure Congress and the American
taxpayers that the foreign aid is going to countries with real poten-
tial for economic growth? I mean, there is a need out there that we
cannot match—but the investments that we do make that have the
real potential for economic growth, rather than ones whose govern-
ments insist on staying mired in socialist economies and refuse to
undertake the tough reforms necessary to reach self-sufficiency.

When I go back home, one question people always ask is if you
would only cut foreign aid, we could balance the budget. They know
there is a lot of good foreign aid, but really they want us to target
that and make those dollars count.

Mr. ATWOOD. I believe that a very strong case could be made
that the increase in our export sector has really saved our economy
as compared to other economies. So, I could not agree with you
more.

The 13 percent figure that you cite for our Development Assist-
ance programs does not reflect the 32 percent of development as-

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00041 Fmt 6633 Sfmt 6602 E:\HEARINGS\47753.001 INET01



37

sistance we record as economic growth. For FY 1997, this is $520
million of a DA total of $1.63 billion and covers such activities as
basic and vocational education, agriculture and private sector de-
velopment in trade and investment, policy reform, construction,
transportation and energy, and power development. Most of the
money that we are spending in Eastern Europe and the former So-
viet Union is going for economic growth activities—privatization
and related kinds of activities.

I am not disagreeing with you. I think we should give you a bet-
ter report if you are not satisfied. I would be happy to work with
you on this to give you more information about what it is we do
and how we do it, and how, more importantly, we leverage others
to do what we think needs to be done.

Because of the size of our budget, we are not going to be success-
ful in going into a country and telling that country they have to
reform their economic system. We might be able to take a sector,
the agricultural sector, for example, and work with the country on
that. But we do work with the World Bank and the IMF—which
require, as you know, structural adjustment programs of coun-
tries—to try to achieve some degree of synergy in the approach
that we take with that country, focusing on it and trying to bring
all of the weight of the international community to bear.

To the extent that we do not have sufficient funds for economic
growth activities, we are going to be less successful in that
leveraging process.

So, I do agree with you. All I am saying to you is that within
the overall context of executive branch priorities, and balancing the
budget, we cannot ask for more. And Congressional priorities, as is
manifested in earmarks, has squeezed the economic growth portion
of our budget.

Senator GRAMS. That is why I would like to see the report.
Finally, when you talk about priorities, a lot of people again will

go back to the testimony that we had in our hearing last year and
others, that economic growth activities are some of the most impor-
tant you can invest in. Just to quote from some of the numbers
from the economic growth programs from the AID budget, where
the priorities have gone is, in 1995 it was $725 million, it dropped
to $561 million, in 1997 it dropped to $520 million, and now we are
down to $508 million. It seems like the priorities are going into
other programs and not into these programs. That is why we would
like to see some of those numbers.

Mr. ATWOOD. I would just say one thing. Our budget has dropped
by about the same amount, too. But I appreciate your interest in
this and I could not agree with you more.

Senator GRAMS. Thank you, Mr. Atwood.
Thank you, Mr. Chairman.
Senator HAGEL. Senator Grams, thank you.
Senator Biden.
Senator BIDEN. Thank you, Mr. Chairman. I do have some more

questions if the chairman will permit me.
One of the largest programs slated for an increase in the foreign

aid budget is the aid program for Russia and the New Independent
States. It increases from $625 million to $900 million. It also gets
a new focus. The administration proposes to shift the primary em-
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phasis from technical assistance to a new program dubbed Partner-
ship for Freedom.

From the initial budget documents I have looked at through my
staff that we have received, it is, quite frankly, difficult for me to
determine whether this is a new wrapping on an existing program
or it’s a new program. As of a staff briefing a few days ago, it had
not been determined, to the best of my knowledge, relayed by staff,
whether this was going to be AID or State, which has been the lead
coordinator on aid to Russia, while AID has managed the pro-
grams.

Who will be managing the program? I have some questions, spe-
cific questions, but I will not go to them yet. Just talk to me about
that a little bit, Brian. Is this really something new? I mean, it
looks like it’s just a new wrap to me, and who is in charge?

Mr. ATWOOD. I appreciate your asking the question. I have been
anticipating I would get the question. I think it is an extremely im-
portant initiative on the part of the administration.

What we have understood all along here is that our timeframe
for working in the former Soviet Union was going to be limited. We
don’t need to be there for 30 years because the human capacity al-
ready exists. The people are well educated. We need to transform
those societies, not simply develop them as we do in the traditional
sense.

Senator BIDEN. That has basically happened with the SEED and
the Freedom Support Acts in Estonia and it looks like the Czech
Republic and Slovenia.

Mr. ATWOOD. That’s right.
Senator BIDEN. Those are actually working.
Mr. ATWOOD. Those are places that we are actually leaving. I

might say that it won’t be long before we are able to leave the Cen-
tral European countries. They are actively talking to the European
Union about joining the European Union, and we believe that those
economies have stabilized and that they can be sustained.

So, what we are talking about in the former Soviet Union is the
need to get to that point. What the Partnership for Freedom under-
scores more than anything else is our intention to create a partner-
ship that will endure after our aid program is complete.

The technical assistance aspect of it continues to be important
because aspects of creating institutions that will survive still
haven’t been complete. We are not talking about a budget category.
Phrases like Partnership for Freedom are as much political and
diplomatic as they are a budget category. We are trying to send a
message to the people of Russia and to the people of other states
in the former Soviet Union that we believe that this relationship
is going to evolve into a real partnership that is founded on trade
and investment, cultural exchanges, and the things that normal
countries can do.

Senator BIDEN. Kind of like Supplemental Social Security. It’s
easier to swallow.

Mr. ATWOOD. I don’t know the analogy.
Senator BIDEN. That is what I meant by a new wrapping. Sup-

plemental Social Security is welfare. But to provide dignity for peo-
ple who are on it, we don’t call it welfare. We call it Supplemental
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Social Security or SSI. It’s welfare. It’s nothing that anybody paid
into. I think we should do it.

Is that a State Department way, coming from an AID guy, telling
me in ‘‘State Departmentese’’ that this is a new wrapping? What
I want to know is, is this a new wrapping.

Now I have no problem with a new wrapping. I am just trying
to figure it out. I am trying to figure out what it is.

Mr. ATWOOD. I think that you cannot obviously give us the
money on the basis of the wrapping. I understand that.

Senator BIDEN. Oh, sure we can, by the way, because I think the
existing program is a pretty good program. I mean that sincerely.

I think the program is working well. I think the evidence is the
fact the skeptics, who when I drafted the first SEED legislation,
said that this would go on forever, for 30 years. Here we are, with
the Czech Republic and Slovenia and the last year with Estonia.
Actually it did a job. It is not the only reason these countries are
beginning to make it, but it helped, and we are getting out.

So, I guess the problem I have, Brian, is I think there is so much
hocus pocus—no, wrong phrase. There is not enough straight talk
about these programs. So, when many people, particularly people
without institutional memories, or many of us with institutional
memories hear about new programs with different names, and we
look at them, examine them, and cannot see any substantive dif-
ference other than more money, I would rather somebody come and
say hey, look, here is the deal. This is an evolving relationship. We
are changing the name because it is softer to the ears of our Rus-
sian friends and we are going to put more money into it because
we have made this much progress so far and we think more is
needed now.

But that is talking like a Judiciary chairman or ranking member
and not a foreign policy type. But we get up here. With all due re-
spect, but no wonder Senator Grams and I get questions like hey,
why don’t we just cut foreign aid. If we cut foreign aid, we cut 1
percent of our budget. It would not balance anything. But no one
believes that because they do not understand all of this.

So, what I am trying to get you to do is to take off your aca-
demic/foreign policy type hat and be a plain, old staffer answering
the question of a constituent who, when he writes to me, says
Biden, why did you vote for another $300 million for a thing
called—what is it called——

Mr. ATWOOD. Partnership for Freedom.
Senator BIDEN. [continuing]. yes, Partnership for Freedom. An-

swer that plain, old question.
As I said, I’m with you. I think you are right. But tell me why.

Tell our colleagues why. Put into the record why.
Mr. ATWOOD. Let me try again.
When we get involved in any country around the world, our ulti-

mate goal is to leave because we want to be able to say that we
helped them sustain an economic and political system that will
last. What we are doing here with Partnership for Freedom is
being very explicit about what our intention is. In this case we are
going, in the next few years, to complete the task of providing tech-
nical assistance so that the institutions can be created to support
a functioning market and democracy. We are starting now, if you
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give us the resources, to promote business trade and investment,
and to mobilize capital so that those kinds of relationships take
over.

Senator BIDEN. Can you give me an example of how? In other
words, what you have said to me, as I understand it, translated
into my simple jargon, is that you take part of the money that you
are going to get and you’re going to continue the existing initiatives
that were underway, which are basically technical assistance,
which range across everything from helping them to set up a stock
exchange to determining whether or not a certain industry is going
to get a boost, help in terms of administrative know-how.

Now you are going to do something else. What are some of the
‘‘something else’’ you are going to do in terms of this additional
$500 million total? You may not be prepared to do this now.

Mr. ATWOOD. No, I would like to do it.
Senator BIDEN. Good.
Mr. ATWOOD. Part of it is to create an Export Import Bank credit

facility that will help facilitate relationships between small busi-
nesses in our country and small businesses in Russia, for example,
or other parts of the former Soviet Union.

Senator BIDEN. Because, because they do not know how to do
that very well—right?

Mr. ATWOOD. Because their companies that have been privatized
need to be restructured and we feel that a partnership with U.S.
business, if we can facilitate that through the Eximbank, would ac-
complish that purpose.

Senator BIDEN. To put it another way, if they do not partner up
with somebody, they are not going to be able to do it because they
don’t know how to do it.

Mr. ATWOOD. Absolutely. That is exactly right.
We are going to be endowing some of the NGO’s that we have

been working with in the past—the Eurasia Foundation and the
Inter-News, for example, which has done so much work with us in
that region—so that they can continue to work after our aid pro-
gram is over.

We are going to try to help create those kinds of linkages be-
tween ordinary American institutions and ordinary Russian insti-
tutions.

I think that the word ‘‘partnership’’ is meant to mean something.
It isn’t just a diplomatic phrase. It is designed to establish the link-
ages that we will need to feel confidence in the relationship at the
non-governmental level well into the future.

Senator BIDEN. My time is up. But one of the things I find when
I get asked why, because it became a big issue, why I authored the
SEED legislation which is giving away all of this money that
should have gone to Seaford, which should have spilled over into
Selbyville and over into Salisbury, the Senator from Maryland’s
home town, was this. I said hey, look, they don’t know how to set
up a stock exchange. So, we are spending money to teach them how
to trade, how to actually generate capital. They say what do you
mean, do you mean actually teach?

Yes. Here is what we are doing. We are actually teaching.
With all due respect, I think in order to win this debate—and

you have a really good person behind you in Jill Buckley, whom I
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know from another life—you have a campaign on your hands. I re-
spectfully suggest that you had better start translating this stuff
from NGO’s, whatever that means to most people’s minds—I know
what it means, but whatever it means to them—into hey, look, this
is common sense. What we are doing is these small businesses are
going to go under unless they partner with us.

They understand. They understand in my State that the small
boutique in Laurel, Delaware goes under unless the Chamber of
Commerce has a little group out here. They have people come.
They teach them how to keep their books.

Anyway, thank you.
Mr. ATWOOD. I could not agree more, Senator. We will try.
Senator BIDEN. Give it a shot.
Mr. ATWOOD. Yes.
Senator HAGEL. Senator, thank you.
Senator Sarbanes.
Senator SARBANES. I thank you very much, Mr. Chairman.
I’d like to draw you out first on this move into the new Ronald

Reagan office building. I take it that will enable AID to consolidate
bringing all of its activities into one location, is that right?

Mr. ATWOOD. That’s right, Senator.
Senator SARBANES. How many locations have you now?
Mr. ATWOOD. We have 11 locations now.
Senator SARBANES. How many?
Mr. ATWOOD. It’s 11. They’re scattered everywhere—Rosslyn, Vir-

ginia, Washington, DC. I don’t think we have any in Maryland, but
maybe. It is a tremendous saving to bring everybody together in
one place—with less space, by the way, than they have now, and
they are complaining about that. But that is what we have to do.

Senator SARBANES. Will that then enable the State Department
to consolidate into the State Department building? How does that
work?

Mr. ATWOOD. About a third of our people are in the old State De-
partment building and some parts of the new State Department
building. We will have to vacate that space anyway because the old
building is 59 years old and has not had any repair work done on
it for 25 years. So, we would have had to leave for 6 months to a
year, which would have cost us a lot of money anyway, which is
why we have been working with State over the last 5 or 6 years
on a consolidation plan that would enable State Department to
close some of its annexes, which it has about 15 or 16 of, and move
into the State Department building.

Senator SARBANES. Let me get this straight. They were going to
have to redo the building at the State Department in any event,
is that correct?

Mr. ATWOOD. That’s right, Senator.
Senator SARBANES. If you weren’t going into the new building,

you would have had to move out of the State Department building
and lease space somewhere? Is that correct?

Mr. ATWOOD. That’s right—at considerable cost. That’s right.
Senator SARBANES. Now you’re going into the Ronald Reagan

building and bringing in all of your outlying activity. Will every-
thing be there then or will you still have outlying activity?

Mr. ATWOOD. Everything will be there, Senator.
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Senator SARBANES. OK. Now once the State Department remod-
els or refurbishes the old building, they will then consolidate into
it their activities that they now have out in annexes, is that cor-
rect? Is that leased space in the annexes?

Mr. ATWOOD. It’s leased space from commercial firms, as opposed
to being in a Government building where your rental arrangements
are more predictable over a long period of time.

Senator SARBANES. Well, shouldn’t the cost comparison, the
money comparisons that are made about your move into the Ronald
Reagan building also then encompass the savings which the State
Department will realize by being able to consolidate into the State
Department building their activities that are in leased space which
will be made possible by the fact that you are moving out and
going into the Ronald Reagan building?

Mr. ATWOOD. Yes, they should, and we do have charts to show
you those figures. If you’d like, we can submit those for the record.

Senator SARBANES. I think it would be helpful if you did that.
[The following material was subsequently supplied for the hear-

ing record by Mr. Atwood.]

MOVE TO RONALD REAGAN FEDERAL BUILDING

The decision to consolidate USAID in the Ronald Reagan Federal Building will
free up about 390,000 square feet of office space for the Department’s use. It will
also provide the Department of State with other considerable benefits, including the
elimination of the need for a large amount of swing space, reduction in the number
of multiple moves by Department offices and bureaus, the reduction in the number
of State, USAID, and ACDA annexes from 43 to 28, and lower communications,
transportation and security costs due to consolidation of personnel.

There will also be improvements in productivity as a result of the Departments’
consolidation. The Department estimates that they will save at least $15 million in
one time costs associated with leases for swing space and double moves. In addition,
they anticipate significant reductions in the roughly $6 million annual cost of shut-
tle bus service and lost productivity caused by employees being bussed from one
building to another for meetings.

Estimates prepared last summer showed that the cost to the taxpayer of canceling
USAID’s move would be about $151.8 million. This was made up of $96.2 million
in General Services Administration costs, $12.3 million in Department of State
costs, and $43.3 million in USAID costs.

The Department estimates that if the decision to move USAID to the Ronald
Reagan Federal Building were reversed at this time, USAID to remain in Depart-
ment of State space, it would cost them about $38 million - more than triple the
estimate provided last summer. The prior cost estimates for GSA and USAID would
also be much higher if the decision were reversed at this late date.

Senator SARBANES. I take it, then, if you calculate all of those
costs, both the costs that you save by moving into one location, the
costs the State Department saves by bringing its activities into the
State Department building, the costs that AID saves by not going
out into a leased space while the building is being refurbished, all
of that added up together ends up, just from a dollar point of view,
representing a saving—is that correct?

Mr. ATWOOD. It represents a significant saving to the American
taxpayer. That’s right, Senator.

Senator SARBANES. Well, I think it is important to get all of that
on the record because I don’t think it is very clear. I expect at the
time that you move in there will be some kind of story in the paper
sort of making the point that AID is going into this new Ronald
Reagan building without analyzing all of these cost factors which,
in fact, just simply from a dollar point of view, let alone from, I

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00047 Fmt 6633 Sfmt 6602 E:\HEARINGS\47753.001 INET01



43

take it, the efficiencies you think you will achieve by having every-
body in the same place, but just from a dollar point of view makes
it a wise move.

Mr. ATWOOD. I think so, Senator. We have had a bit of a prob-
lem. We have had the GAO looking at all of our figures. They un-
derstand, of course, that when you are talking about speculation—
in other words, if we didn’t move into the new building and we had
to move out of the State Department building and into new space,
or if we took everybody and tried to find space that was cheaper
than the new building, what would that space cost, the problem is
that it is all at commercial rates and we would have to negotiate
those rates. We would get ourselves into a difficult negotiating po-
sition if we made public what we thought those costs were going
to be.

But I think, even despite all of that, GAO has come down on our
side and said this is going to save the taxpayers a great deal of
money to do this.

Senator BIDEN. Senator, I don’t think they will spend much time
on it. They will be amused by the fact that an AID building is
called the Ronald Reagan building. That’s a little bit like having
an annex to the Pentagon named the George McGovern annex.

Mr. ATWOOD. I would like to have the USAID budget that Ronald
Reagan had when he was President. I can tell you.

Senator SARBANES. Actually, he had a pretty good budget.
Mr. ATWOOD. Yes, he did.
Senator SARBANES. And the State Department also had a pretty

good budget, because I remember Secretary Shultz, when he finally
left, expressed some appreciation, at least privately, to the Mem-
bers of the Congress for the support that we gave him in the budg-
et so that he could meet his responsibilities.

Let me just turn to the Mideast for a moment. The peace process
continues to move forward, albeit with some difficulties. But I take
it that within the administration there is a commitment to the no-
tion that the U.S. assistance in that area is important in helping
the peace process along. Would that be correct?

Mr. ATWOOD. Absolutely, Senator. We have expanded our activi-
ties. As you know, we are working in the West Bank and Gaza. I
want to say one thing.

I feel very, very proud of the contribution that USAID made to
the resolution of the problem in Hebron. It was a USAID engineer
who went in and offered some suggestions as to how to build the
road that goes through the center of Hebron. It was a crucial as-
pect of that agreement in the last minutes. We offered some pro-
posals for changing that road that we’re working on now that I
think was crucial in reaching the agreement.

Senator SARBANES. Do you think we are sufficiently addressing
Jordan’s needs given their importance in the peace process?

Mr. ATWOOD. Well, I think it is an extremely important country.
We have had a program there for some years, in Jordan. Whether
we are adequately addressing their needs I guess I would not want
to speculate about. I think that our request for resources for Jor-
dan is an adequate one and I would prefer not to speculate about
whether or not King Hussein agrees.
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Senator SARBANES. The one other thing I wanted to touch on is
this. We have certain programs, international development pro-
grams where we have been cooperating with Israel and they have
been active I think both in developing countries and in the newly
developing states in Eastern Europe. There is some view that their
own experience in development plus the fact that, at least with
Eastern Europe and the former states of the Soviet Union, they
have a number of recent immigrants who can handle the languages
or who are experts on the country and so forth, helps them here.
How are we doing on those shared programs?

In fact, I guess the real thrust of my question is this. The Con-
gress indicated that we wanted those funded at a certain level and
I think they got funded at a somewhat lesser level in the past fiscal
year.

Mr. ATWOOD. We work very closely with the Israelis on these
programs. They have some of the best agricultural development
specialists and water specialists in the world. You are right. They
do have the facility to actually communicate in the former Soviet
Union. So, that is also very useful.

I do not think that the Israeli Government would suggest to you
that some of the minor cutbacks were all that significant. There
was a slight problem with the pipeline. So, we are working with
them to make sure that they are efficiently getting all of the re-
sources we provide out. But I think it has been a good relationship
and we will continue to work with them in the Middle East and
in the former Soviet Union.

I think our 1997 money was $8 million for that program. We be-
lieve it helps us achieve results.

Senator SARBANES. I take it you are going to do in the ASHA
program?

Mr. ATWOOD. Not if what I hear up here is accurate. I think the
ASHA program continues to be well supported by Members of Con-
gress, Senator.

We have asked for $5 million this year for FY 1998. We are ful-
filling our commitment to the Congress that we made last year to
combine that with $9.6 million that we still have available from
1997 funds and do a major competition for ASHA grants as soon
as the fiscal year begins.

Senator SARBANES. Well, there is a perception that we have got-
ten a lot of benefit out of that program. I know you have difficulties
on occasion because I guess you are put to the test amongst many,
many institutions who are seeking assistance. But I do think, as
you well know, there is generally the perception that it has worked
pretty well.

My time is up. I have a couple of additional questions, but I will
defer now to my colleagues.

Senator HAGEL. Mr. Atwood, especially in light of having both
Senators Biden and Sarbanes here, I would like to talk a little bit
about your thoughts on reorganization of AID. Obviously, I have
very limited institutional history of this organization. But I do
know a little bit just in reading and trying to bring myself up to
date and it appears that over the last couple of years you have
been, maybe ‘‘strident’’ is too over-stated, but at least from what I
have read, a critic of reorganization, folding AID into State.
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I have before me various quotes that are attributed to you when
you were advising then-Governor Bill Clinton on what we should
do on AID, not particularly flattering to AID management. But in
light of Senator Biden’s and Chairman Helms’ conversations with
Secretary Albright and some of my conversations with her, I would
be very interested in knowing where are we with you on reorga-
nization. What are your thoughts?

Mr. ATWOOD. The obvious answer is to say I have an open mind,
I guess, Senator. But I believe very strongly that there are areas
that need to be dealt with in terms of overlap and duplication, not
as many as one would think. I believe very strongly that we should
continue to pursue rationalizing our administrative support func-
tions.

Again, I think that there is not as much saving as some people
have suggested in doing that. I believe that we should find ways
to improve coordination and efficiency, and if that means, in the
case of USAID, putting USAID into the State Department more ex-
plicitly than it already is, then I certainly think that there are
some creative ways in which that could be done, I have actually
had some discussions with Senator Helms’ staff about that.

I am trying to be as forthcoming as possible because I do believe
that we can create a more efficient operation. But I do believe that
every one of the foreign affairs agencies has to continue to reform
itself from within so that we can find the cost savings that are nec-
essary there and stop doing some of the things that were necessary
during the cold war.

I certainly am not qualified to talk about the other agencies,
USIA and ACDA. I know they perform important functions.

On USAID, from my perspective, as I have said before and I’ve
said it to the Secretary of State—and I say this not from the point
of view of trying to protect turf by any means—I think there are
three factors that are important if we are going to have a develop-
ment program that works. One is that we need to protect our long-
term strategic investments. You come from business, Senator, and
you know that when there are tough times, the research budget of
a business is the first to go. It is very important for us to be able
to maintain our investments in the future for all of the reasons we
have been discussing here today.

So, I think the way the law is written on the books now, to as-
sure that development assistance is handled the way the Congress
wants it handled and the way we have agreed since the Marshall
Plan it should be handled, in a separate but supported way, I think
those laws should be maintained.

The second is management tools. The most modern thinking in
the corporate world today is if you have a unique function and a
unique mission that requires special management tools, then the
idea is not to merge into bigger and better things, but it is to spin
off and make sure that there is a close coordination and relation-
ship with the mother company, if you will.

That is the way it has been. But I believe that you can preserve
those management tools by having an even tighter relationship be-
tween USAID and State. I mention one suggestion is having a solid
line relationship with the Secretary of State. The Secretary of State
is today not theoretically directly responsible for USAID programs.
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I am, although she is responsible for offering me all of the foreign
policy guidance that should exist.

I personally believe that I have always worked for the Secretary
of State. But I think we need to formalize that. I have no objections
to doing that.

The third point is if we are going to be successful in working
with other donor organizations around the world, the 21 bilateral
donors, the World Bank, UNDP, and others, we need to have a de-
velopment Agency that talks to those people in development terms.
We need not downgrade. We already have a harder time now going
into international meetings in light of the fact that we have fallen
to the number 4 place in the overall amount of resources we offer
to development assistance.

I deal for the most part with ministers for development and co-
operation overseas. I am an ‘‘administrator.’’ Nobody knows what
that is overseas, but they accept the fact that USAID has been in
this business for so long that we are respected and they ignore my
title. But I don’t think we should downgrade the mission. We
should find ways to see if we can enhance it in order to make us
more effective in leveraging.

Those are the three issues I have discussed with the Secretary.
I have discussed it with the President and with the Vice President.
Beyond that, I am not going to fall on my sword over changes in
the relationships that we have within the executive branch.

Senator HAGEL. Do you believe that your title might be more
meaningful if you were addressed as ‘‘Mr. Secretary,’’ or, for exam-
ple, ‘‘Under Secretary of State’’ for something?

Mr. ATWOOD. No. I have had two occasions when I was an under
secretary and an assistant secretary, and I guess that is the way
people address me. But when you come from a poor blue collar fam-
ily in a small town, it doesn’t make a lot of difference what you’re
called. I’ve been called a lot of things.

Senator BIDEN. When they say ‘‘Secretary,’’ they think it means
you work for the boss.

Mr. ATWOOD. That’s right. Exactly.
Senator HAGEL. Well, let me see if I can get a little closer to this.
Your thoughts are not particularly positive about rolling AID into

State, reporting directly to the Secretary of State as an under sec-
retary? Yes? No? Maybe?

Mr. ATWOOD. I think, Senator, beyond what I have said, I am al-
ready on dangerous ground. I think that my role in this whole proc-
ess is to provide information to the President, to the Secretary of
State, to provide my advice, I should say, as to how this could best
be done. If I start getting into those kinds of specifics, I am really
going to be in trouble, if you don’t mind, Senator.

Senator HAGEL. Well, you just blame it on me, Mr. Atwood. I
know my colleagues won’t mind.

Why don’t I at this point, if it is all right with my colleagues, let
you all pick up if you want to pursue this at all.

Senator BIDEN. There is an old joke, Mr. Chairman, about the
two brothers. One brother had not gone on vacation for 15 years.
He leaves. He goes to Hawaii and leaves his cat with his other
brother. He loves his cat.
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He gets into the hotel room in Hawaii and the brother calls and
says John, your cat is dead. John says my cat’s dead? Why
wouldn’t you call me and tell me your cat got out of the house, and
I couldn’t find him, and then the next day call me and say we think
the neighbors saw it, and the next day call me and say the cat’s
on the roof, and the next day say the fire department is here to
get it, and when they went up and got it the cat fell and broke its
neck? He said why wouldn’t you do that instead of ruining my
whole vacation.

So, about 5 years later he goes on a second vacation. John’s
brother calls and says John, mom’s on the roof.

Well, I’m here to tell you, Brian, AID is on the roof. AID is on
that roof. I think it is pretty important to figure out sooner than
later how you all figure is the best way to make it work rather
than for us to come to you and tell you. Unless I am mistaken, and
I very well may be, as I kind of read the tea leaves around here,
this is a different body, a little bit different than before, and I
think there may be enough votes. Also, as you well know, former
Secretaries of State have not been averse or opposed to the notion
of you coming within their gambit more directly.

I mean it sincerely when I say this. No one knows it better than
you. No one knows AID better than you. I really would respectfully
suggest that, as quickly as you can, privately, you lay out the best
organizational plan you think that can maintain the functions, the
prominence, and the standing and stature of AID so that you are
not subsumed.

My colleagues’ guess is probably better than mind. But my guess
is that that is the direction in which this thing is moving.

Now I have one specific question. There is a new program, a new
budget request providing for a new loan program to be adminis-
tered by AID which is designed to provide capital in countries
which have problems getting access to capital. This is as I under-
stand it. The idea is to use $10 million in credit to leverage up to
$67 million in loans and guarantees.

Now I will be blunt with you. My first reaction is this is a bad
idea. If a country is credit worthy, then, given the great explosion
and availability of credit out there in the world markets, it is going
to be able to get access to that capital. If it is not credit worthy,
then we may be taking an undue risk, and the subsidy cost of the
loan will rise. This is because under the 1990 Credit Reform Act,
the cost of risks of a loan must be honestly scored, which was not
the practice before 1990.

Moreover, in my view—and, again, I am prepared to have my
mind changed on this—in my view, this ought to be a function of
international financial institutions, particularly IDA, which is the
soft loan or concessional loan window of the World Bank.

Finally, I think AID has had enough problems that it does not
need to take on the burden of managing another loan portfolio.

That is a long background for a short question. Why do you think
this new authority is necessary and why would you want it, given
the down sides?

Mr. ATWOOD. Well, we have asked for a small amount of money,
Senator, $10 million, which we think we can leverage into $67 mil-
lion of capital. I agree with you we should not be doing this in poor
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countries that do not have, for example, the banking infrastructure
that we can work with to make this work. But there are some
countries we work in, like South Africa, where we have a first
world economy and a Third World society as well, where the bank-
ing structure is adequate. Here we can go in and work with the
banks to leverage with our backing the money necessary to do
things that are important, that are developmentally sound, and
that are credit worthy.

Senator BIDEN. But, Brian, why isn’t this able to be done in—
is there some unique role that this credit window will fill that ex-
isting institutional windows do not fill? Or is it just immediacy of
access, decisionmaking, able to be facilitated? Why?

Mr. ATWOOD. The fact of the matter is that our USAID missions
abroad are there, and in larger numbers, I might add, than any
other development Agency, because we have been able to take ad-
vantage of targets of opportunity.

We can see what needs to be done, and if we have the flexibility
of being able to work this so that we can develop a public/private
partnership in a country to get the job done, then I think we are
going to be enhancing our capacity to achieve results in our own
development program.

We would use this for developmentally sound and credit worthy
projects. For example, this enhanced credit authority may be an
appropriate tool to finance a municipal bond guaranty program for
infrastructure projects such as the one I saw in Indonesia, where
we are trying to help clean up neighborhoods, and in urban envi-
ronmental kinds of programs. Really, if you can leverage $1 million
and turn it into $10 million, you are going to be able to achieve
that much more by working off of the local economy to the extent
it exists.

We would like to ask you to give us a shot at trying this. The
previous criticism was that we couldn’t manage credit programs
adequately. The Credit Reform Act was subsequently passed by the
Congress and we fully comply with the Credit Reform Act. We are
a lot more conservative about how we would use this kind of thing.
We would use it in countries that are credit worthy, like the Indo-
nesians and the South Africans. We would not use it in the poorest
countries.

But given the cutback in our own budget, we think it is impor-
tant for us to have this additional capacity so that we can get more
done with the fewer dollars that we have.

Senator BIDEN. Well, as I said, I have an open mind. I find it al-
most counter intuitive in that, as we are trying to, or at least as
I think we should be trying to streamline, to limit duplication in
functions, this kind of goes in the wrong direction. But I am not
a slave to symmetry here, that it has to balance. But I find it dif-
ficult.

I will not pursue my last question except in writing, Mr. Chair-
man, because I have kept everybody too long. But I would like to
have a chance to discuss something with you. I will submit it in
writing, just so your staff has something to do. I know they have
nothing to do except answer these questions and that they would
be disappointed if they got out of here without having to answer
anything.

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00053 Fmt 6633 Sfmt 6602 E:\HEARINGS\47753.001 INET01



49

I think one of the things that we have done is we have tended
to micro manage projects. There is the ability of staffers and indi-
viduals to put holds on initiative you have and so on. I have a se-
ries of questions in which I would like you to estimate—and I
would like you to make a very serious attempt to do this; I’m sure
you will—how many man-hours are consumed when you find your-
self having to deal with the notification process and the responses
to it. It seems to me as we are trying to clean up—‘‘clean up’’ is
the wrong word—trying to consolidate functions of our foreign pol-
icy establishment that we should play a little piece of that, too.

With permission of the chairman, I would like to submit to you
several questions in writing. That is what we are about and I will
not take the time to go through this here.

Thank you.
Mr. ATWOOD. Thank you, Senator.
Senator HAGEL. Thank you, Senator.
Senator Sarbanes.
Senator SARBANES. I think before this hearing ends I just ought

to register this observation.
I think if we are going to be committed to a goal of providing sus-

tainable development and perceive that as in our interest, we have
to be very careful about what the institutional arrangements are
that we establish within our foreign policy structure in order to do
that.

I, for one, feel quite strongly that simply to merge AID into the
State Department would be to lose sight of that objective. I think
it would be downgraded. That is one of the reasons why AID is sep-
arate. That is why most previous studies have recommended that.

Now the fact of the matter is, my perception is that AID has
come much further in terms of improving its administration and ef-
fecting its bureaucracy than the State Department has.

Senator BIDEN. Yes, it has.
Senator SARBANES. I hardly can sit here and sort of see the State

Department as a paragon of how the bureaucracy ought to work
and, therefore, AID ought to be consolidated into it. That is not my
perception. All these former Secretaries of State, after they are no
longer Secretary of State, say this is how it ought to be structured.
But they never said it when they were Secretary of State I have
to take that kind of advice with a couple of aspirin.

You wonder if it was such a good thing, why didn’t they do it
when they were there in the position to do it. In fact, not only did
they not do it, a lot of them had statements directly to the contrary
on the record.

Now I think this is an important issue. I think so for two rea-
sons. One, I think that there are a lot of people who say we agree
with that substantive goal and that’s what we want to achieve. But
then they fall into sort of doing institutional arrangements which
would run counter to the substantive goal.

Second, I am not for spending a lot of time on institutional ar-
rangements. I am willing to do things that appear to be obvious on
their face that ought to be done. But if there is some kind of close
call to it, we ought to get on about the substantive work.

I mean, there are health programs out there that need to be
done. There are agricultural programs that need to be done. There
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is micro-enterprise that needs to be done. There is small business
and democracy building that needs to be done. This is a real chal-
lenge right now, and we have a real opportunity.

One of the things that I have the greatest concern about is that
history will look back on this period and say hey, you had a real
opportunity back then when the Soviet Union imploded and the
cold war came to an end to take the whole world to a different level
in terms of its commitment to peace and prosperity, and that op-
portunity was lost. You failed to take advantage of it.

I think to take advantage of it we have to come to grips with
some of these substantive problems.

My own view is that you might have been up on the roof 4 years
ago, but, in reality, you have gotten down off the roof if someone
would just stop and look at what has been done in AID. Now if
they continue to operate under the old perceptions, then there is
a problem, obviously. There was a problem. I think you faced a
very tough task when you took over at AID, a real challenge. As
I quoted earlier from Chairman Gilman over on the House side, I
think you have revived an Agency that was in critical condition,
and that is no small achievement. It speaks well for what is being
accomplished and I think offers a lot of hope for what can be ac-
complished.

So, I hope, as we deal with the Agency and address some of these
problems, that we will be sensitive to what has been done, to what
your mission is, to the importance of your mission and the need to
keep that, I think, uppermost in our minds as we address some of
these organizational questions.

Mr. ATWOOD. Senator, I appreciate those sentiments. All I can
say to you is that I have absolute confidence that what we propose
along these lines is going to make sense—so long as we do not have
a rush to judgment on all of this.

I realize the pressures, Senator Biden. But we are talking about
something that is going to have to survive well into the next cen-
tury, something that is going to have to respond to the kinds of
threats that face our Nation. These are very large questions. These
are not simply organizational box questions.

I feel that I could stand here today and justify the current rela-
tionship. I have tried to describe it. I think there is a great deal
of coordination. I certainly would not do anything that was con-
trary to the foreign policy of the United States, nor would our
Agency.

But the fact of the matter is that there are some pieces of legisla-
tion on the books that have grown moribund. The IDCA law is one.

I do think that in the long run—and I have said this publicly—
we have a Secretary of State who really does appreciate the devel-
opment mission. She understands, having been U.N. Ambassador,
that development is a large part of the international dialog be-
tween us and those four out of five people who live in the develop-
ing world. It is a huge part of our foreign policy agenda.

So, I have absolute confidence that this is going to come out
right, that it should be subjected to a rational process inside the
executive branch and certainly to consultations with Capital Hill to
make it come out right.
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Senator SARBANES. Well, the reorganization within the military
which finally took form in the Goldwater-Nunn legislation, took an
extended period of time, was thoroughly vetted within the execu-
tive branch, with a lot of interaction with the Congress and in the
end represented the considered judgment of both branches of the
Government. I am frank to tell you that I do not think in the for-
eign policy/national security field the Congress should seek to im-
pose on the executive branch what the structure ought to be. The
effort should be to work with them to evolve a structure in which
both branches agree.

Obviously the executive has a heavy investment in it. The pow-
ers given to the President under our Constitution in the foreign
policy field have significantly greater discretion to them than in the
domestic field. It would be my hope that we would be able to work
with the administration in a way that we can evolve something
that everyone looks at and sort of says yes, that makes sense.

Senator BIDEN. Will the Senator yield on that point?
I hope he did not misunderstand the point I was making—not

whether the cat should be on the roof or not. I am suggesting to
you that the sense of urgency within the administration of the need
to generate a position as to how, in what form, any reorganization
of the foreign policy establishment should take should be height-
ened. This is because there is a bit of a problem up here. There is
a bit of a problem.

Now Senator Sarbanes and I are willing to have the State De-
partment merge into AID. But we are among the few who are going
to do that.

I may be wrong about this, but I just think until these last 2
months, I have not gotten a sense that the administration has felt
a sense of urgency to undertake a serious study and recommenda-
tion relative to how to deal with this.

For example, were the administration to say—and I am not sug-
gesting this—that we put together a commission of leading people
from around the country and over the next 8 months we are going
to be looking at this subject, and we will have a tentative draft on
what approaches we think we should take by the end of this year,
that would calm a lot of people down. The feeling—I think wrongly,
but the feeling is—that there is no intention on the part of the ad-
ministration to move in any way toward reorganization on the one
hand and, on the other hand, that Senator Helms has a single view
of slash and burn, just eliminate. That is the competing dialog
right now.

All I am suggesting to you is the way to get ahead of that curve
is for the administration to start to lay out the four corners of the
debate, at least; at least set out the parameters in which they
think reorganization should take place—if it should.

I am fearful that if you do not, we will find a lot of other things
hinging on whether or not reorganization is a serious undertaking.
I know others would maybe reject this notion. But I think every-
thing from the Chemical Weapons Convention to your budget will
be impacted upon by this larger debate—or smaller, depending on
your perspective.

That is all I was suggesting to you. I am not being critical be-
cause I think everything the Senator said about your leadership of
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this Agency is absolutely accurate. I think it is universally recog-
nized. But it is almost ironically—well, you understand what I
mean.

I’m not asking you to agree with me, but I just want you to un-
derstand what I am saying.

Mr. ATWOOD. I understand. I do believe that we are in a new era
of cooperation and consultation on these issues. I don’t believe,
based on my discussions with Senator Helms’ staff and with Sen-
ator Hagel, that we want to get ourselves into the kind of con-
frontation that we got into before.

I said at the outset that I hope this committee can pass an au-
thorization bill because it is important for this committee to be in
the game on foreign policy issues with a bill that the President
won’t have to veto. I think this is an area for cooperation.

I do not believe we should do anything foolish, obviously. I know
you believe that and so does Senator Helms. But everybody has a
different perspective and to debate these issues in a legislative
forum is different from debating them within an executive branch
forum where you are thinking about organization, how to get the
job done, and what missions are important for you to do.

So, all I have asked is that people here do not rush to judgment,
that you give us a little time to work these issues through.

Senator HAGEL. Senator, thank you.
Let me make one overview kind of statement, Mr. Atwood, on

this and then we will move on to a couple of other areas and get
this thing tied up.

I think what Senator Biden is saying is exactly right. I think
Senator Sarbanes’ point about a unique opportunity, of which you
and I spoke when we met initially, is exactly right. I think this
country has a great opportunity to move into the next century. For-
eign policy is going to play a tremendous role in that, crafting a
sense of purpose, and that should lead, if we do this right, if we
are bold and we take the initiative, to a really genuine lasting
peace and prosperity for many corners of the world. What you have
been about, what your Agency has been about over the years is just
about that, and we are aware of it.

One last point on that. You heard what Senator Grams said, and
I think Senator Grams is rather typical in his representation of
what he gets from his people back home. I get a certain amount
of that and I suspect every Senator does: What are you doing,
spending this money on foreign policy? It is a confusing issue. It
is an issue that does not link directly with most people, although
it should. It is probably the easiest, most inter-related thing we can
do. My farmers in Nebraska, my ranchers and small businessmen,
their future depends on foreign policy, on opening markets, as do
all of my colleagues’ states.

So, what we need to do is a better job of what Senator Biden and
Senator Sarbanes are saying, and I think Chairman Helms, which
is talking plainly, directly, straightly, making sure people under-
stand why AID, or whatever is going to be AID, is critically impor-
tant to the future of our world, for a more stable world.

But I do say again that I think Senator Biden’s point is exactly
right. I will not be a Senator who rushes you or anyone else into
something where if it looks better in a different box, let’s just do
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it. That does not make any sense and I will not do that. But we
do have to get a more efficient, effective use of our taxpayers’ dol-
lars and I think that guides us all up here.

Now, moving on to other things, I wanted to ask, Mr. Atwood,
a couple of other questions.

I was made aware a couple of days ago of a practice, as I under-
stand, in some foreign countries, governments, regarding the tax-
ation of U.S. foreign aid. It appears that many nations or some na-
tions view foreign aid in exactly the same way they view their im-
ports. For example, I have been told that the Government of Haiti
has now imposed what it calls a 4 percent ‘‘verification fee’’ on U.S.
aid. I understand that is also the case or that there is a similar
case in Ethiopia, Peru, Bangladesh, and other countries.

You are probably aware of this. Could you give us some clarifica-
tion, first of all, as to if it is accurate, and then what is this all
about?

Mr. ATWOOD. Well, we have had some problems, confusion. Inter-
national standards are such that we do not pay taxes on humani-
tarian assistance that is provided to countries. One of the problems
we have had that we have tried to work out with the International
Monetary Fund is this. They have gone into countries and they put
so much emphasis on making sure that a country is collecting all
of its taxes that some of these countries have misinterpreted that
message and have, indeed, placed taxes on these kinds of assist-
ance.

In the case of Haiti, for example, when they were attempting to
do that at the port, we communicated with the IMF so that they
would clarify their position vis-a-vis the Haitian Government, and
we have now resolved that problem. As each of these problems
comes up—and, by the way, they have been coming up for years;
this is not the first time—we have managed to resolve it and to
preserve the international standard, which is that humanitarian
assistance is not taxed.

I can give you more details about the specific countries that you
mentioned and give you some information about how we have re-
solved those problems if you like for the record.

Senator HAGEL. Thank you. I appreciate that.
[The following material was subsequently supplied for the hear-

ing record by Mr. Atwood.]

TAXATION OF U.S. FOREIGN AID

In the case of Peru, decrees, issued in April of 1996, made it difficult for NGOs
to receive international donor assistance on a tax-free basis. The ambiguities in the
decrees raised tax treatment questions for USAID-financed programs to NGOs and
the government of Peru (GoP). Our mission in Lima, has been actively engaged in
negotiations with the GoP to resolve the issues. These negotiations have taken two
tracks: an annual Memorandum of Understanding (MOU) with the GoP to provide
the necessary tax exemptions for NGO programs that may not be covered under our
bilateral agreement; and the insertion of appropriate standard provisions in our bi-
lateral grant agreements for those programs operating through the public sector.
Negotiations on both fronts have progressed very well. We have signed an MOU for
the Title II food aid program, and are using the precedent to negotiate an MOU for
NGOs operating in the health and family planning sectors. Simultaneously, we are
negotiating final language on the tax clauses of our bilateral agreements. We expect
that these negotiations will conclude successfully and return us to the situation that
existed prior to the April 1996 decrees--non-taxation of humanitarian assistance.
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In Bangladesh, we have periodically experienced problems with demands for the
payment of customs duties and the like on vehicles imported into the country by
some of our NGO partners. Under our overall Bilateral Agreement with the govern-
ment of Bangladesh, and under several specific project agreements, such vehicles
are supposed to be allowed into the country free of any duties. To date we have been
rather successful in resolving these problems as they occur.

Also in Ethiopia, government decisions to begin to tax humanitarian assistance
created implementation issues with our program. As a result, there were consider-
able delays in the importation of goods into Ethiopia, long storage periods at ports
and customs holding areas and a rise in associated costs as well as interruption in
project implementation. Call forwards for Title II Regular food aid were suspended.
Since that time, the health and education ministries have assumed the duty on our
assistance in these sectors. In February, the government agreed to let the Disaster
Prevention and Preparedness Commission (DPPC) cover the duty of Title II Regular
food aid until the end of the Ethiopian fiscal year (June 30, 1997).

Senator HAGEL. There is another issue I want to bring up. I un-
derstand that we have something called the pipeline in this busi-
ness, like in other businesses, and that there appears to be, at least
I am told, a considerable amount of money that is in that AID pipe-
line.

I understand Chairman Helms and Majority Leader Lott spon-
sored an amendment last year about that, that after 2 fiscal years
if that money was not used it be returned to the Treasury.

Could you give us an accounting—give us what you can now, Mr.
Atwood, but maybe provide the rest for the record—of where we
are on the pipeline?

Mr. ATWOOD. I thank my staff very much.
Senator HAGEL. They just happen to have it.
Mr. ATWOOD. As for specifics here, we have a chart that shows

that our ability to manage the pipeline has improved considerably
over the last 4 years. We are down $1 billion in our pipeline. In
Fiscal Year 1996, in the developmental assistance accounts, it was
only $3.2 billion versus $3.6 billion in 1994.

The point is, obviously, that managing the pipeline is a good in-
dication of how well you are managing the Agency. We have re-
duced this pipeline, as I mentioned before, over time. That, by the
way, was just development assistance. The total pipeline has been
reduced by $1 billion since the beginning of Fiscal Year 1995.

Whenever you sign a contract, for example, with AT&T, to build
a telecommunications system in the city of Cairo, you create a pipe-
line. It might take them 5 years to build that telecommunications
system, but you create a pipeline right off the bat. I think you, hav-
ing been in business, understand how this goes. If you don’t sign
a multi-year contract with some institutions, they are not going to
be interested in working with you. They need to be somewhat as-
sured that they are going to have some business before they begin
hiring people to do the job.

So, I agree that you should continue to pressure us on how we
are managing the pipeline. We have developed, as part of our new
management system, a capacity to look at a pipeline with a graph
just like this (indicating) for any country in the world and tell you
exactly which account is available and how old the money is within
that account. That gives USAID a management capacity that it has
never had before. The Administrator, even, if someone trusts him
to look at these kinds of issues, can turn around and punch a but-
ton on his computer and actually bring up the pipeline for any
given country nowadays. That is especially useful today because we
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have to reprogram resources because we do not have enough to get
by. If there is a project that is not working and it is old money,
it causes you to raise the question right off the bat: Why is that
old money hanging around? It is obviously not working for our in-
terests.

So, I think we have really managed this a lot better than it has
been managed in the past.

Senator SARBANES. Wouldn’t you say, though, I understand that
a 2 year limit on your pipeline might not give you enough latitude
to handle some of these projects which take much longer than that
to do? Wouldn’t that be correct?

Mr. ATWOOD. That is absolutely right. We are already getting
into an area here where some institutions may not wish to work
with us because they don’t have the confidence that the program
is going to go on long enough. It is bad enough having an annual
appropriation and not being sure. But once we get that appropria-
tion, we would like to create projects that do take that much time
to get done with institutions that are sure of the relationship they
have with us.

Senator SARBANES. If I could continue, Mr. Chairman——
Senator HAGEL. Sure.
Senator SARBANES. [continuing]. the other point is, aside from

getting the institutions to work with you, some projects to be
done—for instance, you are going to do the water and sewer system
for Cairo, let’s say. Well, the way to do the water and sewer system
is to do the system. That is the best way to do it. That is the way
you bring in the best institutions. That is the most efficient way
to do it.

But to do the water and sewer system of Cairo is not a 2 year
project.

Mr. ATWOOD. No. Absolutely right.
Senator SARBANES. And to do part of the water and sewer system

of Cairo is not the way to do the job, correct?
Mr. ATWOOD. That is absolutely right. The other aspect of it is

making sure the Egyptians are involved so they can maintain the
system after we leave it behind. These things do take time and re-
quire the training of local contractors and the like.

Senator HAGEL. You are not now living under that 2 year notice?
Senator SARBANES. I believe it’s 4 years.
Senator HAGEL. Is it 4 years or is there nothing stated?
Mr. ATWOOD. I am told there is no statutory limitation. But I can

give you statistics on this in terms of the amount of money that
is over 4 years old. There is very little money that is over 4 years
old.

Of our total pipeline, which is $7.5 billion, only $500 million is
older than 3 years.

Senator HAGEL. OK. Thank you.
Senator Sarbanes or Senator Biden?
Senator SARBANES. I have some questions from Senator Feingold

for the Administrator and will submit them. They can be answered
for the record.

Senator BIDEN. I have no further questions, thank you, Mr.
Chairman.

Senator HAGEL. Senator Sarbanes, do you have anything further?
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Senator SARBANES. Nothing.
Senator HAGEL. I, too, will ask, Mr. Administrator, for you to re-

spond to some additional questions. I will ask for unanimous con-
sent to keep the record open till close of business Friday—without
objection.

That is the way we will give our colleagues here—and you know
the drill, Mr. Administrator—additional time to ask any questions
for the record.

I just want to say that I am grateful that you would be forthcom-
ing. I look forward to working with you on this issue and others.
What you are involved in and your reach is considerable. It is im-
portant and we all have a responsibility, as I said, and my col-
leagues, who have been at this, shouldering the wheel, much longer
than I have, a responsibility to speak plainly and directly to the
American public to help explain why what we are doing is in their
best interest.

If there are no other comments, we are adjourned. Thank you.
Mr. ATWOOD. Thank you.
[Whereupon, at 4:30 p.m., the hearing was adjourned, to recon-

vene at 11:02 a.m., February 27, 1997.]
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THE STATE DEPARTMENTS ADMINISTRATION
OF FOREIGN AFFAIRS FISCAL YEAR 1998
BUDGET

THURSDAY, FEBRUARY 27, 1997

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 11:02 a.m., in room
SD–419, Dirksen Senate Office Building, Hon. Rod Grams (chair-
man of the subcommittee), presiding.

Present: Senators Grams, Feinstein, Robb, and Biden.
Senator GRAMS. I would like to welcome all of you to this hear-

ing. I do have a brief opening statement. We do expect Senator
Biden to be here shortly. Also Mr. Robb is here, and any others
that might join us between now and then. Then we will also take
time to listen to your opening statements, as well.

I will just say, if we go more than 6 or 7 hours, we will take one
break in between. So, just to let you know.

Mr. KENNEDY. That is much appreciated, sir.
Senator GRAMS. But, again, I want to welcome all of you to this

first hearing of the Subcommittee on International Operations in
the 105th Congress, and of course, I look forward to a very busy
and also a very productive work schedule for the subcommittee in
the weeks ahead. I also want to thank Mr. Patrick Kennedy, the
Acting Under Secretary for Management at the State Department,
for coming along today to testify before us on the President’s fiscal
year 1998 request for the ‘‘Administration of Foreign Affairs’’ budg-
et.

Mr. Kennedy, at the outset, I would like to make it clear that I
am proceeding with this hearing on the assumption that the ad-
ministration is developing and will present to Congress a proposal
for the reorganization of the State Department and also related for-
eign affairs agencies. While the subcommittee will not be question-
ing you today about the specifics of any State Department reorga-
nization plan, I certainly intend to work on this issue with Chair-
man Helms, Senators Joe Biden and Dianne Feinstein, our distin-
guished ranking members respectively for the Foreign Relations
Committee, and also for this subcommittee, along with Senator
Chuck Hagel, who is the Chairman of the Subcommittee on Inter-
national Economic Policy. It also should be noted that both Senator
Sam Brownback and Senator Gordon Smith, who also will serve on
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this subcommittee, have also expressed considerable interest in
this matter as well.

In recent months, Secretary of State Madeleine Albright, and her
predecessor, Warren Christopher, have expressed their concern
that America’s ‘‘diplomatic readiness’’ had been undercut by inad-
equate resources. Now, given these statements, I think it is useful
to put the President’s request for the State Department’s ‘‘Adminis-
tration of Foreign Affairs’’ budget into some kind of a context. A
comparison of the fiscal year 1998 budget request to the estimated
funding for fiscal year 1997 yield an increase of only about 2 per-
cent. That is just under the rate of inflation.

Now, while I certainly intend to review the increased request of
$60 million in the ‘‘Administration of Foreign Affairs’’ budget very
carefully, it is a rate of increase that seems relatively modest, in
light of the administration’s somewhat alarmist rhetoric on our for-
eign affairs funding. The purpose of making this point is not to
argue that the President should have submitted a higher budget
request in this particular area, of course. Instead, it is to suggest
that despite some of the finger pointing in the direction of Capitol
Hill, the decision to curtail certain elements of foreign affairs
spending has been driven by stark budgetary realities that both the
administration and Congress realize.

Moreover, these are the same realities that the Foreign Relations
Committee recognized 2 years ago when it passed a State Depart-
ment reorganization plan that would have yielded substantial sav-
ings. Now, obviously, as the Congress and the administration work
toward a balanced budget, both branches are learning to live with-
in new limitations. As a result, tough decisions in setting budget
priorities must be made, and both branches should be prepared to
take full responsibility for them.

Now, having said that, I want to make it absolutely clear that
there is not a single member of this subcommittee or the Foreign
Relations Committee who wants to see America’s ability to conduct
foreign policy undermined by vastly outmoded technology, by crum-
bling overseas facilities, or inadequate security for our U.S. dip-
lomats. The challenge facing the administration is to demonstrate
that not only have the fundamental needs been neglected, but also
that the State Department has proposed the most effective and effi-
cient solutions to meet these needs. If this is done, I believe you
will find strong bipartisan support for these key areas of your
budget.

However, past experience should motivate Congress also to exer-
cise thorough oversight regarding budget plans. Of course one nota-
ble example is the construction of the new American embassy in
Moscow. Hundreds of millions of dollars have been wasted in a
seemingly futile effort to address security problems, and the em-
bassy is still not complete.

I believe it is also reasonable for Congress to ask how some of
the budgetary constraints for the State Department’s fundamental
needs have been compounded. For instance, let us look at the effort
currently underway to modernize information technology. It is easy
to poke fun at the Wang computers that still sit on so many desks
at the State Department, but these monuments to 1970’s tech-
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nology did not just arrive there last year. In fact, this type of com-
puter technology has been outdated for more than a decade.

I understand that continued reliance on the State Department’s
Wang computers now presents an additional dilemma as the Agen-
cy tries to address the year 2000 problem in a cost-effective man-
ner. The essential question is whether this administration, and
possibly previous administrations, have given sufficient priority in
the past to maintain adequate information technology within the
context of the entire 150 account.

In some ways, this obviously goes beyond the scope of this hear-
ing, but the administrative costs cannot be considered in a vacuum.
It is more than a little puzzling that the administration has contin-
ued to request millions of dollars for certain development assist-
ance programs which have not been proven effective, while the
technology infrastructure that is necessary to carry out U.S. diplo-
macy has become woefully outdated.

But in any case, this hearing is really the Senate’s first oppor-
tunity this year to examine the State Department’s operations and
programs in depth.

So, again, Mr. Kennedy, we want to welcome you here to present
the Department of State’s Administration of Foreign Affairs budget
for fiscal year 1998, and also to outline the Department’s priorities.
I hope that this hearing will be the first step in getting down to
business to craft the legislation, within the context of a balanced
budget, that adequately funds the infrastructure the United States
needs to advance its foreign policy objectives.

So, again, I want to welcome you. I see Senator Feinstein is here
as well this morning, and I would like to turn it to you for your
opening statement.

Senator FEINSTEIN. Thank you very much, Mr. Chairman. Let
me begin by offering my congratulations on your chairmanship of
this committee.

Senator GRAMS. Thank you.
Senator FEINSTEIN. I was particularly impressed to learn you

were in fact a delegate to the United Nations, and I look forward
to your expertise as we try to restructure a much better and more
positive relationship, bring reform to the United Nations, and,
eventually, pay our dues.

This hearing may not make front-page news, but I believe that
the discussion that we start today is at least as important to the
future of the world community as anything else that is happening
in the world today. For well over a decade, the United States has
been steadily reducing the amount of money it devotes to inter-
national affairs, its Agencies, and its programs. When current fig-
ures are adjusted for inflation, these cuts in recent years have been
significant — 50 percent since 1984. Fifty percent.

As we move toward a new millennium and the creation of a new
international system, the United States must have the resources to
ensure that strong and proactive diplomacy secures American pros-
perity and security in the years to come.

In 1991, the Soviet Union collapsed. By many measures of power,
the United States is stronger today than at any time in the 20th
century. Yet we are consuming our National security capital and
diminishing our future influence by refusing to make necessary in-
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vestments today. We put at risk our ability to continue to safe-
guard our future at precisely the time when we need to be able to
act decisively to define the post-cold war world that is coming into
being.

There are many who believe the world is a safer place because
of the Soviet Union’s collapse. I am not one of them. With 30 wars
now raging across the globe, with the growth of regional and ethnic
conflict, with the ability to smuggle nuclear technology the world,
in my view, is not at all a safer place.

Now, I do not suggest that we indiscriminately throw money at
the Department of State or at any other Department. But I do be-
lieve that we must work together to create a more effective and ef-
ficient Department of State, and one that is really better able to
handle the problems I have just enumerated — the outbreak of re-
gional and ethnic conflicts, the spawning of nuclear technology ille-
gally around the world, the renegade states that potentially offer
great threat to our own prosperity and our own security.

So I was pleased to see that the administration has requested an
increase in funds for international affairs in the 1998 budget re-
quest. I have a number of questions.

I must tell you I was delighted to hear, Mr. Chairman, when you
mentioned crumbling facilities and outmoded technology, because I
have been in many of our crumbling facilities and outmoded tech-
nological missions abroad, particularly, I must tell you, in Asia. In
China, the most populous nation in the world, our embassy is in
great disrepair. I have been there many, many times. I have never
seen a single frill. I have seen leaking roofs. I have seen broken
and outmoded facilities. I have seen very little modern technology.

So the needs are there. I think our ability to respond to them,
particularly at this time, when the world is once again going
through a transition of leadership in the largest country in the
world, is extraordinarily important.

I look forward to working with you. I welcome Mr. Greene and
Mr. Kennedy, and look forward to their comments.

Senator GRAMS. Thank you very much, Senator.
Senator Smith, did you have an opening statement that you

would like to make?
Senator SMITH. Just, Mr. Chairman, congratulations on your

chairmanship.
Senator GRAMS. Thank you.
Senator SMITH. I look forward to serving on your committee, and

I welcome the witnesses.
Senator GRAMS. Thank you very much. Senator Robb.
Senator ROBB. Thank you, Mr. Chairman.
I am not a member of the subcommittee, but as a member of the

full committee, I recognize the importance of the jurisdiction that
this committee has, particularly at this important period. Your
statement and Senator Feinstein’s statement reflect the gravity of
the kinds of choices that we are going to have to make. Although
I will not be able to remain for the full hearing, I wanted to at
least hear part of the presentation that our principal witness is
going to make today, because we are all going to have to grapple
with the ultimate conclusions of the subcommittee.

I thank you.
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Senator GRAMS. I thank you for being here. Thank you very
much.

Mr. Kennedy, I would like to open it up for you to have your
opening statement. I would just request you try to keep it to about
10 minutes, and a reminder that your full statement will be en-
tered into the record as if read.

STATEMENT OF PATRICK F. KENNEDY, ACTING UNDER
SECRETARY FOR MANAGEMENT, U.S. DEPARTMENT OF STATE

Mr. KENNEDY. Thank you very much, Mr. Chairman. I am
pleased to appear before the committee today, and I definitely ap-
preciate your opening remarks about the need for appropriate dip-
lomatic readiness.

The Senate Foreign Relations Committee has a long history of
assisting the State Department in its efforts to advance the foreign
policy interests of the American people. Your efforts have been in-
valuable in the past, and I am seeking it again today as I testify
in support of the Department of State’s fiscal year 1998 budget re-
quest for those accounts which fund State Department operations.

At your request, I will not read my entire statement today. I ap-
preciate your entering the full statement in the record, and I will
then summarize the major points.

Secretary Albright spoke eloquently before this committee during
her confirmation hearings about the foreign policy requirements
that underpin this budget request. She outlined the principal for-
eign policy challenges before us today, and pointed to the chal-
lenges that lie ahead of us in what remains of the century.

In order to meet these challenges, there is a real need for diplo-
matic readiness — maintaining, or in many cases restoring, the
human and material infrastructure that allows the Secretary and
others, whether they work for the State Department or other Agen-
cies of the U.S. Government, to advance the national policy agenda
overseas.

This is not an easy burden. To support and advance American in-
terests around the world, the State Department maintains some
250 diplomatic and consular posts in 164 countries. These plat-
forms are the home bases not only for the Department of State, but
also for more than 200 other U.S. Government entities that help
support and advance American interests.

The operation of these platforms clearly supports the Depart-
ment’s request for the amount specified in the President’s budget,
both for our own operations as well as for those we carry out as
a provider of support services to all Agencies with an overseas
presence.

In order to help improve our ability to manage such a worldwide
operation, and ensure that every tax dollar is wisely utilized, the
Department has made significant progress on a number of impor-
tant management issues. I will speak about them later in my pres-
entation.

Finally, we are making increasingly greater use of strategic plan-
ning — in compliance with the Government Performance and Re-
sults Act — to ensure that we allocate our scarce resources to the
highest priorities. Let me begin by highlighting the major elements
of our budget request.
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We need to fund mandatory pay raises — and overseas as well
as domestic inflation. We must continue to improve our information
technology infrastructure. Our budget request seeks $40 million ad-
ditional for funding in this area. We need additional funding for
other initiatives as well — hosting important international con-
ferences, upgrading our entire infrastructure in China, and comply-
ing with legislated arms control mandates.

We must continue to support an aggressive Border Security Pro-
gram, particularly by upgrading consular systems, employing new
technologies, and adequately funding worldwide consular oper-
ations. We must maintain our overseas inventory of facilities to
promote operational efficiency, employee health and safety, and an
extended useful life for our buildings.

In her confirmation hearings before this committee, Secretary
Albright noted that American leadership in the world derives from
having the full range of foreign policy tools, including military force
and vigorous diplomacy. We need to approach diplomacy with the
same commitment that has made our Armed Forces what Secretary
Albright referred to as the best-led, best-trained, best-equipped,
and most respected in the world.

Diplomatic readiness is the basic foundation of a vigorous, con-
stant, creative, and effective diplomacy. There are three principal
components of diplomatic readiness:

The first is human resources. We need a work force that reflects
the vigor and diversity of the Nation it represents. We also need
the right number of skilled employees — with foreign language,
functional, and technical expertise — who are well prepared to rep-
resent the varied interests of the United States overseas, build ef-
fective relationships with their international counterparts, exercise
foreign policy leadership, protect American citizens, and provide
operational support for the conduct of foreign affairs.

The second is information. We need highly qualified personnel
and the information technology capability to gather, analyze, and
communicate information efficiently.

Infrastructure and Operations is the third component. We need
well maintained office and overseas residential facilities, supported
by efficient administrative, financial, logistical, and security sys-
tems, which enable employees to conduct business properly at
home and abroad.

Diplomatic readiness helps achieve real foreign policy goals. For
example, how can we maintain constructive relations with the
great powers without the right people with the right skills in our
most important diplomatic missions?

How can we advance the Nation’s economic and commercial in-
terests abroad without properly trained and equipped personnel in
the right places to help break down trade barriers, support U.S.
business, and negotiate mutually beneficial investment and tax
agreements?

How can we effectively promote consular services to American
citizens traveling and living abroad if we successively reduce budg-
ets that cause us to close more overseas posts or reduce staffing at
the posts that we are able to keep open?

There has been a cumulative, negative impact on our diplomatic
readiness produced in recent years by the flat budgets the Depart-
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ment has had since 1993. Information systems have, as you have
noted, fallen behind in technology, interconnectivity, and reliabil-
ity. Buildings, as Senator Feinstein has noted, require substantial
renovation.

For well over a decade, we have not been able to maintain realis-
tic replacement cycles for critical equipment that support overseas
operations, such as computers, telephone systems, vehicles, and of-
fice and residential equipment. Staffing gaps, even at key embas-
sies, are now the rule, rather than the exception.

Language training, arguably the most important training done at
the National Foreign Affairs Training Center, has been cut back.
Other training has been reduced even further. Without adequate
security resources, the risks to our personnel, facilities, and infor-
mation will soon exceed what is prudent.

The Department has recently undertaken a number of manage-
ment initiatives, which are designed to make the optimal use of the
human and material resources that you provide us. The first is
called ICASS, the International Cooperative Administrative Sup-
port Services system, which is a new way to manage and fund ad-
ministrative support for all U.S. Government Agencies operating
abroad. ICASS will fund and provide detailed information for sen-
ior managers so that for the first time they will have information
on the full costs of overseas support, with the objective of obtaining
quality services at the lowest possible cost.

At the mission level, these costs will be distributed equitably and
transparently under the guidance of a local ICASS council, com-
posed of representatives of all U.S. Government Agencies.

Logistics Re-engineering: The Department’s logistics re-engineer-
ing project is redesigning worldwide logistics support operations.
Work will be organized around the total logistics process to provide
materiel and services faster, better and cheaper. We hope to
achieve greater efficiency in operations, move work from complex
and expensive channels to simpler and more economical processes,
and reduce inventory carrying costs, as well as transportation and
internal processing costs.

Our Overseas Staffing Model calculates staffing requirements for
overseas posts based on their workload — consular and administra-
tive staffing — or derivatively as a function of the post’s global, re-
gional, and bilateral foreign policy priorities, primarily political and
economic staffing.

Based on the relational assessment of the post staffing require-
ments worldwide, the model provides Department management
with an analytical tool for allocating personnel resources consistent
with foreign policy objectives and priorities, adjusting staffing lev-
els proportionately to deal with any funding level for personnel,
and determining staffing levels for any new posts. This staffing
model will be revalidated on a regular basis.

Border Security: The Department has an ambitious border secu-
rity program that includes deploying advanced technology to all
consular posts within 3 years. State and other agencies are actively
sharing data to enhance the U.S. Government’s ability to screen
out terrorists, narco-traffickers, and other criminals.

Every visa-issuing post now has a sophisticated, automated
name-checking system to help prevent the issuance of visas to peo-
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ple who should not receive them. Every post now also utilizes the
Machine Readable Visa System, which offers numerous security
features to help strengthen border security.

In recent years, the infrastructure deficit has had a dramatic im-
pact on many elements of the Department’s information handling
systems, as has been noted. For example, over 40 percent of the
Department’s overseas telephone switch gear is obsolete, 82 percent
of all our radio equipment overseas is obsolete, and 55 percent of
our overseas computer equipment is also obsolete.

Like all organizations in the public and private sector, the De-
partment must also accelerate planning for and implementation of
measures to solve the year 2000 dilemma, as the chair has noted.

A key strategy that we will actively pursue beginning in fiscal
year 1998 is the retention of revenues generated by all fees. In the
past, we have retained only those fees for the Machine Readable
Visas and for expedited passport processing. In fiscal year 1998, we
expect to retain the fees sufficient to: Support the delivery of high-
quality standardized consular services that the American citizens
expect from their Government, implement an effective immigration
policy, improve the Nation’s border security, and contribute to the
delivery of other critical services.

The Department is responsible for the acquisition, operation, and
maintenance of some 12,000 office, residential, and other properties
abroad, which support some 200 U.S. Government entities at over
250 posts. The Real Estate Asset Management Program disposes of
unneeded properties and uses the proceeds to meet higher priority
real property needs. This program generated $59 million in the
past two fiscal years, and with these funds and other appropriated
balances, new facilities were purchased which now save the U.S.
Government over $12 million every year in avoided lease costs.

Diplomatic Security: The most important security issue that we
face now is the need to combat the threat of terrorism worldwide,
particularly in the Middle East. To meet this threat, the
Counterterrorism Budget Amendment provided an additional $38
million in no-year funding for the Department, of which $23.7 mil-
lion will be used for improving and emphasizing security upgrades.

While producing an immediate response on the terrorist threat,
the Bureau of Diplomatic Security must also develop a longer-term
strategy for a more stable budget level to address security require-
ments worldwide. We rigorously apply a risk management strategy
to the implementation of our security standards at all overseas
posts. We calibrate the established generic standards and counter-
measures to meet specific posts, specific threats, and specific times.
This technique avoids the waste inherent in using a one-size-fits-
all approach to meeting security standards, and allows the Depart-
ment to husband scarce security resources.

The Department has also expanded its outreach to the U.S. busi-
ness community overseas through the Overseas Security Advisory
Council, which helps protect life and facilities through information-
sharing activities, involving over 1,500 American businesses having
overseas operations.

The State Department has also actively engaged in a strategic
management process that includes meeting the requirements of the
Government Performance and Results Act. Under the leadership of
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an advisory group of nine assistant secretaries, strategic planning
teams are developing an overarching International Affairs Strate-
gic Plan, covering all U.S. Government activities abroad and, based
upon that plan, a Department of State Strategic Plan.

Once reviewed by senior leadership, the plans will be the subject
of consultations with our stake holders and customers, including
other Agencies, OMB, and the Congress, in the coming months.

Finally, the Department already requires overseas missions and
bureaus in Washington to prepare annual performance plans,
which will now be derivative of the Department’s strategic plan.

In conclusion, Mr. Chairman, when Secretary Albright testified
on the President’s budget request before the House International
Relations Committee, she observed that there will be many occa-
sions, in many places, where we will rely on diplomacy to protect
our interests, and we will expect our diplomats to defend those in-
terests with skill, knowledge, and spine. But she also noted that we
cannot have world-class diplomacy on the cheap. We must invest
the resources required for American leadership.

Mr. Chairman, that last sentence is the essence of my message
today. To carry out a reasonable, forward-looking U.S. foreign pol-
icy — one that advances the national interest everywhere in the
world — requires the level of diplomatic readiness that the Presi-
dent’s fiscal year 1998 budget request supports. Give us the tools
we need, and together we will do the job — and do it well.

Thank you very much.
[The prepared statement of Mr. Kennedy follows:]

PREPARED STATEMENT OF MR. KENNEDY

Introductory Remarks
I am delighted to be here to testify in support of the Department of State’s FY

1998 budget request for those accounts which fund Departmental operations. The
opportunity to appear before you today is extremely important; the effort to secure
the funding that will allow American diplomacy to do its job is one in which I be-
lieve and to which I am fully committed.

Secretary Albright has already spoken eloquently before this Committee, and on
other occasions in other fora, about the substantive foreign policy requirements that
underpin this budget request. She has outlined the principal foreign policy chal-
lenges before us today, and pointed to the challenges that lie ahead of us in what
remains of the century and beyond. In order to meet these challenges, there is a
need for ‘‘diplomatic readiness’’ — maintaining, or in many cases restoring, the
human and material infrastructure that allows the Secretary and others, whether
they work for the State Department or other agencies of the US Government, to ad-
vance the national policy agenda overseas.

This is not an easy burden. To support and advance American interests around
the world, the Department of State maintains some 250 diplomatic and consular
posts in 164 countries. These ‘‘platforms’’ are the home bases for not only the De-
partment of State but also for more than 200 other US Government entities who
help support and advance American interests. These platforms involve operating in
150 different foreign currencies, developing local compensation plans for every coun-
try where we have diplomatic and consular posts, maintaining 12,000 buildings, and
supporting 23,000 State Department employees — American and foreign nationals,
overseas and here at home — and another 20,000 employees of other US Govern-
ment agencies overseas. Our telecommunications facilities handle over 4 million
telegrams per year, our Passport Agency issues over 6 million passports annually,
our overseas posts issue over 8 million visas each year, and our consular officers
overseas annually respond to over 2 million requests for American citizen services.

The operation of these platforms clearly supports the Department’s request for the
amount specified in the President’s budget, both for our own operations as well as
for those we carry out in our role as a provider of support services to all agencies
with an overseas presence. In order to help improve our ability to manage such a
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world-wide operation, and insure that every tax dollar is wisely utilized, the Depart-
ment has made significant progress on a number of management initiatives that de-
serve both your attention and your continuing support. I will speak about them
later in my presentation.

Finally, we are making increasingly greater use of strategic planning — in compli-
ance with the Government Performance and Results Act of 1993 — to insure that
we allocate our scarce resources to the highest priorities. We are doing this at the
broad, international affairs level, and at the overall Department level and within
our organization at the bureau and program levels. However, strategic planning —
while focusing resources on high-priority goals — does not allow us to fund all of
the foreign policy objectives that make up our national security agenda.

Budget Summary Comments
Let me begin by highlighting the major elements of our budget request, before I

discuss the programs and activities that contribute to ‘‘diplomatic readiness’’ and
the management initiatives which we are implementing to manage our resources
more effectively.
1. We need to fund mandatory pay raises and overseas as well as domestic inflation.
2. We must continue to improve our information technology infrastructure — install-

ing telecommunications systems, local area networks, personal computers, and
software; modernizing our corporate information systems. Our budget request
seeks $40 million additional funding in this area.

3. We need additional funding for other initiatives as well — hosting the Inter-
national Telecommunications Union Plenipotentiary Conference and an inter-
national environmental cooperation conference, upgrading our entire infrastruc-
ture in China, and complying with legislated arms export control mandates.

4. We must continue to support an aggressive Border Security Program, particularly
by upgrading consular systems, employing new technologies, and adequately fund-
ing worldwide consular operations.

5. We must maintain our overseas inventory of facilities to promote operational effi-
ciency, employee health and safety, and an extended useful life for our buildings.
We will continue to use the proceeds of sales to make cost-effective real property
purchases where there is both a demonstrated need and documented cost benefits.

Diplomatic Readiness
Secretary Albright, in the statement submitted to this Committee for her con-

firmation hearing last month, noted that American leadership in the world derives
from having the full range of foreign policy tools, including military force and vigor-
ous diplomacy. The Secretary also cited the direct contribution to sustained Amer-
ican leadership over the past half-century made by a constant and creative diplo-
macy. Noting that one of her principal tasks will be to work with the Congress to
ensure that we have the diplomatic representation that our people deserve and our
interests demand, she pointed out that ‘‘first-class diplomacy’’ requires a serious in-
vestment of resources.

We need to approach diplomacy with the same commitment that has made our
Armed Forces what Secretary Albright referred to as the ‘‘...best-led, best-trained,
best-equipped, and most respected in the world.’’ Diplomatic readiness is the human
and material infrastructure that allows us to advance our national policy agenda
overseas. It is the basic foundation of a vigorous, constant, creative, and effective
diplomacy. Diplomacy can prevent many crises, but it must also be poised to devote
its resources to those crises which cannot be prevented.

There are three principal components of diplomatic readiness:
1. Human Resources: We need a workforce that reflects the vigor and diversity of

the nation it represents. We also need the right number of skilled employees —
with foreign language, functional, and technical expertise — who are well pre-
pared to represent the varied interests of the United States overseas, build effec-
tive relationships with their international counterparts, exercise foreign policy
leadership in embassies abroad and in Washington, protect American citizens, and
provide operational support for the conduct of foreign affairs

2. Information: We need highly qualified personnel and the information technology
capability to gather, analyze, and communicate information efficiently.

3. Infrastructure and Operations: We need well maintained office and overseas resi-
dential facilities, supported by efficient administrative, financial, logistical, and
security systems which enable employees to conduct business properly at home
and abroad.
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But ‘‘diplomatic readiness’’ is also much more than words like human resources,
infrastructure, and information normally evoke. ‘‘Diplomatic readiness’’ has a
much more direct link to achieving real foreign policy goals than is apparent from
those words. For example:

• How can we maintain constructive relations with great powers if we do not
have the right people with the right skills present in our most important diplo-
matic missions? Think of Russia, and the critically important transformation it
is currently undergoing. And reflect on how important it is for our future that
we have good information about and good communications with our former glob-
al adversary.

• How can we advance the nation’s economic and commercial interests abroad
without properly trained and equipped people in the right places at the right
time to help break down trade barriers, support US business efforts in foreign
markets, and negotiate mutually beneficial investment and tax agreements with
foreign governments?

• How could we have made meaningful contributions to preventing the spread of
weapons of mass destruction and promoting peaceful solutions to regional con-
flict if we had not been able to establish and staff properly embassies in the
new countries that emerged from the collapse of world Communism?

• And how can we effectively provide consular services to American citizens trav-
eling or living abroad if successively reduced budgets cause us to close more
overseas posts or reduce staffing at the posts we are able to keep open?

‘‘Diplomatic readiness’’ is sustained, primarily but not exclusively, by the Admin-
istration of Foreign Affairs title of our appropriations. The increase above the es-
timated FY 1997 level we are requesting — just under $60 million — is a genuinely
modest increment when you consider the return in terms of advancing our national
interests that this investment can achieve. And it appears even more modest if one
considers the cumulative, negative effects on our ‘‘diplomatic readiness’’ produced in
recent years by the flat budgets the Department has had since 1993.

Let me review some of those negative effects.
• Information systems have fallen behind in technology, interconnectivity, and re-

liability.
• Buildings require substantial renovation.
• For well over a decade, we have not been able to maintain realistic replacement

cycles for critical equipment that supports overseas operations like computers,
telephone systems, vehicles, and office and residential equipment. And the situ-
ation gets worse every year.

• Staffing gaps, even at key embassies, are now the rule, not the exception.
• Language training, arguably the most important training done at the National

Foreign Affairs Training Center, has been cut back. Other training — the pro-
fessional development, area studies, and functional/technical courses — has
been reduced even further.

• We must continue to address a security infrastructure gap. Without adequate
resources, the risks to our personnel, facilities, and information will soon exceed
what is prudent.

Management Initiatives
The Department has undertaken a number of management initiatives over the

past year which I would like to review for you today. They are all worthy of your
attention, and are designed to help us make optimal use of the human and material
resources you provide us.

ICASS
The International Cooperative Administrative Support Services (ICASS) system
is a new way to manage and fund administrative support for all US Govern-
ment agencies operating at diplomatic missions abroad. ICASS is a customer-
driven system that depends upon the active involvement of all users. It will also
capture direct and indirect costs.
Additionally, under ICASS, several categories of overseas costs previously paid
by the Department from its own base funding (such as building operating ex-
penses for government-owned and long-term leased properties, and non-residen-
tial local guards), — which total about $100 million — will be shared by all
users.
ICASS will provide senior managers for the first time with information on the
full costs of overseas support, with the objective of obtaining quality services at
the lowest possible cost. At the mission level, these costs will be distributed eq-
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uitably and transparently under the guidance of a local ICASS council composed of
representatives of all US Government agencies.

The financial underpinning of ICASS is the Department’s Working Capital
Fund (WCF). Using the WCF will capture various costs that comprise overseas
administration and make reimbursement more transparent and more equitable
than under the old process. During FY 1997, the Department is operating under
‘‘virtual’’ ICASS, i.e., using ICASS methodology and the WCF, although still
billing other agencies under the old reimbursement process (FAAS). In FY 1998,
ICASS will go ‘‘live.’’ The Administration will be submitting a budget amend-
ment shortly to reflect those shared administrative costs that will now be borne
by other agencies. We ask your support for that amendment.

Logistics Re-engineering
Antiquated and costly logistics operations have historically impaired overall
performance and reduced diplomatic readiness for all US Government agencies
operating overseas. Additionally, funds for replacement systems and equipment
have been reduced over recent years, thus increasing maintenance costs and
rendering most operations significantly less efficient.
The Department’s logistics re-engineering project is redesigning worldwide lo-
gistics support operations. Work will be organized around the total logistics
process to provide materiel and services better, faster, and cheaper. Implemen-
tation of this project has begun, and it is expected to take approximately two
years. Affecting about 600 employees in different organizations, 200 of whom
are contractors, the establishment of the new logistics management organiza-
tion will be started following a reprogramming notification to the Congress.
We anticipate savings will accrue from greater efficiency in operations, and
from the movement of work from complex and expensive channels to simpler
and more economical processes. Other savings will come from reduced inventory
carrying costs, transportation and internal processing costs, and from less de-
pendence on contractors. Also, replacing about 30 old computer applications
with just a handful of new ones will avoid the cost of upgrading and conversion,
and reduce out year maintenance and operating expenses. More efficient service
delivery and increased satisfaction on the part of internal customers are also
principal goals of this re-engineering effort.

Overseas Staffing Model (OSM)
After an intensive development project, we have produced the Overseas Staffing
Model (OSM). The OSM calculates staffing requirements for overseas posts
based on workload — either as objective data (consular and administrative
staffing) or derivatively as a function of the post’s global, regional, and bilateral
foreign policy priorities (primarily political and economic staffing). Based on the
relational assessment of post staffing requirements worldwide, the Model pro-
vides Department management with an analytical tool for: (1) allocating person-
nel resources consistent with foreign policy objectives and priorities; (2) adjust-
ing staffing levels proportionately to deal with any funding level for personnel;
and (3) determining appropriate staffing levels for new posts.
The OSM, which will be revalidated on a regular basis, provides staffing guide-
lines not rigid templates to be applied universally. There will always be special
circumstances produced by shifting policy priorities, the way in which diplo-
matic relations are or must be conducted in certain countries, and the ability
to get work done in certain environments. We have begun the validation process
for the staffing levels proposed by the OSM. We asked overseas diplomatic mis-
sions to evaluate in this year’s Mission Program Plan submission how they
would carry out their responsibilities under the Model’s proposed staffing levels.
The Overseas Staffing Board (OSB) will review these findings later this spring,
and make whatever adjustments to post categories are required. The OSB is ex-
pected to meet twice a year to provide the Under Secretary for Management
with recommendations for staffing changes

Border Security
The Department has an ambitious border security program that includes de-
ploying advanced technology to all consular posts within three years. State and
other agencies are actively sharing data to enhance the US Government’s abil-
ity to screen out terrorists, narco-traffickers, and other criminals. For example,
the Department — in cooperation with the Immigration and Naturalization
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Service (INS) — is developing a prototype system to capture fingerprint infor-
mation on non-immigrants from high-crime areas.
Every visa-issuing post now has a sophisticated, automated name-checking sys-
tem to help prevent visa issuance to persons whose presence in the US would
constitute either a security concern or be contrary to our immigration law.
Every post now also utilizes the Machine Readable Visa (MRV) system, which
offers numerous security features which strengthen US border security.
The Department’s Bureau of Diplomatic Security (DS) has frilly trained law en-
forcement agents in many US embassies abroad, and works closely with our do-
mestic passport agencies to investigate the whole range of passport and visa of-
fenses. DS agents have doubled their number of passport and visa fraud related
arrests from 256 in 1992 to 567 last year.
Since 1994, the Department has been authorized to collect and retain fees from
the issuance of MRVs for consular operations and to enhance border security
activities. Projected FY 1997 collections in MRV fees, which also help fund in-
vestments in information management and communications networks, total
$137 million.

Information Technology
In recent years, the infrastructure deficit has had a dramatic impact on many
elements of the Department’s information handling systems. For example:
About 40% of overseas telephone switch gear is obsolete; 82% of all radio equip-
ment overseas is obsolete; and 55% of overseas computer equipment is obsolete.
The Department has submitted its Strategic Plan for Information Resource
Management, as well as an associated tactical plan, to the Congress. As part
of the strategic planning process, the Department has created a cost model for
needed improvements to meet the infrastructure and communications needs by
the year 2001. Although the Department has not yet initiated a formal Work-
force study, our initial review already indicates significant weaknesses in both
total staffing and skill levels needed to meet existing and expanded responsibil-
ities by the year 2001.
Like all organizations in the public and private sector, the Department must
accelerate planning for and implement measures to ‘‘solve’’ the problems posed
by the Year 2000 dilemma — the fact that almost all current software and some
hardware recognize only two digits in a date, and thus will register the year
2000 as 1900. This alone is expected to cost $135.2 million. To the extent that
the Department will be required to reprogram funds to cover such costs, such
reprogramming could divert resources that would otherwise go towards mod-
ernizing our antiquated information technology capabilities.

Fee Retention
A key budget strategy that we will actively pursue beginning in FY 1998 is the
retention of revenues generated by all fees. In the past, we have retained only
fees for Machine Readable Visas (MRVs) and for expedited passport processing.
In FY 1998 we expect to retain fees sufficient to:

1. support the delivery of standardized, high-quality consular services that
American citizens expect from their government;

2. implement an effective US immigration policy;
3. improve the nation’s border security; and
4. contribute to the delivery of other critical services.

In the long run, we expect to see gains in operational efficiency and improve-
ments in the way we manage our resources. A user-charge system will enable
us to gauge public demand for services and to shift our resources to meet these
needs. The schedule of fees for consular services is also being revised, with an
eye toward updating the services provided overseas. Services originally estab-
lished in the days of sailing ships are being streamlined and modernized.

Asset Management
The Department is responsible for the acquisition, operation, and maintenance
of over 12,000 office, residential, and other properties abroad which support
some 200 US Government entities at over 250 embassies, consulates, and other
posts abroad. The Department continually reviews its real property inventory
to determine which properties are no longer needed, which are too big or too
small, which are too expensive to maintain, and which need improvements. The
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real estate asset management program disposes of unneeded properties and
uses the proceeds to meet higher priority real property needs.
This program generated $59 million in the last two fiscal years, and with these
funds and other appropriation balances new facilities were purchased which are
now saving over $12 million annually in avoided lease costs — a saving which
will recur every year. Keeping leasehold costs under control is critical to pre-
serving funding for even a modest maintenance and rehabilitation program,
which is critical to the protection of life and property, and to preserving the
value of our real estate.

Diplomatic Security
The most important current security issue is the need to combat the threat of
terrorism worldwide, especially in the Middle East. To meet this threat, the
Counterterrorism Budget Amendment provided an additional $38 million in no-
year funding for the Department, of which $23.7 million will be used for im-
provements emphasizing security upgrades (both physical and technical secu-
rity) and the deployment of additional security personnel to the Middle East re-
gion.
While producing an immediate response on the terrorist threat, the Bureau of
Diplomatic Security (DS) must also develop a longer term strategy for a more
stable budget level to address the full scope of security requirements worldwide.
After five years of security infrastructure erosion, DS will begin to address its
highest needs both in terms of national security information as well as person-
nel security. DS is also working with other elements of the Department to de-
velop cost-sharing procedures for overseas security and for domestic criminal in-
vestigations, using fees generated by the Machine Readable Visa program to
fund operational and systems support for the ‘‘border security’’ initiative.
DS has rigorously applied a risk management strategy to the implementation
of its security standards at all overseas posts. We calibrate the established ge-
neric security standards and counter-measures to meet specific threats at spe-
cific posts at specific times. This technique avoids the waste inherent in using
a ‘‘one-size-fits-all’’ approach to meeting security standards and allows the De-
partment to husband scarce security resources.
DS has also expanded its outreach to the US business community overseas
through the Overseas Security Advisory Council (OSAC). Begun in 1994, OSAC
has focused its efforts on the protection of life and facilities, and accomplishes
this through various information-sharing activities involving over 1,500 Amer-
ican businesses having overseas operations. In recent years OSAC has also
begun to focus on the protection of information with the increase in inter-
national industrial espionage.

Strategic Planning
The Department’s is actively making progress in strategic management, includ-
ing meeting the requirements of the Government Performance and Results Act
(GPRA) of 1993. Under the leadership of an Advisory Group of nine Assistant
Secretaries, a Strategic Planning Team is developing an overarching Inter-
national Affairs Strategic Plan covering all US Government activities abroad
and, based on that plan, a Department of State Strategic Plan. Once reviewed
by senior leadership, the plans will be the subject of consultations with our
‘‘stake holders and customers’’ (including other agencies, OMB, and the Con-
gress) in the coming months.
Critical to our success is the development of meaningful performance indicators,
by which we can track our progress in achieving goals and objectives. This task
has been relatively easy in the management area (such as consular operations,
administration, and diplomatic security). Policy areas in the political and eco-
nomic fields have proven to be more difficult.
Finally, the Department already requires overseas missions, and bureaus in
Washington, to prepare annual performance plans which will now be derivative
of the Department’s strategic plan. The process in place now involves the devel-
opment of Mission Program Plans (MPPs) in the fall and Bureau Program Plans
(BPPs) in the spring. Efforts are underway to streamline the process and to
frilly integrate planning and other aspects of resource management.

Conclusion
Secretary Albright testified earlier this month before the House International Re-

lations Committee to support the President’s budget request for foreign policy re-

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00075 Fmt 6601 Sfmt 6621 E:\HEARINGS\47753.002 INET01



71

sources. In addressing the variety of perils that have replaced the single, overriding
threat of the Cold War era, she observed that ‘‘there will be many occasions, in
many places, where we will rely on diplomacy to protect our interests, and we will
expect our diplomats to defend those interests with skill, knowledge, and spine.’’ But
she also noted that ‘‘...we cannot have world-class diplomacy of the cheap. We must
invest the resources required for American leadership.’’

Mr. Chairman, that last sentence is the essence of my appeal to you today. To
carry out a reasonable, forward looking US foreign policy — one which advances the
national interest everywhere in the world — requires the level of ‘‘diplomatic readi-
ness’’ that the President’s FY 1998 budget request supports. Give us the tools we
need, and we will do the job and do it well.

Senator GRAMS. Thank you very much, Mr. Kennedy.
We have been joined by Senator Biden. I would like to open it

up for an opening statement if you would like to.
Senator BIDEN. I will be very brief. Thank you, Mr. Chairman.

I would ask unanimous consent that my entire statement be placed
in the record as if read.

Senator GRAMS. Without objection.
Senator BIDEN. And I will just make two very brief points. One,

I agree with Mr. Kennedy and Secretary Albright that it seems to
me that the total number being requested is, from my view, a mini-
mum number. I do not know how we can do less. Clearly, we can
find savings. The committee has to work to eliminate wasteful or
duplicate spending.

But even if we were able to find considerable savings, assuming
we agreed — which we obviously would not, because you have sub-
mitted your best budget to us — there are places where we should
be spending more money. There are places we should be spending
more money that I suspect you would like to have the money to
spend, but you have not put it in your budget because you are real-
istic about what you think you can get.

But, for example, if we find any savings — and this is what one
of the functions of this committee is — I would not seek to use
those savings to reduce the overall budget of the Department, but
instead shift some of the resources. For example, the Department
seeks $40 million to improve its information technology.

Translated into non-State Department speak, that means tele-
phones, that means computers, that means this State Department
of ours is operating in a way, in terms of your technology base, like
some companies were in 1980 or in 1978 in some case places. You
need these kinds of upgrades. You need them badly. You need more
than you have asked for, in my opinion.

A second point I would make, and then I will cease, Mr. Chair-
man, is that I would also, if we were able to find these savings
here, I would caution my colleagues to look at whether or not we
should really reduce the total number that some are talking about
reducing. Because I would also redeploy some resources to ensure
a much more robust diplomatic presence in Russia and the New
Independent States, where our interests are in ensuring the suc-
cess of the transformation from communism to democracy, from
planned economies to market economies.

This is a big, big deal. We are going to be judged, in my view,
all of us, not just this committee, but everyone in Government —
my kids, who are just starting their careers, when their children
are writing their graduate theses about the development of Amer-
ican foreign policy in the 20th century, they are going to look at
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this period and say we either hit a home run or we struck out. I
mean this is a big deal.

This is one of those rare instances in American diplomatic his-
tory where we are going to set the stage for what happens for the
next 25 years. We do not get to do that very often. Usually, all we
get to do is bend the curve a little bit, bend the curve of history
slightly. Here we may be able to change the trajectory. We may
not, but we have a chance, like we did in 1946, 1947, and 1948.

So I think that redeployment of some of these assets are also
something we should be considering. So, I am thankful that the ad-
ministration and the witnesses are here to move, and the interest
of the chairman and committee in this. But, again, I hope we are
not looking at this in terms of — we cannot afford — I have heard
the mantra — we cannot afford to cut defense anymore, and I have
shared that view. We cannot afford to cut the international budget
anymore. We cannot afford to do it.

At any rate, I thank you, Mr. Chairman, and thank you for al-
lowing me to enter a more full statement in the record.

[The prepared statement of Senator Biden follows:]

PREPARED STATEMENT OF SENATOR BIDEN

Mr. Chairman, today the committee begins a review of the budget of the Depart-
ment of State.

Of course, this review does not begin in a vacuum. We are all aware that a larger
question looms: Whether to reorganize our foreign affairs infrastructure.

As I stated yesterday, I have an open mind about the question of reorganization.
The stalemate of the last two years — the result, in large part, of the paralysis of
the election cycle — need not continue.

But everyone should understand that willingness to consider reorganization does
not equate with a willingness to further reduce our budget for international affairs.

Rather, the President’s request of $19.5 billion for international affairs should be
regarded as the bare minimum needed to assure that we can protect our interests
around the globe.

By any measure, spending on international affairs has dropped dramatically in
the last several years. The $18.3 billion allocated to international affairs in fiscal
1997, if adjusted for inflation, is 25 percent less than the average over the previous
twenty years, and nearly one-third below the spending levels of a decade ago.

As a bipartisan, blue ribbon panel recently stated: ‘‘The cuts already made in
international affairs [spending] have adversely affected, to a significant degree, the
ability of the United States to protect and promote its economic, diplomatic and
strategic agendas abroad. Unless this trend is reversed, American vital interests
will be jeopardized.’’

It is commonly asserted that Americans have grown weary of international in-
volvement and will not support adequate spending for international affairs. It is
said that they are tempted by a so called ‘‘Neo-isolationism.’’

I believe this view underestimates the American people. The slogan ‘‘America
first’’ no doubt holds appeal. But as most Americans understand, we could not hide
from the world if we tried.

Instead, they understand that, even with the cold war over, our international re-
sponsibilities have not diminished. We face new security challenges in Europe and
Asia, new narcotics threats in Latin America, and new proliferation challenges
around the world — to name just a few issues on the agenda.

We cannot meet these responsibilities without adequate resources. In that regard,
I am today sending a letter to the Senate Budget Committee in which I urge that
the committee consider the President’s budget request for foreign affairs — the so
called ‘‘Function 150 account’’ — as a floor for international affairs spending.

Anything less should be regarded as a retreat from international engagement.
To be sure, the committee must seek to eliminate wasteful or duplicative spend-

ing. We should be rigorous in our oversight role — in searching to reduce funding
in areas that are no longer needed.
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But once we find those savings, I would not seek to reduce the overall budget for
the Department — but instead seek to shift those resources to areas of higher prior-
ity.

For example, the Department seeks a $40 million increase to improve its informa-
tion technology — its computers and phones. This program is essential for the De-
partment to carry out it basic mission.

I would also redeploy resources to ensure that we have a robust diplomatic pres-
ence in Russia and the new independent states — where our interests in ensuring
the success of the transition from communism to Democratic capitalism are of criti-
cal importance.

Mr. Chairman, I look forward to working with you and the Chairman of the Full
Committee as we move forward in this process in the coming weeks.

Senator GRAMS. Thank you very much, Senator.
Beginning on the questioning, Mr. Kennedy, as I said in my

opening statement — by the way, I think we will set a time of
about 8 minutes in these rounds of questioning, which will give the
Senators time, and time for you to respond adequately and not try
to hurry it along, but to give a little bit of an opportunity. So, we
will set the timer at 8 minutes, if that would be fine.

Mr. Kennedy, again as I said in my opening statement, the sub-
committee will not be engaging you today on the specifics of a State
Department reorganization plan. However, I did want to mention
that this issue did come up yesterday in Senator Hagel’s sub-
committee hearing on the budget for the Agency for International
Development. My understanding is that, at that hearing, again, the
distinguished ranking member of the Foreign Relations Committee,
Senator Biden, made it very clear that he had an open mind on
this issue. I want to express my appreciation to the Senator for his
comments yesterday and to let him know as well that I want to
work with him to craft a State Department reorganization plan
which the committee as a whole can support.

In that regard, Mr. Kennedy, let me just ask you if it is your un-
derstanding that the administration is developing a reorganization
plan for the State Department and related foreign affairs agencies
as well?

Mr. KENNEDY. Mr. Chairman, as Secretary Albright testified be-
fore this committee during her confirmation hearing, everyone at
the State Department believes that it is very important to us to
have an effective and efficient means to implement U.S. foreign
policy. She and everyone have an open mind on this issue, and we
look forward to continuing this dialog, because we do approach it
with an open mind.

Senator GRAMS. Can you tell us approximately maybe when this
plan would be ready to come forward to this committee?

Mr. KENNEDY. The Secretary is personally addressing this Mr.
Chairman.

Senator GRAMS. But no timetable or — —
Senator FEINSTEIN. Is personally — I am sorry, is personally

what?
Mr. KENNEDY. The Secretary has said she has an open mind on

this and, as she indicated to this committee, she has an open mind
on the subject.

Senator BIDEN. Mr. Chairman, that is State Department-speak
for he has no idea, and the Secretary has not begun to look at it
yet.
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Senator GRAMS. I will make a note of that. I am learning the dia-
log.

Senator BIDEN. But I promise you she will.
Senator GRAMS. If I could just bring up one other housekeeping

issue this morning, Mr. Kennedy. I have talked to Chairman
Helms, and both of us have agreed that we want to move expedi-
tiously to mark up the State Department authorization bill. Now,
given that it is almost March, can you tell me how soon the State
Department will be able to send us its legislative language for the
basic authorizing or authorities that it is requesting for our fiscal
year 1998?

Mr. KENNEDY. We are currently and actively working on our leg-
islative package that would authorize not only the President’s
budget request, but update a number of State Department adminis-
trative procedures along the lines of good Government. I have
every reason to believe and we hope that we are going to be able
to submit this to you fairly soon.

Senator GRAMS. Well, it would be for the committee’s advantage
and also for everyone else involved that it would be helpful if we
could have the legislation from the State Department maybe by as
early as next week. Would that be in the realm of possibilities?

Mr. KENNEDY. It is in the realm of possibility. We want to work
with this committee and other key committees to make sure that
we have the resources and the legislative authorities necessary to
implement U.S. foreign policy in absolutely the best way possibil-
ity.

Senator GRAMS. We appreciate the cooperation.
The State Department’s budget request includes a $40-million in-

crease in the capital investment fund, as Senator Biden mentioned,
for the modernization of information technology infrastructure.
Again, we can go back to phones and computers, and I know how
they can be outdated. I bought a computer in 1990; in 1994 it was
outdated. Everything had surpassed it as far as technology.

In addition, you have sent Congress an extremely detailed tac-
tical plan, describing the Department’s ongoing investment in in-
formation resources management. I believe this is the binder of the
plan that is involved with that?

Mr. KENNEDY. Yes, sir.
Senator GRAMS. It is currently estimated to cost $2.7 billion over

5 years. Could you describe for the subcommittee the nature of the
crisis in information technology infrastructure that the State De-
partment is facing?

Mr. KENNEDY. Certainly. As I mentioned earlier, 40 percent of
our telephone switchboards overseas are now obsolete; 80 percent
of the radio equipment we use, both for emergency purposes and
for management purposes abroad, is obsolete; and 55 percent of the
computer equipment at our posts abroad is obsolete. We arrived at
this point because, over the last decade, the State Department’s
budget has declined in real purchasing power by about 17 percent.
I am talking about now the State Department operating accounts
for which I am responsible.

Over the last 5 years, the State Department’s budget has been
flat. During the last 5 years, we have also opened some score of
new embassies in the former Soviet Union, in the Baltics, in the

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00079 Fmt 6601 Sfmt 6602 E:\HEARINGS\47753.002 INET01



75

Balkans, and in South Asia. In order to open those new posts,
which are very important for the implementation of U.S. foreign
policy, the control of narcotics, the control of the spread of arms,
to protect American citizens, to promote American business, to get
the funds necessary to open those new posts with a static budget,
we have essentially diverted funds from our replacement cycle,
from our capital investment accounts—to open and establish those
new posts, to obtain facilities for them, to buy them computer
equipment, telephones, and to pay the salaries of the personnel at
those installations. Many of those installations are exceedingly
more expensive to operate in a relative sense because of their re-
mote locations in Third and Fourth Worlds.

So, over the past 5 years, the equipment replacement cycles that
we should have been maintaining, especially in the information
technology arena, have been essentially thrown out, and we have
lived off the assets we now have. We have kept our current stock
of computer equipment, our current stock of telephones, our cur-
rent stock of radios, and simply used the funds that we should
have used to replace that equipment to open these new posts. Now,
we have reached the end of our rope.

The equipment is literally dying. We have the year 2000 problem
that you have referred to, and therefore we need to move ahead.
The $2.7 billion figure that is used in the tactical plan is for all
costs, including the operation, the maintenance, the equipment re-
placement, the training, the applications. We currently spend now
about $420 million a year on all the personnel costs that are relat-
ed to information technology and information management on on-
going operations, on the important circuitry that links our far-flung
network to Washington. But what we do not have is the replace-
ment cycle.

Senator GRAMS. What are the major initiatives or priorities that
the State Department is proposing in the IRM plan to address
what would be the most severe technology needs, especially those
facing the immediate deadlines as you just mentioned—again, the
2000 problem?

Mr. KENNEDY. We have put together what is essentially an eight-
point package, and let me just quickly run through that. First of
all, to make sure we spend the money wisely, we need a coordi-
nated standards and planning operation. We are implementing
that through the aegis of the newly established chief information
officer. On the year 2000 problem, we were given a grade of ‘‘B’’
by a recent Government Operations Committee, which I am not
happy with; I much would prefer an ‘‘A,’’ but I will settle for the
‘‘B’’ because I think it shows a significant degree of progress.

Senator GRAMS. You did pretty good. Some got an ‘‘F.’’
Mr. KENNEDY. I understand that.
One of the few advantages of having such antiquated equipment

is that with the technology program we are putting into place, we
can throw out all the old equipment, and we do not need to spend
any money replacing that equipment. We have an infrastructure
program that will put into effect the network that needs to be done.
The $40 million will help bring the equipment to the desk top. We
have an applications and software development group that is work-
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ing to integrate the new equipment and the year 2000 issue and
the far-flung network.

We are going to spend just the minimum amount necessary on
our legacy equipment, just to carry that limping forward until we
get the new equipment in place. We have a training schedule in
place for our human resources. Last, we have a configuration man-
agement committee that makes sure that everything we do fits to-
gether seamlessly, so that there is no waste.

Senator GRAMS. And just to follow up quickly—I know my time
is up, but what steps have you done to make sure that the new
equipment that you buy and the technology you install will not be-
come so obsolete so readily? Or how do you maintain the cutting
edge, so to speak, of that technology? So what steps are you taking
and how are we going to be assured that we do not invest today
in something that is obsolete by the year 2000?

Mr. KENNEDY. The combination of our chief information officer
and our deputy assistant secretary for information management in
the Bureau of Administration have formed a committee which has
oversight from senior Department-level personnel. They are the
ones what have put together the strategic plan and the tactical
plan that has been submitted to the Congress.

This plan builds in a 4-year replacement cycle, which is the cur-
rent industry standard. That is part of the funding we seek. So,
that everything does become obsolete, but it is not going to become
obsolete faster than is rational and faster than industry standards
would dictate. That is part of the strategic and tactical plan that
is before you.

We do not necessarily need to be cutting edge on everything. We
just simply need to have a plan, which we believe we have submit-
ted, that is rational and realistic.

Senator GRAMS. And that it does the job?
Mr. KENNEDY. And that it does the job, yes.
Senator GRAMS. Very good. All right. Thank you very much, Mr.

Kennedy.
Senator Feinstein.
Senator FEINSTEIN. Thank you very much, Mr. Chairman.
Mr. Kennedy, I am just trying to understand some of this in the

facility rehabilitation. You have a total request of $48.3 million.
That represents a $4.7 million increase. You are selling property.
You hope to get, of those sales, as I understand it, $108 million
from what is called major unbudgeted facility requirements. Is that
a correct reading?

Mr. KENNEDY. We have split our efforts into two parts. We are
seeking appropriated funds, as we have outlined in our budget, in
order to carry a 5-year program. The General Accounting Office has
identified some $250 million in deferred maintenance that must be
caught up on. So, we are requesting facilities maintenance money
on a 5-year schedule, in order to repair and rehabilitate our exist-
ing facilities. We know, in some locations, that we need new facili-
ties.

Senator FEINSTEIN. But I think you are missing my point. These
are unbudgeted facility—are these sales of things the Department
would sell?

Mr. KENNEDY. That is the second part of our program.
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Senator FEINSTEIN. That is what I am interested in.
Mr. KENNEDY. Yes.
Senator FEINSTEIN. What are they?
Mr. KENNEDY. OK. There are a number of locations where we

know we do not have adequate facilities now. It is not that we can
rehabilitate what we have; we simply do not have enough facilities.
Examples might be Berlin. The German Government, by the year
2000 or 2002, is going to shift their capital of Germany from Bonn
to Berlin. The Government of Nigeria is planning on moving their
capital from Lagos to Abuja. We have never had an adequate em-
bassy. We are now literally operating out of trailers in Luanda, An-
gola. So, we have these unbudgeted requirements. There is no cap-
ital program money submitted here.

China, which you referred to earlier in your opening remarks, is
another example where we have facilities that need to be rehabili-
tated. But even after we rehabilitate them, they will not be ade-
quate. So, the State Department, under what we call our asset
management program, has identified U.S. Government facilities
around the world which we believe we can make excess to our
needs. We will put those facilities on the market, generate proceeds
of sale, and under the Foreign Buildings Act, we have the authority
to receive those funds back into the Foreign Buildings Act, and
then we will turn around and build or buy new facilities in other
locations in order to meet the second part of the infrastructure defi-
cit.

Senator FEINSTEIN. All right. I understand what you are doing.
I am looking at the committee staff analysis here. It is listed. I
guess I am not understanding it. It has listed $14 million in hous-
ing and office space in Bangkok and China; $30 million in new dip-
lomatic facilities in Abidjan, Kampala; and $10 million in asset
management initiatives in India; 18 million in relocation of diplo-
matic facilities from Bonn to Berlin and Frankfurt; then $108 mil-
lion in major unbudgeted facility requirements. That is what is
puzzling me.

Mr. KENNEDY. All right. Those are facilities such as new facilities
in Guanzhou.

Senator FEINSTEIN. But are not these things you are selling?
Mr. KENNEDY. No.
Senator FEINSTEIN. Oh, all right. I thought these were——
Mr. KENNEDY. These are our needs.
Senator FEINSTEIN. OK.
Mr. KENNEDY. These are new facilities, new office buildings, new

support structures, new housing that we do not have, and I do not
have room within——

Senator FEINSTEIN. Is that Guanzhou?
Mr. KENNEDY. Guanzhou.
Senator FEINSTEIN. OK.
Mr. KENNEDY. Guanzhou.
Senator FEINSTEIN. Canton, in other words?
Mr. KENNEDY. Canton.
Senator FEINSTEIN. Right.
Mr. KENNEDY. Those are new facilities that we need. I have

nothing there to rehabilitate, so it is additive. But since I do not
have room in my budget to request new capital money, I will sell
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other State Department facilities in other locations and take that
money and apply it to the building or the purchase in these
unbudgeted areas.

Senator FEINSTEIN. OK. All right. I think I understand now, and
I thank you for that.

It is also my understanding that a large part of the funds needed
to upgrade the embassy facilities in Beijing are dependent on the
sale of the old embassy building in Bangkok. I gather that building
has been sitting for some time, looking for a buyer. Is this going
to take a year or 2 years?

I am very impressed with the China 2000 Plan that Ambassador
Sasser has prepared. I would like to see it move ahead. I believe
it is necessary and that our embassy in Beijing can be a much big-
ger help to America than it is today if it just has some adequacy.

How long is it going to take, and will its sale hold up the remod-
eling of the embassy in Beijing or its replacement?

Mr. KENNEDY. The answer, Senator Feinstein, it unfortunately
is. The work in Beijing is dependent upon the sale of our properties
in Bangkok or elsewhere in the world. One of the compounds in
Bangkok which formerly housed part of our embassy is on the mar-
ket right now. We thought we had a buyer for it, and that buyer
was the high bidder in an auction process we ran. That buyer has
now defaulted on the contract, and we have now remarketed the
project. But we are actively engaged in this effort.

Since I have no money for capital programs, and as you rightly
note, we have desperate needs in Beijing, I have the maximum in-
centive on me every day to move those properties in Bangkok or
elsewhere in the world. In fact, we are trying to market three prop-
erties in Bangkok as we speak. I am doing everything I can with
my colleagues every day to move those to sale at the right price so
I can put that money into China as fast as I can.

Senator FEINSTEIN. Let me ask you, do your auction procedures
say that if the high bidder defaults you go to the next bid, or do
you have to re-bid the whole thing?

Mr. KENNEDY. We can go to the second bidder if there was a sec-
ond bidder who has bid a reasonable amount of money.

Senator FEINSTEIN. Was there in this case?
Mr. KENNEDY. There was not a second bidder in Bangkok that

bid anywhere close to the appraised value.
Senator FEINSTEIN. So the answer, really, bottom line, to the

question is, nobody knows how long it will be?
Mr. KENNEDY. That is correct, but——
Senator FEINSTEIN. That is unfortunate.
Mr. KENNEDY. But we intend to move ahead as expeditiously as

we can. I will be meeting with Ambassador Sasser next week. This
is literally our highest priority.

Senator FEINSTEIN. Thank you.
Mr. Chairman, I have a number of questions. Could I submit my

questions to you and perhaps they could be submitted to the De-
partment for their response?

Senator GRAMS. Sure. You could take a couple of extra minutes,
too, if you would like, before we move on.

Mr. KENNEDY. Senator, may I add one thing?
Senator FEINSTEIN. Certainly.
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Mr. KENNEDY. While we are working on the building issues,
which is certainly a major issue, we have already funded a new
telephone system for Bangkok. We diverted other funds to that.
The installation will begin shortly. The installation is taking
place——

Senator FEINSTEIN. You said Bangkok, did you mean——
Mr. KENNEDY. I am sorry, Beijing.
Senator FEINSTEIN. Right.
Mr. KENNEDY. My apology. Beijing. Right now, as we are meet-

ing, the new computer equipment, the desktop computer equipment
for our personnel in Beijing, is now being installed by a State De-
partment team. So, while we are seeking the large capital sums
that a building requires, we, at the same time, are moving ahead
on those smaller components that we can immediately get our
hands on.

Senator FEINSTEIN. May I ask one more question?
Senator GRAMS. Sure.
Senator FEINSTEIN. I realize this is an open hearing, but I was

wondering if you could provide us with any informational detail
about the measures that are being taken by State to protect itself
and its information against unauthorized access to its computer
system or the decipherment of encrypted messages containing clas-
sified information? Are there additional security measures incor-
porated in this budget request?

Mr. KENNEDY. We have interleaved the protection of national se-
curity information into every single aspect of our information tech-
nology program. The State Department rigorously adheres to the
standards promulgated by the National Security Agency. So, every-
thing we do in the information technology field, in the transmission
of information, and in the handling of that information adheres to
the national security standard procedures.

That is part of our plan here. The $260 million of the $2.7 billion,
which is part of the strategic and tactical plan for our 5-year pro-
gram, is an information security portion.

Senator FEINSTEIN. And this is a very high priority to me.
Mr. KENNEDY. It is.
Senator FEINSTEIN. Do you feel you have adequate resources to

be able to move vigorously, on a high-priority basis, to do what has
to be done?

Mr. KENNEDY. If the President’s budget is passed, the answer to
that question is yes.

Senator FEINSTEIN. Thank you.
Thank you very much, Mr. Chairman.
Senator GRAMS. Also, Senator Feinstein, if there is a need or if

the opportunity arises, we could maybe have plans to, maybe in a
closed hearing, go into more detail on the security aspects and any
questions that we might want to add to that. So, we are going to
leave that as an open possibility, again, if the opportunity or needs
arise, where we can get this information.

Senator FEINSTEIN. All right. I am glad you share that interest,
Mr. Chairman, because I think today our Ambassadors are more in
physical jeopardy, as are the facilities and the embassy staff. We
all recall what happened in Pakistan and other areas. I really
think we need to beef up our security.
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Mr. KENNEDY. I could not agree with that more. Security, both
physical and technical, is literally one of our highest priorities.

Senator FEINSTEIN. Thank you.
Thank you, Mr. Chairman.
Senator GRAMS. Thank you, Senator. We will submit the rest of

your questions in writing, and hope that we can get these back
within a week. I know we will have others that will want to submit
questions in writing as well. We will probably follow up with some
other questions in detail.

Mr. KENNEDY. Certainly, Mr. Chairman.
Senator GRAMS. Again, trying to work together and as quickly as

possible, if we could get you to respond within a week, we would
very much appreciate it.

Mr. KENNEDY. We will certainly do that, Mr. Chairman.
Senator GRAMS. Thank you very much.
I would like to follow up on some of the questions that the Sen-

ator had dealing with real estate. Of course the most important
thing is always location, location, location. Bangkok probably is not
the most prime location right now. But, as you know, the General
Accounting Office released a report on overseas real estate, which
I have a copy of here, in April of last year. This report concluded
that the State Department holds numerous excess properties that
could generate, according to this report, about $467 million in reve-
nue if sold—excess real estate.

Given that the State Department’s Budget-in-Brief, states that
expected revenues from property sales for fiscal year 1997 and fis-
cal year 1998 will total $316 million, can I safely assume that you
agree with the GAO report? And since your current plans would
still bring you up $152 million short compared to the GAO esti-
mate, what efforts have been made to plan additional property
sales?

Mr. KENNEDY. We agree with the principle that the GAO eluci-
dated, which is our principle, which is to have a rigorous profes-
sional asset management program which identifies any excess U.S.
Government diplomatic properties overseas, and immediately
moves to sell those properties in order to generate the revenue
needed to make the capital investments in properties we have
talked about. We do not agree, however, with every single one of
the properties that the General Accounting Office has identified for
sale.

There are some of the properties that they identified—and one,
for example, they said we should sell a piece of property which was
alongside one of our embassies. We informed the GAO that that va-
cant land—in their mind—was actually part of the security setback
of our embassy, so that we could have an adequate set-off against
the potential for truck bombs. We do not believe that we should sell
that property and endanger our personnel.

They identified in their study other properties which they at-
tached a value to based upon something that is called highest and
best value. They just assume that there were no local zoning re-
strictions, no host country restrictions on the sale of properties, and
that we could sell it to any bidder and generate the highest amount
of money. That is not always the case. Just as the State Depart-
ment and the Office of Foreign Missions rigorously enforces zoning
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rules in Washington and in surrounding areas so an embassy can-
not do anything it wants, we have those same restrictions on us
overseas.

In one city, for example, the GAO suggested that we sell a prop-
erty and we could make tens of millions of dollars because the
builder would build a high-rise building on it. So, we said fine. We
went and talked to the local government official who said, wait a
minute now, that area is zoned for residential properties; we would
not permit you to build a high-rise.

So while we agree with the GAO and we are seeking, as is noted
in our budget submission, to get every single possible dollar—be-
cause I am incentivized to do that—I do not agree with every single
one of the examples they use.

Senator GRAMS. But agreeing or not, there are plans to look at
getting rid of additional excess property?

Mr. KENNEDY. Yes, Mr. Chairman. We have a committee that we
are forming, composed of senior State Department officials who
have no vested interest in the regional areas and three experts
from outside the State Department, but who are other U.S. Govern-
ment real estate experts, to sit down and review these issues, to
make sure that we have the best possible advice.

Senator GRAMS. Given the fact that in 1996, fiscal year 1996, you
had $18 million in sales, is it realistic to assume that there could
be $180 million in fiscal year 1997?

Mr. KENNEDY. Sales are lumpy, Mr. Chairman. For example, we
are already less than two quarters into this fiscal year and we have
already sold $32 million worth of property already this fiscal year.
We are only 5 months into it. We market properties as soon as they
become available.

For example, we have just finished constructing a new compound
in Singapore. We have some very, very valuable property in the
center of downtown Singapore that we will be able to put on the
market. That property was not available last year, because we were
moving into the new embassy. That property is being marketed
right now.

So as these properties come available, because of new construc-
tion or whatever, we immediately move to marketing them. So, I
believe it is possible, although, with the vagaries of the real estate
market, there is no guarantee that something we plan for fiscal
year 1998 would not appear in the first quarter of fiscal year 1999.

Senator GRAMS. I would ask you to detail the sales that are going
to yield this estimated $180 million this year and the actions taken
so far, but maybe I would ask you to do that in writing rather than
going through them piece by piece. But if you could give us a report
on what are some of the immediate plans and maybe detail what
the properties are and the expected prices, that would be helpful.

Mr. KENNEDY. We would be pleased to do that, sir.
[The following material was subsequently supplied for the hear-

ing record by Mr. Kennedy.]

ASSET MANAGEMENT: FY 1997 PROJECTED SALES

The $180 million figure projected in the Security and Maintenance of US Missions
FY 1998 Budget document is based on the total dollar amount to be realized if all
properties projected for sale in FY 1997 are in fact sold and if sales take place at
or near estimated values.

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00086 Fmt 6601 Sfmt 6621 E:\HEARINGS\47753.002 INET01



82

To date, 15 sales have been completed and approximately $38.5 million in sale
proceeds will be realized. In addition, offers have been accepted for another 19 prop-
erties, but sales have yet to be completed. The dollar value of these latter trans-
actions is approximately $69.3 million.

The ability to realize the full $180 million is dependent on multiple factors, many
of which are beyond the Department’s control. Changes in local real estate market
conditions, delayed receipt of host government approval for sale and/or USG tax ex-
empt status, unexpected financial difficulties encountered by purchasers, political
upheavals and/or catastrophic events, unanticipated legal issues requiring resolu-
tion, and the like, frequently intervene and disrupt a sale time line.

The Department intends to use FY 1997 proceeds of sale for residential housing
acquisition to buy down the lease hold account, and to acquire new office and other
diplomatic facilities.

Senator GRAMS. The April 1996 GAO report also determined that
there was no systematic process for identifying and selling State
Department excess property. In the report it recommended that the
Secretary of State create an independent panel to make rec-
ommendations. Now, I do not know if this is what you were just
referring to, of putting this panel together for the sale of excess
property and the reducing of the current inventory. It also rec-
ommended that the Secretary require foreign building operations,
FBO, to report annually to the Under Secretary for Management
on all properties identified as excess.

Again, is this what you were talking about in updating this com-
mittee?

Mr. KENNEDY. Yes, it is, Mr. Chairman. We have established the
panel. I did disagree, in my discussions with the GAO, on the use
of the words ‘‘systematic process.’’ I believe that we do have a sys-
tematic process in place now. Every post files an annual report of
their property holdings. The Office of Foreign Buildings regularly
dispatches personnel to review all of these property holdings onsite.
So, while I believe we have a systematic process, we also went
ahead and established this independent panel. Because I believe
that anything that contributes to my ability to generate revenues
to meet my unmet needs is something worth doing.

Senator GRAMS. There have been a lot of statements from admin-
istration officials about, quote, dire conditions of many of the State
Department’s facilities overseas. We have heard that one Ambas-
sador had to wash dishes in one of the embassy’s bathtubs, that
there are heating systems that do not work, and that some of the
oldest buildings are literally falling apart.

Would you give the subcommittee a picture of the overall state
of U.S. facilities overseas and where the buildings in the worst
shape are located, and again, how you are targeting your plans and
priorities?

Mr. KENNEDY. Certainly, Mr. Chairman.
Every building has a life cycle. The average life cycle, if you use

the engineering standards that are published, says a building has
a life cycle of about 40 years. At the end of 40 years, you must re-
place the electrical systems, replace the heating, venting and air
conditioning systems, replace the roofs.

The General Accounting Office, using figures that they have gen-
erated plus figures from the Office of Foreign Buildings, estimated
that there is about a $250 million shortfall in deferred mainte-
nance of buildings abroad. We use that data to identify the facili-
ties that have the greatest need, and then we target the rehabilita-
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tion money, the $46 million to $48 million, that we have put into
our budget, for the rehabilitation of properties. We target those to
the greatest need.

When you have a program where the average age of our owned
properties is 38 years, we are at that life cycle point. So, using
what we call the Global Maintenance Surveys, every post, in con-
junction with the professional people from the Office of Foreign
Buildings that we dispatch periodically, go out and we survey these
buildings, and we survey the major life systems in each one of
those buildings. We identify the worst cases, and then we target
the fund to meet the facilities that need the most up-to-date work.

Senator GRAMS. Can you describe the trend in funding levels for
the account covering security and maintenance of U.S. missions in
recent years? Has that account been cut dramatically?

Mr. KENNEDY. The account has been——
Senator GRAMS. Not only cut, but I know you said you have

transferred some funds for other Agencies. But I mean the account
itself, has it been cut dramatically?

Mr. KENNEDY. For example, in fiscal year 1996, which is two fis-
cal years ago, we had $386 million in the account. In fiscal year
1997, the current year, it is $364 million. So, that was a cut of al-
most $25 million. Two years ago, about $50 million of balances
were rescinded by the Congress. For this fiscal year, we are trying
to work the appropriations request back up. For fiscal year 1997,
it is about $364 million; for fiscal year 1998, it is $373 million.

If you go back, say, 5 years, it was a lot higher. It was $560 mil-
lion in fiscal year 1993. It dropped to $400 million in fiscal year
1994, $410 million in fiscal year 1995, to $385 million in fiscal year
1996, and then $389 million in fiscal year 1997, which included
some supplemental funding. So, there has been a downward pro-
gression. We basically have not requested funds because of the
need to balance the budget and make comparative tradeoffs.

We have requested no capital money, no money for major re-
habilitations, or no money for new construction. So, we have cut
that off the top, and we are requesting this bare-bones budget for
basically maintenance and rehabilitation.

Senator GRAMS. You mentioned there was $50 million rescinded
by Congress. Has there been any other requests from the State De-
partment for which it has not received funding from Congress?

Mr. KENNEDY. The question, for example, in fiscal year 1997, our
request was $400 million, and the enacted level was about $389
million this year. So, that was $11 million less in enacted.

Senator GRAMS. We will submit a lot of these details for you in
writing, and then hopefully get back a lot of the number-crunching
sort of aspects.

Mr. KENNEDY. We would be pleased to, yes, sir.
Senator GRAMS. On diplomatic security, one of the most impor-

tant responsibilities, as I think Senator Feinstein was pointing out
in her final question, is to provide thorough oversight for the De-
partment’s efforts to ensure that all U.S. diplomatic personnel are
operating in a very safe and secure environment. Certainly the re-
cent deadly attacks on our military personnel in Saudi Arabia have
only gone on to magnify the concerns of all members of the Foreign
Relations Committee.
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Are you confident—I am going to ask this again—that the system
that the State Department uses to assess the level of security, the
security threat to U.S. personnel in each country, is providing an
accurate picture of the security needs? And maybe elaborate on
why you have those feelings.

Mr. KENNEDY. Certainly, Mr. Chairman.
We run a very, very extensive and rigorous threat assessment.

We divide the threat assessment question up in essentially three
groups. We assess the criminal threat against our personnel, we as-
sess the technical threats, and then we assess the terrorist threats.
To each one of those levels we assign four gradations—low, me-
dium, high, and critical threat levels. This is an interagency proc-
ess.

We draw information from the State Department’s professional
regional security officers, assigned at a large number of our mis-
sions overseas, and there is a regional security officer who has ju-
risdiction responsibility for each mission. We marry that up with
our political analysis, and then, with an extensive interagency
process to draw on the threat information from every possible
Agency of the U.S. Government. Then we assign those threat lev-
els.

Once we have assigned a threat level for a post, we then tailor
our deployment of resources to meet those threat levels. If you have
a critical threat post, we certainly deploy significantly more re-
sources than we do at a low-threat post. We analyze some 30,000
security incident reports a year on behalf of the Diplomatic Secu-
rity Service, to see what the threat potential is, and then we tailor
it that amount.

The Congress has been generous to us in the last 2 years in pro-
viding supplemental funding which we have specifically devoted to
that security threat. We have increased the number of local guards.
We have increased the hiring and the deployment of Diplomatic Se-
curity agents. We have bought new armored cars, and we have
begun to replace security equipment—metal detectors, cameras,
motion detectors, ultrasonic detectors—that are very, very much a
part of our security package and our security profile.

Built into the President’s budget request is what we call
annualization, bringing the funds along for fiscal year 1998, so that
the equipment and the personnel that that supplemental made
available to us, we can continue that, to meet those needs in the
out years. Therefore, on the basis of the President’s budget request,
I think, with those fundings, we can feel that we have met the
threat levels.

On the other hand, as you well know, Mr. Chairman, incidents
can occur tragically around the world in places where our threat
level was low, where there was no information derived from any
U.S. Government Agency that would have suspected an incident in
that location. So, we engage in rigorous risk management, and put-
ting the resources against the posts which are most threatened.
But an individual threat can pop up almost anywhere.

Senator GRAMS. But right now you feel comfortable that fiscal
year 1998 requests provide the resources to meet adequately the
needs forsecurity?

Mr. KENNEDY. Yes, Mr. Chairman, I do.
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Senator GRAMS. Could you also detail all the sources of funding
in the State Department’s budget that contribute to the security of
overseas personnel? And I ask as well for any funding from other
budgets, such as the Marine security guards, which is now being
funded by the Department of Defense. Are there any other outside
budgets or sources that are combining to add to the security budg-
et?

Mr. KENNEDY. In addition to our basic operating account that
provides for personnel, security officers and equipment overseas,
that is one source. The Office of Foreign Buildings account, when
they construct and maintain buildings, builds in security features
into those buildings. The Defense Department has assumed the
burden of paying for Marine security guards. However, it should be
noted, whether the DOD assumed that burden, that same amount
of money, $24 million, was reduced from the State Department’s
budget. So, there was no plus-up. This was essentially a transfer
of responsibility.

Also, the local guard forces that we deploy around facilities over-
seas, both office and residential, we do receive some reimburse-
ments from other Government Agencies. For example, if another
Government Agency other than the State Department is the exclu-
sive occupier of an embassy annex, that Government Agency will
reimburse the State Department for the cost of the local guards
who patrol the perimeter of that facility.

I would be glad to go into certain other matters in a closed ses-
sion or briefly, after this, if you wish, sir.

Senator GRAMS. I was just going to bring that up again. I would
appreciate your cooperation if, again, the need or opportunity
arises, to come and meet with this subcommittee in a closed ses-
sion, again, so we could discuss some of the specifics of the security
and the needs.

Mr. KENNEDY. Certainly, I am available at your call.
Senator GRAMS. And also, Mr. Kennedy, I have a final message

on this issue and I would appreciate you taking it back to the State
Department. That is, if there is ever a point in the future when you
feel Congress needs to do more to help protect the diplomats over-
seas, that again I hope you do not hesitate to call me directly. I
feel confident that if you ever found the need to be there, that you
would get a receptive response from me and any other members of
this committee. So, again, to leave that door open. Because security
has got to be first and foremost, of course.

Mr. KENNEDY. Mr. Chairman, I know where your door is. I prom-
ise to find you.

Senator GRAMS. Thank you. The President’s budget proposes—I
am going to be talking about user fees. In his budget proposal, it
includes a government wide proposal to place greater reliance now
on user fees rather than direct appropriations. The State Depart-
ment’s fiscal year 1998 request includes an indefinite appropriation
of $595 million from such fees. What authorities will the adminis-
tration be requesting to implement this user fee program?

Mr. KENNEDY. We will be seeking authorizing and appropriations
language that would permit the State Department to retain fees
that we currently collect for the provision of services. Our belief is
that if we are able to tailor the work we do to certain fees that we
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receive, we will be able to be more responsive to the public and en-
gage in a more rigorous and rational process.

For example, over the last 5 years, the number of passports that
we have issued annually to American citizens has increased by 60
percent; the number of visas that we have issued to foreigners to
visit the United States is up by 12 percent; and immigrant visas
are up as well. When you have this increasing demand for certain
services—we also have increasing demand for authentication serv-
ices in the United States, increasing demand from American busi-
nesses, under the Defense Trade Control Act, for licenses and proc-
essing—this constant growth in demand for these specified types of
services, we are simply unable to keep pace with those for appro-
priated funds.

If we have the ability to collect the fees that are related to the
provision of those services, we feel we are going to be able to then
increase the personnel, the equipment and the facilities to match
those. Therefore fee retention will allow us to provide the American
public, American business, the foreign traveling public which wish-
es to visit the United States, either for business or tourism, we will
be better able to serve those multiple constituencies by taking
those fees and turning them around and applying them to the re-
sources necessary to deliver those services.

Senator GRAMS. If Congress does not give you the authority, is
the administration going to request additional moneys in author-
ization?

Mr. KENNEDY. If we do not——
Senator GRAMS. Or direct appropriations?
Mr. KENNEDY. We would have to come back to you to request ad-

ditional direct appropriations, or we would have to simply cease
doing other activities and shift those funds to keep pace with this
workload. It is a Hobson’s choice that I do not relish making. But
that is why we are convinced that since the fee proposals we have
laid before you are derivative of services that are directly provided
to some elements of the public, but yet not the entire public—not
every person requests a passport—why not take those passport rev-
enues and apply them to getting that requester his or her passport,
and, in effect, not tax the American public as a whole to provide
that passport service?

So that direct relationship between the fee and the passport, the
fee and the visa, the fee and some other service, we believe is a
good government proposal that we are very, very confident is in the
best interest of everyone, including and specifically the American
taxpayer.

Mr. GREENE. Mr. Chairman, I might add to that.
Senator GRAMS. Sure.
Mr. GREENE. We have had lots of internal discussions about this

proposal, and we cannot afford for this proposal to fail. We have
got 25 percent of our worldwide operating budget at play here. For
all the reasons that Under Secretary Kennedy laid out, we hope it
gets passed. It makes a lot of good sense. But the ramifications for
it not getting passed are huge for us.

Senator GRAMS. How so if the other appropriations—if there was
direct appropriations to replace that, would that still have the neg-
ative effects that you are talking about?
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Mr. GREENE. It would not be as bad as what I am talking about,
but some of the reasons why we want to do this—the ability to cap-
ture the cost of inflation and constantly investing in these systems
would be lost.

Senator GRAMS. How does the State Department’s fee proposal fit
into the government wide proposal for greater reliance on user
fees?

Mr. KENNEDY. It is one of, I believe, a dozen proposals that the
administration is making to the Congress, that includes, I think,
11 other Agencies.

Senator GRAMS. Now, Mr. Greene, you just mentioned something
about inflation and other things, but what are the parameters for
setting the fees on passports and visas and immigration? And the
question is, will these parameters be included in the administra-
tion’s requested authorization?

Mr. KENNEDY. Mr. Chairman, under OMB Circular A–25, there
is a rigorous procedure in place that does not permit any Govern-
ment Agency to collect a fee that exceeds the cost of providing the
service. That is part of our proposal, that we will continue to ad-
here to OMB Circular A–25. To ensure and give confidence to you
and the American public that we are not cooking the books on the
fees, we turn to an outside entity—Mitre Tech could be an exam-
ple, the Mitre Corporation—to conduct a fee study to make sure
that the fee-for-service figure that is set, what is called the cost of
service, is specifically related to the actual cost of providing that
service.

Senator GRAMS. So you could assure us, then, that the cost asso-
ciated with these services could not be increased in the future, so
that it could not only fund the passports, visas, et cetera, but be
used to go on and support other expanding programs or new pro-
grams?

Mr. KENNEDY. The fees are related to the cost of providing the
service. But what we need to do is ensure that those fees cover
what we call the fully loaded cost of providing that service, includ-
ing the utilities of the building. I mean obviously there is the cost
of the passport book and the person who processes it, but then
there is the other costs that are in there. Now, those are built into
the fee proposal and would be part of the fee package as well—
what is known as fully loaded costs, the actual and true cost to the
American people of providing that full service.

Senator GRAMS. OK. Moving on to another topic. This is very rel-
evant to my home State of Minnesota, and Minneapolis. The Inter-
national Telecommunications Union, which helps further global co-
operation on telecommunications, is going to be holding its 1998
conference in my home State of Minnesota. The city of Minneapolis,
of course, is going to be very delighted to be hosting this important
conference, which is held only once every 4 years.

Now, the State Department’s Budget-in-Brief, mentions that the
U.S. Government is trying to seek ways to let the private sector
help reduce the expected costs or the estimated costs of the con-
ference to the U.S. taxpayer. Now, I know that many companies in
Minnesota and from across the country have shown substantial in-
terest in the ITU conference, so could you elaborate on these cost-
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share plans and whether they are reflected or not in this budget
request?

Mr. KENNEDY. Mr. Chairman, we believe that the host-ship costs
of holding the quadrennial ITU, as you noted, will be approxi-
mately $14 million. The proposal by the administration is that that
cost be evenly divided, $7 million from the Department of State
and $7 million from the Department of Commerce. It has been sug-
gested that the administration enter into discussions, which we
have been entering into, with various business and aspects of the
private sector, to see if they would wish to bear some portion of
that cost.

The private sector is already bearing a large number of those
costs. I mean, thanks to the goodwill of the people of Minnesota,
the conference site itself in Minneapolis is being made available at
no cost. A large number of the transportation and other hospitality
aspects of the conference are already being borne by the private
sector. There is a parallel trade exposition that will take place and
run concurrently with the conference itself. That entire cost is
being borne by the private sector.

We are and will continue to speak with representatives of the
private sector in any and all opportunities. However, to date, while
they have been very, very generous in making some sums avail-
able, the private sector also believes that there are certain inher-
ently governmental aspects of the conference which should be
borne by the host nation—in this case, the United States—and
which is why we are seeking $7 million, and my colleagues at the
Department of Commerce are also seeking $7 million, in order that
the inherently governmental host-ship aspects will be borne by the
United States.

Senator GRAMS. These shared costs among public and private is
going well. Would this be used as a model for future conferences,
the experiences that you——

Mr. KENNEDY. We actively seek private sector participation in
any and all conferences which are of the nature of something like
the International Telecommunications Union, which has a very,
very high private sector interest. There are certain other con-
ferences, such as arms control conferences, which would have no
true private sector interest.

But yes, the State Department has the authority to receive gifts,
and we use that authority and actively seek the private sector’s as-
sistance and cooperation. We did that for the Summit of the Ameri-
cas, which took place several years ago in Miami. The U.S., in Den-
ver, Colorado, this year, will be host of the G–7 economic summit,
and we are seeking private sector contributions to that as well.

Senator GRAMS. I want to move on to another subject that you
mentioned in your opening statement, and that was ICASS. As you
know, the administration plans to fully implement the Inter-
national Cooperative Administrative Support Services program in
fiscal year 1998, a new system for cost-sharing among Federal
Agencies. ICASS will provide for cost-sharing by Agencies operat-
ing overseas, relative to their total overseas presence. Can you de-
tail or give us more information on how that program is going to
operate?

Mr. KENNEDY. Certainly, Mr. Chairman.
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Two years ago, at the initiative partially of the Congress, par-
tially of the State Department, and partially of the Vice President’s
National Performance Review, the State Department asked and the
President’s Management Council convened, an interagency group to
look at the support model overseas. The State Department cur-
rently has about 30 percent of the U.S. Government personnel
overseas and is paying approximately 70 percent of the cost. So, in
effect, we are subsidizing other Agency presence overseas.

This is a significant burden on the Department of State, on the
order of at least $100 million.

The other Agencies were not very pleased with the level of serv-
ice they were receiving, because in these tight budget times, the
State Department constricted, they felt they were not receiving
adequate support. Other Agencies felt that they needed to expand
their overseas presence—law enforcement is a good example. The
State Department could not take on the additional burden of carry-
ing another 70 percent of an increased cost.

So this interagency working group engaged in an extensive study
and came up with the ICASS model. The ICASS model is essen-
tially a transparent, equitable way of allocating the full cost of
doing business overseas. A local council, composed of all Agencies
of the post, sits down and negotiates levels of service and who is
the provider of that service—the State Department, maybe the
Agency for International Development in some other post, maybe
the United States Information Agency has surplus printing capac-
ity in that country and so it would do all the printing.

We have identified some two dozen factors—motor pool mainte-
nance, communications—an Agency will take responsibility, and in
most cases, it will be the State Department—for providing those
identified services, and will work out a level of service that the
Agencies want, and then develop a cost of service. That will then
be divided up, and each Agency will then pay its fair share for the
actual services it consumes.

Senator GRAMS. Is there a particular Agency that will have ulti-
mate authority over activities funded by ICASS?

Mr. KENNEDY. The State Department is the coordinating organi-
zation for ICASS. We have a small staff that share in the ICASS
Service Center, the interagency group that will provide the coordi-
nating mechanism and provide the rules and regulations. But it is
truly an interagency group, with participation from every U.S. Gov-
ernment Agency abroad.

Senator GRAMS. Any estimates on savings? I know you want to
provide the better service, but sometimes you can provide better
service and at less cost. Are you accomplishing both or do you think
you are achieving both goals, and what is the estimate on the sav-
ings?

Mr. KENNEDY. I do not—I regret I do not have a cost savings es-
timate yet, but I believe I will. It is for this reason. Right now no
Agency really knows what its cost of doing business overseas is.
There is no aggregation of that figure. Once we get ICASS into
place, once Agencies all of a sudden have to pay their full cost of
doing business, we are going to be incentivizing everyone to look
for the absolutely lowest-cost means of providing a minimally ade-
quate level of service.
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We are going to be fully implementing ICASS this October 1. I
believe that, within a year or two, we will see savings. Because this
incentivization of seeking the lowest adequate service provider will
be something that is very new, very radical, and very necessary.

Senator GRAMS. But the initial stage of it, you feel confident or
pleased?

Mr. KENNEDY. Yes, sir. Yes, Mr. Chairman. We have had—this
fiscal year, we have been doing what is called virtual ICASS. We
have established the working groups at every posts. We have set
service standards. We have continued to fund the entire operation
out of the State Department’s operating account. But 5 months into
this fiscal year, we are seeing greater cooperation, greater team-
work, and a greater incentivization to look for the best and the low-
est-cost way of doing business.

We have provided the other Agencies with mock bills for this fis-
cal year, telling them what they would have had to pay under the
system and actually what they will have to pay come October 1,
and therefore the incentives are flowing.

Senator GRAMS. OK. Next year, we will come back and follow up
on this and see how this year has gone.

Mr. KENNEDY. I look forward to it.
Senator GRAMS. Mr. Kennedy, the fiscal year 1998 budget re-

quest lists a conference on international environmental cooperation
as a high-priority foreign policy initiative. Now, already the United
States is participating in numerous environmental organizations,
including the United Nations Global Climate Change Convention,
which will be having a major conference, by the way, in 1998 in
Japan.

In addition, last year’s omnibus appropriation bill placed a mora-
torium on U.S. participation in global conferences. Now, given the
level of resources already devoted to high-level international envi-
ronmental meetings and congressional calls to limit global con-
ferences, how does the administration justify this particular budget
request?

Mr. KENNEDY. Mr. Chairman, there are a number of new emerg-
ing issues that have come to the fore since the end of the cold
war—narcotics, human rights, and the environment are three, just
to name a few. Environmental issues have an impact on the Amer-
ican citizenry.

Bad air and bad water can have a deleterious impact on the
United States, as well as on any other country in the world. We
believe that Secretary Christopher made the correct decision when
he identified this as one of his priorities. That $1.7 million is truly
a significant sum of money in the State Department’s constrained
budget environment. However, given the importance of these
issues, we need to find solutions to environmental problems before
they begin to lap over our shores or blow through our atmosphere.

We believe that it is important for the State Department to ad-
dress these issues, as the practitioner of international diplomacy,
and to get countries together to address these issues before they
have a deleterious effect on us. The $1.7 million then represents an
important initiative, in our minds, to protect the American public
through our diplomatic outreach.
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Senator GRAMS. Some of the concern is, with already all the re-
sources going there, to add on another $1.7 million—I know it is
an important area, but when you put it in the list of priorities, and
especially, again, going back to a congressional call to limit global
conferences, that this $1.7 million could be spent better maybe
elsewhere—communications, capital improvements, security, et
cetera. That is the question that we have. It is not like we are not
spending money already in these areas that concern us, but to real-
ly up the ante, so to speak, at the expense of other programs.

Mr. KENNEDY. I agree, Mr. Chairman, that we have to make sure
that we rigorously apply any expenditure, but this kind of environ-
mental conference would literally be the first one of its kind. We
have other conferences that have addressed pieces of the puzzle.
But when you look at the environment, the pieces of the puzzle
come together and present a very, very specific picture. In order to
protect life, property, and the health of the American people, we be-
lieve that the U.S., as the global leader, ought to take this first
step, ought to take this initiative in the environmental area as
well, in effect, in a case of enlightened self-interest.

Senator GRAMS. Moving on to another topic—and I have a few
more questions here that I would like to get through yet—but,
again, the November 1996 GAO report found that the present cable
writing and review process—this is talking about what is consid-
ered the antiquated cable system that we have—and the review
process for cable writing may be too cumbersome, especially given
the widespread use of electronic mail and the possibilities of the
Defense Messaging System for transmitting classified communica-
tions. In addition, the report found that the need for face-to-face
diplomatic meetings might be reduced by using other communica-
tion methods, again, such as video conferencing. What efforts are
being made to readapt these systems and achieve savings, given
the modernization of State Department technology and infrastruc-
ture?

Mr. KENNEDY. We have been working very, very closely with the
Department of Defense, ever since they announced their Defense
Messaging System initiative. I have personally met with Lieuten-
ant General Al Edmonds, who is the head of the Defense Informa-
tion Systems Agency, to make sure that our respective teams are
fully interrelated. We are working with DMS. We are following
this.

We have spoken to DOD, and they have assured us, for example,
that under the contracts that DOD is letting, there is a significant
portion of each one of those contracts that may be ridden by other
national security Agencies to ensure that we can buy compatible
equipment and take advantage of the research and development
that they have been engaged in. So, we are monitoring DMS. We
will have a system that is fully compatible and uses DMS-like
pieces.

At the same time, we realize that while we are using electronic
mail extensively—and one of the easiest measures of that is, up
until several years ago, the average number of cables that the
State Department would send out every year, formal messages,
was in the range of, I think, about 325,000—the number in the last
2 years has dropped below 300,000, because more and more admin-
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istrative and other business can be done effectively and more
cheaply through the electronic mail means—at the same time, we
also need to see that we still have a formal message traffic poten-
tial of communicating to an ambassador an official set of instruc-
tions, so that he or she knows exactly what they want to do. So,
we want to retain that.

That is a feature of the Defense Message System and its State
Department parallel as well. But we are not going to stint on elec-
tronic mail. Our estimates, and it is hard to count electronic mail,
but using the traffic figures, we believe that we are generating at
least 40 million electronic e-mail messages every year. So, we are
following this.

We are also testing video conferencing. The Diplomatic Tele-
communications Service pilot test that was recently completed test-
ed video teleconferencing with both one post in Europe and one
post in the Far East, to find out what are the technologies and
what are the best ways to do it.

My only concern about video conferencing, which we intend to
rigorously pursue, is that there is no industry-wide standard yet
for video conferencing, and we do not want to get too far ahead of
the leading edge and buy a technology that is not going to become
the industry standard. So, we are pursuing that, but we want to
make sure that we do not get ahead of the curve.

Senator GRAMS. How much do you use private industry consult-
ants in knowing what is available, what to purchase, when, how to
integrate it? Rather than inside sources, are you using also private-
sector sources?

Mr. KENNEDY. We use outside consultants extensively. We want
to take advantage of the outside expertise. There is no reason for
an Agency that is as small as the State Department to ever re-
invent the wheel. It is simply too expensive to us. That is why we
will be riding the Defense Message System contract. That is why
we use contractors all the time. The Gartner Group, which is a
very, very distinguished outside consulting group, works with the
State Department extensively, as do any number of other compa-
nies and private individuals.

Senator GRAMS. I see we have a vote on, but I want to just close
up with a couple of quick questions on personnel. As we prepare
the authorization bill, I believe it is very important, very essential
for this subcommittee to have accurate figures about the number
of people employed by the State Department. Can you tell us what
is the total number of people who are currently employed world-
wide by the State Department in any capacity—that includes our
Foreign Service, Civil Service, foreign nationals, part time, tem-
porary employees and contractors—to get a handle not only on au-
thorized positions, but really how many people do we have on the
payroll?

Mr. KENNEDY. Active people around the world? Well, this is a
moving snapshot you realize, but on any given day, there are dele-
tions and accessions, but——

Senator GRAMS. If you can get within 100,000, that would be OK.
Mr. KENNEDY. I believe, on September 30th, of 1996, at the end

of fiscal year 1996, we had in all the categories you listed, 23,022
personnel on board. That is down some 2,700 people, 10 percent,
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since the end of fiscal year 1993. We had almost 26,000 people on
board at the end of fiscal year 1993, and we were down to just a
hair over 23,000 personnel, all the categories you listed, at the end
of fiscal year 1996.

Senator GRAMS. Great. We will ask you to provide some informa-
tion in categories for us in a written question, as well.

Mr. KENNEDY. Certainly, Mr. Chairman.
Senator GRAMS. We appreciate that. Well, that is all the ques-

tions I had. Would you like to make a closing statement of any
kind, Mr. Kennedy?

Mr. KENNEDY. Mr. Chairman, only that we have worked with the
Senate Foreign Relations Committee for many, many years. We ac-
tively seek to continue to work with you. This committee has been
a great supporter of the State Department, and we hope to be able
to continue that relationship. We are always at your disposal. You,
your staff, anyone should always feel free to contact us at any mo-
ment. If there is any question or any issue that we can clarify, we
are here.

Senator GRAMS. Mr. Greene, you have been awfully quiet.
Mr. GREENE. We really appreciate the comments you said

throughout this in terms of supporting our operations worldwide.
It does not get a lot of attention. It genuinely helps us a lot.

Senator GRAMS. And I think we share the same goals. I think it
is to the benefit of the American taxpayer and American society as
a whole to provide the best foreign services that we can through
the State Department, and to update technology to make sure the
facilities, and also the security, are the best in the world. I think
what Secretary Albright said, that we should be and that we are
the leader in the world, and that should be reflected in our foreign
services as well. So, I really appreciate that.

Of course, while we will be asking you for this information, we
leave the door open for cooperation from our end, too, in any up-
coming questions or concerns as well.

So, finally in this hearing, I would ask unanimous consent that
this hearing’s record be kept open for 3 business days for the sub-
mission of written questions by any member of the Foreign Rela-
tions Committee.

Mr. Kennedy, I do not believe these written questions will be un-
reasonable. Again, in view of the fact that the Foreign Relations
Committee is preparing the State Department authorization bill, I
hope that you can assure us that you will be able to respond within
a week to any of these questions that are presented to you so we
can move ahead as judiciously as possible.

[The answers to Members written questions was subsequently re-
ceived and appear in the appendix.]

Senator GRAMS. So, again, I want to thank you both for your
time and for your very candid answers. Thank you very much. This
committee is now in recess. Thank you.

Mr. KENNEDY. Thank you, Mr. Chairman.
[Whereupon, at 12:39 p.m., the hearing adjourned, to reconvene

at 10:05 a.m., March 6, 1997.]
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THE PRESIDENT’S FISCAL YEAR 1998 BUDGET
REQUEST FOR THE USIA AND INTER-
NATIONAL BROADCASTING

THURSDAY, MARCH 6, 1997

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
SD–419, Dirksen Senate Office Building, Hon. Rod Grams, (chair-
man of the subcommittee), presiding.

Present: Senators Grams, Biden, Feingold, and Feinstein.
Senator GRAMS. I would like to call this hearing to order. I would

like to welcome, Mr. Duffey, Mr. Klose and also Mr. Silverman, and
thank you for your time to be here.

I want to welcome all of you for the second in a series of budget
oversight hearings being held by the Subcommittee on Inter-
national Operations. Today’s hearing will focus on the fiscal year
1998 budget request for the United States Information Agency.

Now, again, let me thank the two officials who have agreed to
testify before the subcommittee today. Again, they are Dr. Joseph
Duffey, who is the Director of USIA; and Mr. Kevin Klose, Presi-
dent of Radio Free Europe Radio Liberty, and Associate Director-
designate of the International Broadcasting Bureau.

At the outset, I would like to make the same statement to both
of you that I made to Acting Under Secretary of State Patrick Ken-
nedy when he testified before the subcommittee last week on the
State Department’s ‘‘Administration of Foreign Affairs’’ budget. I
am proceeding with this hearing on the assumption that the ad-
ministration is developing and will present to Congress a proposal
for the reorganization of the State Department and also related for-
eign affairs Agencies, including USIA.

While the subcommittee will not question you about the specifics
of any Agency reorganization plan, there is considerable bipartisan
interest in this issue. I look forward to receiving the administra-
tion’s reorganization proposal, and also truly hope that we can
reach agreement on a plan that the Foreign Relations Committee
as a whole can support.

Today, however, this subcommittee will focus on the programs
and activities included in USIA’s fiscal year 1998 budget. As you
know, there is broad support in this subcommittee for strong and
effective American public diplomacy. As a former broadcaster and
journalist, I certainly understand the powerful impact of using var-
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ious media to get the American message out to the people around
the globe. The importance of having an effective organization to ad-
vance America’s democratic principles increases substantially in
countries where the freedoms of speech and the press are sub-
verted.

During the height of the cold war, the U.S. relied heavily on pub-
lic diplomacy as an essential foreign policy tool for reaching out to
peoples living behind the Iron Curtain and under oppressive re-
gimes elsewhere in the world. Although closed societies still exist,
USIA must restructure its programs to meet the new and the di-
verse challenges of the 21st century and the information age.

I recognize that USIA has made some tough choices to downsize
and streamline its operations. However, I believe that a more fo-
cused commitment by the Federal Government in this area can ac-
tually strengthen those programs essential to U.S. public diplo-
macy.

In recent months, administration officials have announced that
America’s diplomatic readiness has been undercut by inadequate
resources. Well, frankly, I have been disappointed by the tone of
some of the more heated comments which have been made. In his
farewell address, former Secretary of State Warren Christopher
faulted Congress for what he termed as the slashing of inter-
national affairs spending. Moreover, he claimed that: ‘‘The amazing
thing is that these cuts have not been accompanied by any serious
congressional debate. They have not been motivated by any reas-
sessment of our interests in the world. As a result, we are endan-
gered by a new form of isolationism that demands American lead-
ership, but deprives America of the capacity to lead.’’

Well, first, I feel compelled to rebut some of Mr. Christopher’s
patently false assertions. In fact, there was extensive debate in the
104th Congress on legislation to restructure U.S. foreign Affairs
Agencies, and to make them better prepared to address American
interests in the 21st century.

Second, as the President’s past and present budget requests re-
flect, the Congress and the administration have worked together to
downsize and reorganize USIA. Now, given Mr. Christopher’s ques-
tionable premise that, ‘‘the biggest crisis facing our foreign policy
today is whether we will spend what we must,’’ I think it is impor-
tant to put USIA’s budget in some context, as I did last week with
the State Department’s budget.

In fiscal year 1998, USIA is requesting a budget of $1.08 billion.
Compared to the President’s budget request for USIA in fiscal year
1993, this represents a decline of 28 percent in actual dollars over
the 5 years. Moreover, a comparison of the administration’s fiscal
year 1998 budget request for USIA to the Agency’s estimated fund-
ing for fiscal year 1997 yields an increase of only about 1.7 per-
cent—a figure which is under the rate of inflation and hardly
matches the administration’s alarmist rhetoric.

The point of spelling out these numbers is not to argue that the
President should have asked for more money or that Congress will
not review his request for increased USIA funding very carefully.
Instead, it is to demonstrate that both Congress and the adminis-
tration have recognized stark budgetary constraints, while setting
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funding priorities for international affairs. Both branches should be
prepared to take full responsibility for their actions.

Now, having said that, I would emphasize that there is firm bi-
partisan support for USIA’s major endeavors, including inter-
national exchange programs and international broadcasting. Every
Member of the Senate knows someone who has participated in a
USIA exchange program, and some may have experienced one
themselves.

Yet budgetary limitations and oversight responsibilities demand
a constant review of exchange programs to determine which are
most effectively meeting U.S. foreign policy objectives. One problem
that continues to raise questions is how to eliminate duplication
among exchange programs in various U.S. Agencies and with the
private sector.

In the area of international broadcasting, questions persist re-
garding duplication of functions within USIA itself. I hope today to
begin an examination of the intent and also the implementation of
the International Broadcasting Act of 1994, which consolidated all
activities under a newly established Broadcast Board of Governors.

So, I wrap up by again saying I look forward to a very construc-
tive discussion on these issues and many others during the hear-
ing. I hope that it will produce information that will help us and
assist us in shaping the State Department Authorization Bill.

So, Dr. Duffey and Mr. Klose, I welcome both of you, again, here
today to explain USIA’s fiscal year 1998 budget request, and also
to outline some of the Agency’s priorities. So, again, thank you very
much for being here.

I would now like to ask the Ranking Member, Senator Feinstein,
for an opening statement.

Senator FEINSTEIN. Thank you very much, Mr. Chairman.
I am pleased also to be here today to examine the budget request

of the USIA. I am in agreement with much of what you said. I
think it is clear to most of the people, perhaps in this room and
maybe in many other rooms, that in a world which is increasingly
determined through satellite television broadcasts, where revolu-
tion is sometimes fostered by videocassettes, and where informa-
tion can be transmitted instantaneously over the Internet, public
diplomacy and information disseminated in support of American
foreign policy goals occupies an ever more central place in foreign
policy. I believe it will in the future as well.

We need only to look at the violence in Rwanda and Bosnia to
appreciate the power of the media in shaping and moving inter-
national events. In both cases, government authorities used mass
media propaganda to incite violence and bloodshed. In fact, several
prominent analysts have contended that both of these tragic civil
wars were only made possible because of the use of mass media by
people we now consider war criminals. In both cases, the ability of
the international community to provide unbiased information and
news is vital to establishing stability and peace.

USIA programs, such as the International CIVITAS Consortium
in Bosnia and Voice of America’s work with international radio
broadcasters in Africa, are important elements of a U.S. policy in-
tended to build a stronger and more durable civil society around
the globe.
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USIA is all too often ignored or given short shrift in the debate
about how best to secure America’s security and prosperity. But I
think the record is clear. For over 40 years, USIA has played a
vital role in promoting American national interests through its
overseas information dissemination, through international broad-
casting, and through education and exchange programs. I do not
think anyone on this committee doubts the importance of the sub-
stance of the work carried out by USIA.

What has been questioned—and I think it is a valid question—
is whether USIA has been structured to do this work in the most
effective and efficient way possible. Although for the last 2 years
the USIA budget has been relatively stable, the earlier part of this
decade saw drastic reductions in USIA’s budget and operations. I
believe Dr. Duffey has made many changes as well, which hope-
fully he will outline today.

I must say that from my perspective, not all of these reductions
were unwarranted. I think that the management overhaul, the pro-
gram consolidation and the reinvention that USIA has undergone,
while at times painful, have helped create what in 1997 is a more
effective and efficient Agency.

So, I look forward to today’s testimony and to the opportunity to
discuss USIA’s operations.

Thank you, Mr. Chairman.
Senator GRAMS. Thank you, Senator Feinstein.
We would like the opening statements now from our members of

the panel. I would just like to request that you keep the opening
statements to within 10 minutes if possible. Also a reminder that
your entire statement will be entered into the record. So, Dr.
Duffey.

STATEMENT OF JOSEPH DUFFEY, DIRECTOR; ACCOMPANIED
BY STANLEY SILVERMAN, COMPTROLLER; JACK LOIELLO,
ASSOCIATE DIRECTOR FOR EDUCATIONAL AND CULTURAL
AFFAIRS; AND DAVID LOWE, NATIONAL ENDOWMENT FOR
DEMOCRACY, UNITED STATES INFORMATION AGENCY

Dr. DUFFEY. Thank you, Senator Grams, Senator Feinstein.
Let me introduce, first, some of my associates who are with me

today, the Associate Directors of USIA—for Management, Henry
Howard; Educational and Cultural Affairs, Jack Loiello; the still
new Information Bureau, Barry Fulton; our Counselor, Anne Sig-
mund; and someone who has just taken up her duties this week,
the new Director of the Voice of America, Evelyn Lieberman. We
also have a member of the Broadcasting Board of Governors,
Alberto Mora.

I appreciate the opportunity to come before this committee and
to express my views about the mission and work of USIA and to
respond to your questions.

It is no secret that I began 4 years ago to lead this Agency in
a process of change. I believe that change has been more dramatic
than any change in the foreign affairs area of our Government. The
path I chose involved a thoughtful examination of how the world
has changed, along with the national interests of the United
States. But I have had guidelines from the past, and I want to
refer to some of those as I go through this testimony.
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One of the early directors of USIA was a journalist, Edward R.
Murrow, and widely respected. We sometimes think of Mr. Murrow
as standing on the other side of some kind of a wall of isolation
from U.S. foreign policy, and his name is sometimes evoked in that
regard. I would like to quote what he said, coming before the Con-
gress in March 1963. He referred to a committee—this all perhaps
puts the present in some history—he told the Jackson committee,
which 10 years before, had stated that any program supported by
Government funds can only be justified to the extent that it assists
in the achievement of national objectives. Mr. Murrow said, it is
the sole purpose of USIA today to further the achievement of U.S.
foreign policy objectives.

I quote that as one source for the analysis I have begun. The sec-
ond is perhaps a little less precise, but it has to do with the con-
versations that all of us have every week with our colleagues and
others about increasing cynicism in America and among the Amer-
ica voters—perhaps as great a threat to the future of our democ-
racy as any other.

As I listen to conversations about this, I remember, first of all,
that Americans have always been skeptical about their Govern-
ment. That is a tradition particularly the English and the Irish
brought to contribute. That is not always unhealthy. But there is
a sense that today there is something deeper. Generally, those con-
versations frustrate me, because they end with the suggestion that
this is some condition out there and we deplore it, and that is
about all we feel we can do.

To some extent, we have created that condition in Government,
I believe. We are all unacknowledged conspirators in creating a
Government that has made the American people more skeptical. I
believe that one of the things we can do is look inside to our own
accountability, to our ability to explain what we do and our ability
to account for how we use public funds.

We have examined the mission of USIA in the context of the end
of the cold war, the new threats we face, the new global tech-
nologies, and the current goals and needs of this Nation. In our
various incarnations over the past decades, we have had a long and
honorable tradition of serving the interests of the United States.
But it is also clear from reading history that from time to time our
mission has been redefined by changing conditions and new tech-
nologies, and the demands and priorities of the time.

For example, in 1945, one of the predecessors of USIA as an
Agency was called upon by President Truman to see—and I
quote—‘‘that other peoples have a full and fair picture of American
life and of the aims and policies of the U.S. Government,
supplementing the work of private organizations and individuals.’’

Only 5 years later, the times had changed. President Truman
called for a ‘‘campaign of truth.’’ These were the words he used:
‘‘We must wage a struggle for the hearts and minds of men—I am
sure he would say men and women today—to counter deceit, distor-
tion and lies, used in a deliberate campaign by our adversaries. We
must make ourselves heard around the world in a great campaign
of truth.’’

In a milder tone 3 years later, President Eisenhower called upon
USIA to make more effective all activities of the Government relat-
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ed to international information and to seek to present overseas a
full exposition of U.S. actions and policies.

So, over time, with these changing missions, USIA became at one
stage the largest official information organization in the world, the
largest radio system in the scope of its languages and range of
transmitter sites around the world, the largest library system in
the world in terms of branches and distributions of books and mag-
azines, the largest noncommercial news distribution system in the
world in terms of language and global reach, the largest non-
commercial film distributor in the world, and a major source of pro-
grams for the movement and exchange of students and scholars
around the world.

None of that is true today. Because in every one of those areas,
there are now global organizations and partnerships with the pri-
vate sector. The times have changed. The demands are different.
The resources are more restrained. The mission is far more subtle
and far more sophisticated. But, for that, it is no less important nor
less critical in terms of very practical, direct U.S. national interests
that are not being served by any other Agency of the Government
or in the foreign affairs community or any organization in the pri-
vate sector.

The great threat to U.S. interests today is not that we not be
loved and admired in some far corner of the world; it is that we
be misunderstood, that misjudgments be made by other nations
about our interests, our motives, and our willingness to defend
those interests when they are threatened.

America is a very puzzling Nation for many who seek to under-
stand how our system works. The contradictions and the ironies
that go into our way of making policy and defining our national as-
pirations befuddle even our most friendly inquirers around the
world. We cannot take for granted that even those who seek, in
sympathy, to understand our behavior can do so without our being
more forthcoming.

Two forces of historical significance are shaping the world we live
in—the information/communications revolution and the shift of
power away from central Government authority to individuals and
publics. These forces require us to reexamine the way in which we
engage the world.

I believe that for American leadership to be successful, tradi-
tional diplomacy today must be complemented by an open and cre-
ative public diplomacy which focuses on the values and beliefs and
attitudes and opinions of foreign publics. These new challenges also
highlight the need to engage to a much greater extent the talents
and resources of our own citizens.

Just 10 years ago, President Reagan foresaw this in a comment
he made on the 40th anniversary of USIA. He talked then about
what was happening to traditional diplomacy. He referred to how
far we have come from the Congress of Vienna—as he put it, when
relations between countries had less to do with the people of those
countries than with their governments, and when small numbers
of diplomats often settled matters of world importance among
themselves.

He immediately talked about the appreciation and support of
trained diplomats, and made it clear that his remarks were not
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meant to be some kind of cheap shot with respect to traditional di-
plomacy. But then he said: This is the information age, the age of
mass media and the microchip, telecommunications and satellites
above the planet, and fiber optic cables underground. In this age,
traditional diplomacy is not enough. He referred to the fact that
Castlereagh, as he said, spoke to Metternich, but leaders today
must speak to the peoples of the world.

In the 10 years since that statement, this revolution has been far
more dramatic than perhaps even President Reagan foresaw. Even
4 years ago, when USIA ventured out, the first institution in for-
eign affairs, into the Internet, we were the subject of some derision
in this city. Even today, many State Department computers and
the computers we have at the U.N. are not hooked up to the Inter-
net.

We started that process. When I think of what has happened in
4 years, it is astonishing. The exchange of information, the bring-
ing together of nongovernment organizations across international
borders. Last year, in Canada, I understand more computers were
sold than television sets. I am not sure what the figures were for
the United States, but it has been an absolutely dramatic change.
While I am far from a total believer in cyberinformation, it is clear
that it is changing the whole context. It is eroding national sov-
ereignty, for one thing, and changing the whole context both of
communication and of the mobilization of peoples and resources.

The United States has newer goals today, newer priorities. What
are they?

Greater deregulation of trade and investment, the protection of
intellectual property rights, the enactment of laws and agreements
regarding transnational investment, and the spread of fundamental
freedoms and human rights—an issue that we address in our civic
education initiative, called Education for Democracy.

USIA is today ready for a new century. For 4 years, we have
worked to become practiced in the art of pursuing these new na-
tional interests in an era of frugal diplomacy. We have a new and
clear understanding of a more limited but crucial mission in the
service of the American people. President Clinton has affirmed our
new definition of our mission, and it is this: To promote the na-
tional interest and national security of the United States through
understanding, informing and influencing foreign publics, and
broadening dialog between American citizens and institutions and
their counterparts abroad.

This clear and brief statement is much less heroic and ambitious
than statements that have been made in the past. But it is the first
step toward this Agency’s effort to implement the Government Per-
formance and Results Act. Around our place, we have been talking
now for some months about GPRA. We have tried to make our
presentation in the ‘‘Budget in Brief’’ to you structured around
these new requirements set by the Congress, which will be in effect
next year.

Each of the objectives that we have outlined directly supports the
foreign policy priorities of the Department of State and the White
House. The process of arriving at those goals is closely integrated
with the Department of State’s own planning process. This is more
true today than at any time in the history of the USIA.
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Our activities cannot always be measured by standard indicators,
nor can our customer and stake holder satisfaction be gauged in
the usual way. Our mission supports U.S. national interests and
advances national security. This means we try to build inter-
national support for American policies even when they are unpopu-
lar. We base our public diplomacy on the principles of American de-
mocracy, even when the target audience is hostile to them. We re-
spond to crises that cannot be foreseen by any planning process,
and we operate programs that are longer-term investments in sta-
bility, political security and open markets, though they may show
fewer immediate results.

We are fully committed, however, to the implementation of the
letter and the spirit of the Results Act. We have begun to much
more precisely try to measure some of the outcomes. You have
some examples; let me just add a few others.

We are prepared and beginning actively to provide support for an
open and democratic Europe and for the expansion of NATO. We
have already organized programs for this purpose. A week from
today, USIA will be the central convener of representatives from
the National Security Council, the State Department and others to
look at the public strategies necessary to pursue our objectives with
respect to NATO expansion.

Recently we brought six key Hungarian parliamentarians on a
program that ultimately contributed to the decision of the Hungar-
ian Parliament to authorize the transit and stationing in Hungary
of IFOR forces involved in the implementation of the Dayton Ac-
cords. Hungary became the first country with a specific budget line
item for the Partnership for Peace Program, and the first Partner-
ship for Peace country to sign the NATO Status of Forces agree-
ment.

There are countries today, though relatively few, that work to
prevent their citizens from having access to accurate independent
news and information. The Voice of America, other broadcasters,
Radio Free Europe, Radio Liberty, Radio Free Asia, play a part, an
important part, around the world in providing a free flow of infor-
mation. When Serbian leader Milosevic closed down the independ-
ent radio station B–92, RFE/RL responded immediately with ex-
panded hours, and also with facilitating continuation of those
broadcasts. Within 24 hours the Milosevic Government relented,
and they were back on the air, and the Voice of America carried
programs with B–92 correspondents reports immediately.

An exchange visitor from Italy, a government official, who came
to the United States for a program on intellectual property rights,
was the chief organizer of a raid on local centers of software piracy
in that country shortly after participating in our program. Our In-
formation Resource Center in Budapest fostered contacts between
American and Hungarian business communities that have resulted
demonstrably in business partnerships in the food industry and
other sectors. There are other examples I could use. We are pre-
pared in this budget and in future budgets to show that we are
bringing those measures of outcomes to direct relationship to our
programs. We are prepared to adjust, rethink, and revise them in
light of the estimate of those outcomes.
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We are one-third smaller than we were 4 years ago, but the goal
has not been simply to downsize, it has been to selectively reorga-
nize and reexamine our work. We have invested more of our re-
sources in the last 4 years relative to our total budget in training
and retraining our employees and into new technology than in any
other period in our history. We are retooling for future service in
a changed and changing world. What we do, we do more creatively
and more efficiently. We are trying to present ourselves not as an
organization with a bag of tools and a list of programs, as we may
have been tempted to do in the past, but as a team of experienced
experts in communicating these important policies, facts, opinions,
nuances, and corrections that most often do not make the headlines
or even the body of the story on CNN or Reuters or any other com-
mercial news service.

We have already begun to build on this, and request this year
a $1.078 billion budget, significantly down from what the budget of
this Agency was in the 1980’s. But this Agency’s budget for 45
years grew practically ever year. With this budget, however, we
will have further program and staff reductions. USIA is making re-
ductions deliberately and strategically as a part of our extensive re-
invention project. But this has been disrupted in the last few years
by even deeper cuts than we had planned for. I believe in view of
the challenges that this country confronts and the importance of
the work USIA has undertaken in a new spirit, in a new way, in
a new organization, that we must resist the temptation to make
deeper cuts and instead stabilize at this point as we continue to
plan for the future.

What I have tried to say today is that USIA understands the
changes and the nature of this time, that we have heard what the
American people are saying about their Government, that we un-
derstand the changes that have taken place in our interests and
objectives, and that we are changing to meet the demands of the
times. But we remain unabashed advocates for the interests of the
American Nation and a team of strategists with an understanding
of the publics that we need to reach and reform.

Let me just close by referring to an article in the Wall Street
Journal a week ago by two prominent members of the congres-
sional majority leadership, Representative Gerald Solomon of the
House Rules Committee and Representative Christopher Cox of the
House Republican Policy Committee. They discussed the elements
necessary for U.S. global leadership. They discussed issues that are
going to be the central item of debate about the foreign policy and
foreign affairs requests you have before you. I refer to one sentence
in that article that the two Congressmen wrote: American leader-
ship, they said, derives, one, from our powerful ideas and values,
our global military presence, and the economic benefits of the free
enterprise system.

Whatever differences may emerge in this session of Congress
about our foreign affairs budget, I believe that those words do ex-
press a minimum consensus. One third of the three elements the
Congressmen cite, our powerful ideas and values, represents the
central focus of every program that the USIA is engaged in. I sug-
gest to you that, however the world has changed in terms of tech-
nology, these are not the main objectives of CNN or Reuters or
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global technology. Our ideas and values must be pursued in a con-
centrated and deliberative and as wise an effort as we can muster.
Compared to the costs of our other activities overseas, this one-
third of the agenda represents a very modest but powerful invest-
ment that directly relates to the future of U.S. leadership.

I have provided, for the members of the committee, lists of the
changes that have taken place; a CD ROM which shows some of
the application of new technologies to a specific national interest;
and some graphs demonstrating the changes that we have made in
our administration.

Thank you.
[The prepared statement of Mr. Duffey follows:]

PREPARED STATEMENT OF MR. DUFFEY

Chairman Grams, Senator Feinstein, Members of the Subcommittee: I appreciate
this opportunity to appear before the Subcommittee today to express my views on
the mission and the work of the United States Information Agency and to respond
to your questions.

It is no secret that I began four years ago to lead this Agency in a process of
change. The path I chose involved a thoughtful examination of how the world has
changed along with the national interest of the United States.

We have examined the mission of USIA in the context of the end of the Cold War,
the new global technologies and the current goals and needs of our nation.

The USIA—in its various incarnations over the past several decades—has a long
and honorable tradition of serving the interests of the citizens of the United States.

It is also clear from a reading of history that, from time to time, our mission has
been redefined by changing conditions, new technologies, the demands of the time
and the priorities of the day:

• In 1945, President Truman called upon one of our predecessor organizations to
work to see that ‘‘other peoples receive a full and fair picture of American life
and of the aims and policies of the United States government . . . supplementing
the work of private organizations and individuals’’

• Five years later, in 1950, the times had changed and President Truman called
for a ‘‘campaign of truth,’’ waging a struggle for ‘‘the hearts and minds of men’’-
‘‘to counter deceit, distortion and lies used in a deliberate campaign by our ad-
versaries . . . We must make ourselves heard around the world,’’ he said, in ‘‘a
great campaign of truth.’’

• In a milder tone, three years later, President Eisenhower called upon the USIA
to ‘‘make more effective all activities of the Government related to international
information’’ and to seek to present overseas ‘‘a full exposition of U.S. actions
and policies.’’

And so, over time, the USIA and the U.S. Government’s international broadcast-
ing, the major part of which has been administered by USIA, became during several
points in the history of the Agency:

• one of the largest official information organizations in the world;
• the largest radio system in the scope of its languages and range of transmitter

sites in the world;
• the largest library system in the world in terms of branches and distribution

of books and magazines;
• the largest noncommercial news distribution system in the world in terms of

languages and global reach;
• the largest noncommercial film distributor in the world; and
• a major source of programs for the movement and exchange of students and

scholars around the world.
None of this is true today. The times have changed; the demands are different;

resources are more restrained; the mission far more subtle and sophisticated—but
for that, no less important nor less critical in terms of very practical U.S. national
interests that are not being directly served by any other agency of the government
or any organization in the private sector.

Today, the great threat to U.S. interests is not that we not be loved and admired
in some corner of the world—but that we be misunderstood—that misjudgments
might be made by other nations about our interests and our willingness to defend
those interests when they are threatened.
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America is indeed a puzzling nation to many who seek to understand how our sys-
tem works—and the contradictions and ironies that go into our way of making poli-
cies and defining our national aspirations. And we cannot take for granted that even
those who seek in sympathy to understand our behavior can do so without our being
more forthcoming.

Two forces of historic significance are shaping the world we live in—the informa-
tion—communications revolution and the shift of power away from central govern-
ment authority to individuals and publics. These forces require all of us to reexam-
ine the way in which we engage the world. believe that for American leadership to
be successful, traditional diplomacy must be complemented by an open and creative
public diplomacy which focuses on the values and beliefs, attitudes and opinions of
foreign publics. These new challenges also highlight the need to engage to a much
greater extent the talents and resources of our own citizens. These are tasks to
which USIA is well-suited.

We have, in addition, newer goals in the world—quite practical objectives:
• greater deregulation of trade and investment;
• protection of intellectual property rights;
• the enactment of laws and agreements regarding transnational investment; and
• the spread of fundamental freedoms and human rights. An example of this is

our civic education initiative, called ‘‘Education for Democracy,’’ which empha-
sizes the rights and roles of citizens as full participants in the political and eco-
nomic life of their societies.

Today the USIA is ready for the new century.
For the last four years we have worked to become practiced in the art of pursuing

these new national interests in an era of frugal diplomacy.
We have a new and clear understanding of a more limited but crucial mission in

our service to the American people and American interests abroad.
President Clinton has affirmed our updated definition of USIA’s mission:
It is this:
• to promote the national interest and national security of the United States of

America through understanding, informing and influencing foreign publics, and
broadening dialogue between American citizens and institutions and their coun-
terparts abroad.

This clear and brief statement of our mission is also the first step in the Agency’s
implementation of the Government Performance and Results Act. We have broken
down this mission into three broad strategic goals and, under those objectives, we
have established more specific target outcomes for our worldwide activities. Each of
our objectives directly supports the foreign policy priorities of the Department of
State and the White House. The process of arriving at these goals, moreover, is
closely integrated with the Department of State’s own planning process. This is
more true today than at any time in the history of the USIA.

As a foreign affairs agency of the United States Government, our activities cannot
always be measured by standard indicators, nor can our customer and stake holder
satisfaction be gauged in the usual way. Our mission supports the U.S. national in-
terest and advances American national security. This means:

• we build international support for American policies, even when they are un-
popular;

• we base our public diplomacy on the principles of American democracy, even
when our target audience is hostile to them;

• we respond to crises that cannot be foreseen by any planning process; and
• we operate programs that are long-term investments in stability, political secu-

rity and open markets and may show few immediate results.
Nonetheless, we are fully committed to implementation of the letter and the spirit

of the Results Act throughout USA Let me give you some specific examples of how
we judge ‘‘outcome’’ and not just ‘‘output’’:

• As part of our support for an open and democratic Europe and for the expansion
of NATO, USIA organized a program for six key Hungarian parliamentarians.
this program contributed to the decision of the Hungarian Parliament to au-
thorize the transit and stationing in Hungary of IFOR forces involved in the im-
plementation of the Dayton Accord. Hungary also became the first country with
a specific budget line item for Partnership for Peace and the first PFP country
to sign the NATO Status of Forces Agreement.

• Many countries try to prevent their citizens from having access to accurate,
independent news and information. The Voice of America and other broad-
casters play an important role around the world in providing a free flow of in-

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00110 Fmt 6601 Sfmt 6621 E:\HEARINGS\47753.003 INET01



106

formation. When Serbian leader Slobodan Mliosevic closed down the independ-
ent radio station B–92, VOA and RFE/RL responded with expanded hours of both
medium and shortwave broadcasts in Serbian. VOA and RFE/RL also carried B–92
correspondent reports. After one such day of media exposure, Mllosevic relented and
B–92 was back on the air.

• An exchange visitor from Italy who came to the United States for a program
on intellectual property rights later organized a major raid on local centers of
software piracy.

• The USIA Information Resource Center in Budapest fostered contacts between
the American and Hungarian.business communities that resulted in business
partnerships in the food industry and other business sectors.

• Members of the first Palestinian Legislative Council were brought to the United
States by USIA to experience firsthand how the U.S. Congress and state legisla-
tures function. This knowledge will assist them in establishing the basic govern-
ing institutions of the Palestinian Authority.

• A USIA grant to Southern Illinois University led to FCC collaboration with the
newly created South Africa Independent Broadcasting Authority to establish the
regulatory framework for South Africa’s first electronic media.

We are not only adapting our programs to meet new challenges, we also are pre-
paring our work force for the twenty-first century. It is already one third smaller
than it was four years ago. But just resizing our work force is not the point We are
far more focused and more flexible than we were four years ago.

• Over the past four years, the new USIA has invested of its resources, relative
to the total annual budget, in training and retraining its employees and into
new technology each year than in any other period in its history. We are retool-
ing for future service in a changed and changing world.

• Our work force is reduced by one third, but what we do, we do more creatively
and efficiently.

• We seek to present ourselves today not as an organization with a bag of tools
and a list of programs, but rather as a team of experienced experts in commu-
nicating those important policies, facts, opinions, nuances and corrections that
most often fail to make the headlines and, too often even the body of the story
on CNN or Reuters or any other commercial news source.

This is indeed a new time.
To continue our support for American leadership in the world and to build on the

work that has already been done, we are requesting $1.078 billion for FY 1998. This
will cover most of the costs of the Agency’s current service requirements and enable
the Agency to stabilize core programs and operations.

With this budget, however, further program and staff reductions will be necessary
in FY 1998. While USIA is making reductions deliberately and strategically as part
of its extensive reinvention efforts, the Agency has been forced over the past several
years to make faster and deeper cuts than I believe are wise in view of the chal-
lenges which confront America around the world.

With FY 1998 program reductions of $13.9 million, USIA’s appropriations under
this request will be 33% below the 1993 level in constant dollars. Staff reductions
of 128 in FY 1998 will bring total workforce reductions to 29% in the same time
frame.

Although we project further reductions, we propose $3.4 million to allow innova-
tive expansion of technology for Agency programs, strengthen broadcasting audience
research and establish a new office to increase cooperation and eliminate duplication
among agencies conducting international exchanges and training.

This Agency also continues to streamline its operations and to work with other
agencies to integrate administrative functions.

We have also proposed draft authorizing legislation together with several changes
to existing statutes for the Committee’s consideration as the budget is prepared for
1998.

What I have tried to say to you today is that USIA understands the changes and
the nature of this new time. We have changed and will continue to change with the
times and the demands of the time.

We remain, however, unabashed advocates for the interests of the American na-
tion—a team of strategists and tacticians with an understanding of the publics we
need to reach and inform and convince if our national policies are to be successful.

Mr. Chairman, Members of the Subcommittee, I believe that the public diplomacy
programs of USIA remain an important strategic investment that America must
support to protect and sustain its vital interests in the future.

Last week, The Wall Street Journal carried on its editorial page an article by two
prominent members of the Congressional majority leadership. Representative Ger-
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ald Solomon, Chairman of the House Rules Committee, and Representative Chris-
topher Cox, Chairman of the. House Republican Policy Committee, wrote about the
elements necessary for U.S. global leadership. Their discussion of a number of estab-
lished programs will contribute to the debate we are having about how to pursue
our national interests as we look to a new century.

At one point the two Congressmen wrote the following: ‘‘American leadership de-
rive . . . from our powerful ideals and values, our global military presence and the
economic benefits of our free enterprise system.’’

Whatever differences may emerge in this session of the Congress about our for-
eign affairs budget and strategies, I believe that these words do express a consen-
sus. Now one third of the three elements the Congressmen cite, ‘‘our powerful ideals
and values’’ represent the central focus of every program that USIA is engaged in.
Compared to the costs of other activities overseas this one third of the agenda rep-
resents a modest investment, but a powerful one, an investment directly related to
the future of US leadership in the world.

Thank you, Mr. Chairman. I would be happy to address any questions you or your
colleagues may have.
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Senator GRAMS. Thank you very much, Mr. Duffey. Mr. Klose,
your opening statement.

STATEMENT OF KEVIN KLOSE, ASSOCIATE DIRECTOR FOR
BROADCASTING, U.S. INFORMATION AGENCY

Mr. KLOSE. Mr. Chairman and members of the committee, I am
very pleased to appear before you today as the representative of
David W. Burke, Chairman of the Broadcasting Board of Gov-
ernors. I am Director designate of the International Broadcasting
Bureau, and have served as President of Radio Free Europe/Radio
Liberty for the past 21⁄2 years.

We in international broadcasting owe a special debt to the Sen-
ate Foreign Relations Committee and your subcommittee for con-
tinuing support of our activities and missions in furtherance of
America’s foreign policy goals. I would like to add a personal note
of thanks to Senator Biden for his steadfast dedication to the prin-
ciple of the independence and integrity of all our broadcasters, as
is enshrined in the Broadcasting Act. I would also like to thank
Senator Feingold, because by insisting that Radio Free Europe/
Radio Liberty must economize, you helped us take a good, hard
look at ourselves and come up with a more cost-effective way of
achieving our goals.

Mr. Chairman, I have a prepared statement. I ask the commit-
tee’s permission to submit it for the record.

Senator GRAMS. It will be so submitted.
Mr. KLOSE. Thank you.
I would like to briefly mention that the 1998 request for inter-

national broadcasting is a total of $399.5 million. The question for
all of us is what does that money buy in terms of U.S. foreign pol-
icy goals, in terms of the national security interests of the United
States. Mr. Chairman, I need only look at the headlines in recent
days and in recent weeks to see the interplay of the international
broadcasting entities of the United States and foreign policy goals
of the United States and major national issues that stand before
us.

I would mention Albania, which is now in a state of crisis. That
crisis in part focuses on demands that are sweeping the country for
freedom of expression, for new politics, for democracy to express
itself. In this crisis situation the Voice of America has been a prin-
cipal actor bringing voices of democracy forward, and the regime
has responded in kind. Five in-country affiliates of the Voice of
America, radio stations on Albania, have been silenced.

There is now widespread state censorship of all the media. VOA’s
dedicated and resourceful stringers in-country are in hiding, fear-
ing further measures of repression from the government. There is
one Voice of America affiliate still functioning in the capital of
Tirana. We are now broadcasting into Albania using short-wave
transmitters that are out-country, that are from elsewhere in West-
ern Europe, and we are reaching listeners as well by several me-
dium-wave transmitters into Albania.

This crisis, and the earlier crisis that we saw centered on Radio
B–92 in Belgrade, and the broader crisis in Serbia, are distinctive
in my mind because they focus on rights of free information and
they focus on the mass media. The 6-month crisis in Serbia which
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ultimately focused American interest on the role of independent
media in places where independent media struggles to exist at all
became for us a focal point and an object lesson about how inter-
national broadcasting, led by the U.S. international broadcasting
entities, in this case the Voice of America and Radio Free Europe/
Radio Liberty, combined to in effect force the Milosevic Govern-
ment to put B–92 back on the air, and in fact by that solidarity
of the international broadcasters showed the reach and the rel-
evance of our broadcasters and our broadcasting effort every day.

These two countries—Albania, Serbia—are, of course, located in
what has been a historic human seismic zone where issues of gov-
ernment repression and the aspirations of individuals and whole
societies to break out of entrapment to find their own way to take
on for themselves self government and to emulate and then become
functioning civil societies under rule of law. This seismic zone is,
in effect, in my view, analogous to the situation that U.S. inter-
national broadcasters face in many other parts of the world, in
China, in parts of Africa, elsewhere in Asia.

The international broadcasting community, fueled by American
taxpayer dollars, is leading in bringing ideas, in bringing American
values, American perspective, and American explanations of how
you achieve democracy, to those people in the surrogate grantee op-
erations of Radio Free Europe, Radio Liberty, and Radio Free Asia.
There, the broadcasting is focused much more in the region, and
allows people in the region to have access to balanced, accurate ob-
jective information that is relevant in a specific way to their own
lives and their own concerns on a daily basis, while the Voice of
America conveys America’s ideas and American perspectives to peo-
ple.

These organizations in these countries, and I have traveled in
many of them personally, the organizations, Voice of America,
Radio Free Europe, Radio Liberty, and Radio Free Asia, and Radio
Mari—I have not been able to travel to Cuba—but these radio
voices, and now increasingly television and our use of Internet,
stand as not just symbols, but reality of American presence in the
effort to transform struggling societies and to bring them into the
democratic era.

Many people have said that the 21st century may be the century
of democracies, and we see the trends gathering. We know that the
developments in Central Europe and elsewhere in the last quarter
of this century have set the stage for what is to happen in the 21st
century. The international broadcasting community of the United
States is a front-line player in that activity, in that effort to trans-
form those societies and bring stable civil societies forward.

Other places we could think of are, for example, in Iran. The
Voice of America is now simulcast, television and radio service in
the Farsi language. We know it is having an effect, because we
have reports, credible reports, of Iranian authorities going literally
from house to house taking down the satellite dishes, removing
them, and people have found ways themselves to remove them in
the daytime and put them up again at night. The responses that
we have seen, both anecdotally and in fact to this kind of co-broad-
casting or simulcasting into Iran, sets the stage for what we are
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looking at going forward in the 21st century with the international
broadcasting community.

The cooperation and coordination which came out of the 1994
International Broadcasting Act which Voice of America, RFE/RL,
and all the entities have engaged in has shown that although there
are differences, and distinctly so, and in my view those differences
are a rich mix of American contact in different ways with many dif-
ferent audiences and for different reasons, these entities have also
cooperated in new ways. There was overlap prior to 1994 in such
things as Russian broadcasting by the Russian Service of Voice of
America and Radio Liberty’s Russian service. That has ended. Sig-
nificant economies have been made in the transmission schedules,
and cooperation continues amongst these broadcast entities.

The interactive nature of the 21st century beckons to us in a
very strong way. Most of these radio or broadcast entities have
home pages on the Internet, and are receiving thousands and thou-
sands of inquiries or hits a day. They are putting their own news
in real audio on the Internet, and we are beginning experiments,
I believe, with real video. Soon that is going to be available to us,
as well.

Most of us are aware of the views of people such as Michael
Bloomberg and our own board members on the Broadcasting Board
of Governors, Mark Nathanson, who is a very successful television
entrepreneur in Southern California and worldwide; Carl
Spielvogel; Chairman Burke, himself, who comes out of American
television and knows the broadcast business, are very eager to help
us shape a future which is interactive, in which the visionary no-
tions that people are having now about the interactivity of the 21st
century will be part and parcel of what we do as we go forward.

I would like to end my comments in this part of my testimony
simply by citing several, in effect, eyewitnesses, or ear-witnesses,
in this case. These are anecdotal examples of the power of these
broadcasting services even now, today.

Here is a letter which the Voice of America received from Hopei
Province in China: I am a loyal listener of VOA. So long as there
is time, I cannot pass up the chance to listen to your station’s
broadcast. I think that VOA is the world’s most impartial, most ob-
jective, speediest news station. You could say that no station can
rival VOA. That is from VOA’s China branch.

In Russia, I would like to quote to you from the Financial Times
of London, in its editions of January 4–5 of this year. This was
from a piece written by Chrystia Freeland, who is a correspondent,
bureau chief for Financial Times of London in Moscow. She writes:
This decline in the credibility of Russian journalism has had one
bitterly ironic result. According to Andre Pyontikovski, a Russian
political scientist, 5 years after the collapse of the Soviet Union, the
country is again tuning into the foreign radio broadcasts originally
created to upset the communist regime. Quote: Radio Liberty has
again become Russia’s best source of objective information.

We have seen this phenomenon at Radio Free Europe across our
region. When the countries that we are broadcasting to in that part
of the world encounter political difficulties, turmoil, upheaval, scan-
dal, there is an instinctive interest on the part of people who have
been listening to their indigenous radio and television, watching
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television and reading the local media. Two things happen. There
is a rise in the polemics inside the country, and there is instinc-
tively a wish to find objective, reliable sources of information which
have been out there for many, many years, and people turn to
these radios, both Radio Free Europe/Radio Liberty, and to Voice
of America. In my view, those are the kinds of lively examples that
prove both the relevance of the enterprise and sets the stage for us
to further evolve and accept and make use of the revolutionary new
technology which is coming on line soon.

Mr. Chairman, thank you very much.
[The prepared statement of Mr. Klose follows:]

PREPARED STATEMENT OF MR. KLOSE

Mr. Chairman and Members of the Committee, I am pleased to appear before you
today as a representative of David Burke, Chairman of the Broadcasting Board of
Governors. I am also the Director-designate of the International Broadcasting Bu-
reau, a position I will assume after 41⁄2 years with Radio Free Europe/Radio Liberty,
Inc., the last 21⁄2 as RFE/RL President. I am honored to have been asked to help
meet the challenges for change that face U.S. international broadcasting in the 21st
Century and would like to share with you my perspectives as you preview our Fiscal
Year 1998 and 1999 budget request.

U.S. international broadcasting has consistently served as an inexpensive, effec-
tive tool for encouraging peaceful change and democracy. It is an essential element
in defending and promoting the freedom and security of the United States abroad
while encouraging the evolution of a more stable and peaceful world. What excites
me about our broadcast entities is that, despite budget reductions of over 30% in
the past four years, U.S. international broadcasting today is engaged with its audi-
ence. It is interactive, it is shortwave, it is AM and FM, it is satellites, it is tele-
vision, it is the Internet and ‘‘real audio,’’ available via home computer worldwide
in over 17 languages. It has evolved to meet the challenges of today, to meet the
needs of its listeners and to serve U.S. foreign policy interests globally.

The broadcast elements under the new Broadcasting Board of Governors include
the Voice of America, WORLDNET television, Radio and TV Marti, and the grantee
organizations Radio Free Europe/Radio liberty and Radio Free Asia. Each of these
entities is engaged in the daily struggle to encourage the free flow of information
and ideas and to promote human rights from China to Cuba, from Zaire to Serbia.

The world to which we broadcast has changed. There is greater truthfulness and
candor in the media of a number of former communist countries than there was
eight years ago. But the role of RFE/RL, VOA, RFA and the Martis remains critical.
We need only to look at the past six months in Serbia as an example. Coverage of
pro-democracy demonstrations in Belgrade was forbidden and absent on state-con-
trolled media. In December, Serbian President Slobodan Milosevic silenced the Bel-
grade independent station Radio B–92. Both RFE/RL and VOA responded imme-
diately to the need for accurate, fair reporting on the scope of the opposition forces
and government reaction to their activities. The expansion of shortwave, medium
wave and television broadcasting to the region, as well as Internet access, provided
audiences with in-depth coverage and analysis of events as well as U.S. and world
reaction to developments there. Veran Matic, senior editor at Belgrade’s B–92 sta-
tion, has confirmed the significant role both RFE/RL and VOA played in returning
that station to the airwaves. The pro-democracy movement was supported and
strengthened by U.S. international broadcasters in a dramatic example of fulfilling
U.S. foreign policy goals in a troubled and volatile part of the world.

In the U.S., freedom of the press and access to multiple sources of news is guaran-
teed by our Constitution. But the world to which we broadcast knows the reality
of powerful governments controlling radio and television, intimidating or shutting
down independent media that criticize or speak truthfully of shortcomings and polit-
ical repression. The internationally recognized Committee to Protect Journalists is
scheduled to release its annual survey on press freedom violations around the world
on March 14. It will report that in 1996, 26 journalists were murdered and 185 im-
prisoned in 24 countries. This grim toll - murder and imprisonment of journalists
outside our borders - is powerful testimony to the need for the work we do.

A keen example of meeting today’s challenges with innovative programming is our
expansion of interactive programming with listeners. Last Fall, the Voice of America
launched five of its regular radio shows on television, in Farsi, Russian, Serbian,
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Mandarin and Arabic. This type of radio/TV simulcast is cost efficient and feedback
from the listeners is impressive. The Iranian government’s response to the one-hour
issue-oriented call-in show ‘‘Roundtable With You’’ was an accelerated confiscation
of private citizen’s satellite dishes. People still watch at great risk and call-in to the
program, at great expense. Dedicated viewers install their dishes at night to tune-
in and then remove and hide them in the morning, often taping the simulcast to
share with those who do not have dishes.

From its new, highly efficient broadcast center in Prague (rent, $12 a year for the
entire former Federal Parliament Building in Wenceslas Square), Radio Free Eu-
rope/Radio Liberty has strengthened its surrogate ‘‘home radio’’ presence throughout
Central Europe and the former Soviet Union. Interactive call-in segments in which
listeners speak with experts on international relations, economic reform, family
health, ethnic diversity, and similar issues are featured in the Russian, Slovak,
South Slavic, Ukrainian and other RFE/RL services.

The Marti’s demonstrated their critical role in providing news and information to
Cuba following the shootdown of Brothers to the Rescue last February, and more
recently with its balanced coverage on the licensing of news organizations in Cuba
and the plan for a democratic transition there.

Feedback from China on Radio Free Asia is received via RFA’s Hong Kong mail-
box where letters arrive from throughout China expressing overwhelming support.
A loyal listener in Tianjin says, ‘‘. . . our television reports and papers are filled with
false stories, which has seriously limited fur understanding of domestic and inter-
national politics . . . But Radio Free Asia’s news reports and interviews with activists
in the democracy movement feel very warm and honest...’’

The thread which links all of our broadcast-entities is the commitment to fair and
balanced reporting. Each U.S. international broadcasting entity adheres to these
standards while fulfilling American foreign policy objectives, providing viewers and
listeners with information they cannot get from commercial sources. For example,
VOA’s recent broadcast of the President’s State of the Union Address, including the
Republican response by Representative J.C. Watts, is consistent with our commit-
ment to fairly project American policy and perspective.

Technology is evolving rapidly for international broadcasters. In parts of the world
where TV and the Internet are accessible, we are delivering. But in many parts of
the world, shortwave radio remains the most valid means for delivering programs.
Radio remains the predominant vehicle for information in much of Africa, for exam-
ple. Although the number of radio stations in Africa has increased, most are still
government controlled, a circumstance that actually increases the need for accurate,
balanced information from and about the United States and the world.

Mr. Chairman, a word about our 1998 budget. We are requesting $399.5 million—
$366.8 million for International Broadcasting Operations and $32.7 million for
Radio Construction. This represents a current service level for the most part—with
one enhancement for additional audience research to increase the availability of
valid, up-to-date information on our audiences.

A quick review of broadcasting’s recent budget history may provide a useful per-
spective on this modest request. During the period 1994 to 1997:

• international broadcasting’s budget has decreased 31%;
• the staff of international broadcasting has been reduced by over 1450 positions;
• over 490 direct broadcast programming hours via IBB-operated shortwave and

medium wave transmitters per week have been eliminated (about 29%).
Despite these severe reductions, our broadcast operations have accomplished:
• the launching of Radio Free Asia in its first 5 languages, as mandated by Con-

gress;
• joint ventures with USAID and Carnegie Corporation to provide programming

about Angola, Central Africa, and on conflict resolution initiatives in the Bal-
kans, Afghanistan, and South Africa;

• a reunification program in Central Africa through VOA’s two new languages to
that area, Kirundi and Kinyarwanda, helping hundreds of refugee families sep-
arated by the mass exodus there to reunite;

• the technical coordination of RFA, VOA and RFE/RL broadcast schedules to
avoid overlap;

• crisis coverage of events this past year in Albania, Burma, Rwanda, Zaire, Ser-
bia, Belarus, and other regions;

• intensive human rights coverage by all services, including RFA’s focus on re-
pressive policies in China and Tibet and Radio and TV Marti’s regular program,
‘‘Tus Derechos, Cubano (Your Rights, Cuban).’’

• 500 WORLDNET interactives dialogues with newsmakers beamed via satellite
to all regions of the world;
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• a joint initiative with the Justice Department and VOA to broadcast ‘‘Inter-
national Crime Alerts’’ profiling international fugitives on VOA weekly and on
VOA’s world wide web page;

• initiation of the conversion to digital technology;
• expansion of broadcast affiliates to broaden coverage and access to listeners

globally;
• strengthening of RFE/RL journalism training program in Prague, linking with

privately-funded Foundation for Independent Journalism to teach fact-based
journalism to promising reporters and editors from the region;

• expanded live RFE/RL programming from its news bureaus in 19 capitals, add-
ing new relevance to its daily broadcasts in 19 languages.

Mr. Chairman, international broadcasting is a real bargain. Our successes in Afri-
ca, Iran, China, Serbia, Russia and elsewhere around the world were accomplished
with a 1997 budget that represents approximately two percent of total Federal
spending on international affairs.

I believe that enactment of our 1998 request will enable international broadcast-
ing to stabilize operations after an unsettling period of reorganization and
downsizing. It will provide a solid platform from which to advance our mission into
the twenty-first century.

I look forward to working with members of this committee as the budget process
proceeds and can assure you that I will work toward the most efficient utilization
of funds entrusted to us by Congress. I would be happy to answer any questions
you may have at this time.

Senator GRAMS. Thank you very much, Mr. Klose.
Senator Feinstein just had to attend another hearing, but she

plans on returning shortly this morning to also ask more questions
of this hearing. So, I would like to just start out by addressing Dr.
Duffey first of all, and also, Mr. Klose, if anytime you want to
chime in if some of these questions are not directed specifically at
you or for both of you.

Dr. Duffey, as I said in my opening statement, the subcommittee
is not going to be questioning you today on any of the specifics of
a particular proposal to reorganize the State Department and relat-
ed foreign affairs agencies. However, this issue came up twice last
week during hearings on the budgets for the State Department and
also the Agency for International Development. Therefore, Dr.
Duffey, I would like to just ask you if it is your understanding that
the administration is developing a reorganization plan for U.S. For-
eign Affairs Agencies, and that this proposal will be presented in
the near future to Congress.

Mr. DUFFEY. It is my understanding, Senator Grams, that Sec-
retary Albright, Vice President Gore, members of the National Se-
curity Council, are consulting, and will have prepared for the Con-
gress a program for addressing the issue of consolidation.

Senator GRAMS. Of course, the obvious question would be have
they consulted you? Have you had your input on how USIA is going
to figure in or be reconfigured in this new organization plan?

Mr. DUFFEY. Well, several of these consultations have gone on for
several years. USIA has worked closely with the State Department
to consolidate certain functions to make them more efficient and re-
duce costs. The consolidation of the Office of Inspector General,
which has achieved considerable savings, was a proposal by USIA,
and I believe it has already been demonstrated that it is successful.
We have expressed our views. They are very consistent with the
testimony I have just given.

My hope for USIA is first of all that it serves more than the
State Department and is not the public relations arm of the State
Department. We have a major presence overseas and provide sup-

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00121 Fmt 6601 Sfmt 6602 E:\HEARINGS\47753.003 INET01



117

port to Justice, Treasury, Commerce, and other Agencies. USIA
must serve all of those Agencies.

I have tried very hard to make USIA a less bureaucratic, more
agile, flexible institution. I think we have already demonstrated
that we can respond more quickly and more directly than some of
the larger institutions. We are not an Agency that makes policy, we
are a service Agency to the Government in all our presence over-
seas.

We have been a part of the conversation. The Secretary, looking
at this with fresh eyes, and I think a great deal of familiarity with
the institutions involved, will bring forth her proposal. I think to
date she has kept her counsel, but I am quite sure the proposal will
come to the Congress.

Senator GRAMS. OK. As you know, this committee is moving
ahead as quickly as possible to try to put this together. So, we ap-
preciate any effort on your part, and also on Secretary Albright’s,
to forward that information.

Dr. Duffey, as you know, the International Broadcasting Act of
1994, which you refer to, and also Mr. Klose, consolidated all inter-
national broadcasting activities under a nine-member Broadcasting
Board of Governors, the BBG, of which you are a statutory mem-
ber. The statute creating the BBG specifies that it is established
within the United States Information Agency. Now, the statute also
specifies that the BBG should forward its recommendations con-
cerning its proposed budget to the Director of the United States In-
formation Agency for consideration of the Director as part of the
Agency’s budget submission to OMB.

However, the statute also grants the board the authority to di-
rect and supervise all broadcast activities conducted by USIA. So,
the question, could you describe for the committee how you view
the institutional relationship between the Office of the Director of
USIA and also the Broadcasting Board of Governors?

Mr. DUFFEY. Well, let me say first of all, Mr. Chairman, that we
are dealing here with an extraordinarily complicated set of institu-
tions and problems. The Congress did not have responsibility for
the Board of International Broadcasting, which supervised Radio
Free Europe and Radio Liberty for the first 20 years of its exist-
ence. It had ample funding, but this was covert funding.

Congress then began to work out an arrangement to have an
International Broadcasting Board, which was at the same time a
publicly designated and Senate-confirmed group that awarded the
funds they received to a corporation of which they were the mem-
bers to administer the Radio Free Europe/Radio Liberty programs.
When I came on board in May 1993, the previous administration
had proposed that this funding be eliminated altogether.

It became clear to me that there was a need for changes. Any in-
stitution that had existed with this kind of history faced a difficult
transition. But also that there was an important need for this insti-
tution to continue. The Congress then—we began to work with a
great deal of consultation. Representatives of RFE/RL will remem-
ber spending 2 or 3 days in hotel rooms in various parts with Voice
of America and other personnel, and with an enormous show of
good spirit and I think great imagination, a proposal was made to
you.
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Before I talk about that I just want to say the following: Just less
than 2 years ago the Wall Street Journal commented in its lead
editorial on this proposal to close the Munich operation, which had
been incredibly expensive—1600 people—and move it to Prague.
The Journal’s editorial was entitled ‘‘Radio Free Europe/Radio Lib-
erty, Rest in Peace.’’ And at the end of the editorial the writer said
only time will tell what will happen to the Prague-based RFE/RL,
whether it will live up to the reputation of its predecessor. We hope
so for the sake of the audiences it served, but we lament that its
mission was so abruptly and inappropriately halted.

In less than 2 years, I think we have evidence that this move
has, thanks in large measure to the leadership of Kevin Klose, real-
ly invigorated this institution. Four hundred people now in Prague,
with the use of digital technology—something we must bring to the
Voice of America. Digital technology has made a dramatic cut in
our expenses. We need the investment resources and we need to
work with our unions to make this change possible everyplace. But
it just made a significant change.

Far more important—far more important—is the respect that
Radio Free Europe/Radio Liberty has gained for its understanding
of a new time, taking on a new mission, moving into the Internet
wisely, broadening its sense of what it is trying to do in terms of
training and facilitation of the growth of indigenous broadcasters.
I simply want to say to Klose and to the people at the Voice of
America who have worked together to make this move possible that
they have already, I think, been vindicated in a dramatic reinven-
tion and transformation.

I would like to say, Mr. Chairman, in response to your question,
that I think the best way to address this, if this committee wishes
to, is perhaps to look at the original legislation submitted to the
Senate in June 1993. That was 3 months after I began my respon-
sibilities. I brought along copies of that bill. History passes us all
by so quickly with all the changes that take place. But this is the
bill, this proposal was signed by Chairman Mica of the Board of
International Broadcasting and myself. It was discussed for a num-
ber of weeks. It was the administration’s proposal for the way in
which this new and rather complicated arrangement might pro-
ceed.

Now, I am not suggesting that administration proposals are the
first and last word. Indeed, our system works well because of the
accountability of the Congress and the administration to each
other. In this particular case, however, I would point out that what
was proposed—carefully thought out and with very wide participa-
tion—was that the direction and supervision of broadcasting should
be the task of the Director of International Broadcasting, account-
able to the board, and accountable to the Director of USIA. This
is a position that Mr. Klose, I am delighted to say, is about to as-
sume.

That was the proposal that was made in the legislation that was
submitted to you, and this is the description of the Broadcasting
Board of Governors, I quote: ‘‘To provide guidance and oversight to
the International Broadcasting Bureau, which is authorized to ad-
minister Radio Free Europe/Radio Liberty, Voice of America, the
Office of Cuba Broadcasting, Asia Democracy Radio, and such serv-
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ices of Worldnet Television and Film as are determined by the
board with the concurrence of the Director of USIA.’’ The bill,
adopted by the Senate after discussion and consideration, author-
ized the board to direct and supervise all broadcasting activities
conducted pursuant to this title.

There is an ambivalence involved there between the role of USIA
and the Broadcasting Board. I think it arose from the great con-
cern, which I share, that there be some protection from intrusion
on the professional status and responsibilities of the journalists in
radio, but it might be at least a place to begin by looking at the
proposal that came to you and was signed by the Chairman of the
Board of International Broadcasting, as well as the language that
was adopted by the Congress at a later point under which we now
function.

Senator GRAMS. When you say direct and supervise, the BBG has
the authority or oversight for all international broadcasting. Is it
correct to assume, then, that you, as the senior U.S. official in
charge of the overall public diplomacy effort, then have oversight
of that board?

Mr. DUFFEY. No, I do not think that is the understanding at the
moment. I sit on the board and we work together. I have certain
responsibilities having to do with the appropriation and personnel
and other matters that I believe are clear. But it is a state of ambi-
guity and difficulty that I think puts the board in a difficult posi-
tion, and occasionally me in a difficult position.

I am not sure that a board, however large a staff they have, can
administer a Government Agency. A board can be one of the bodies
to which that Agency is accountable, but it is probably unfair to the
board and unfair to the Director of International Broadcasting who
is hired to describe the board’s function as administering. I think
that is something that is done day to day by the person who is
hired to do the job and who has accountability.

Senator GRAMS. To follow up on that, do you believe that you
have or should have authority over the activities of the BBG, or
should it be an autonomous unit within USIA?

Mr. DUFFEY. I am uncomfortable responding to that without Mr.
Burke’s presence. I think the two of us could have some debate, I
think perhaps in good faith, about the problems that are created
by the ambiguity of the language. The last thing, frankly—with a
job that has lots of responsibilities—that I want to fight for is more
authority. I have a lot on my plate. I consider I do have budgetary
and oversight supervision for many aspects of broadcasting because
it is a part of USIA, and have found that the Congress and the ad-
ministration both hold me accountable, as they should.

But the board also lives with this ambiguity and difficulty, and
I think it is a point of stress with whoever serves as the adminis-
trator, the Director of the Broadcasting Bureau, as well as with the
Director of USIA.

We can generally live with these things, and it is not the only
contradiction we live with in the government. But if the committee
wishes to address it, I think some guidelines might be the original
way in which the proposal was made. As I say again, that, as it
came to you, was signed by the Chairman of the International
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Broadcasting Board, and it came out of a great deal of careful con-
sultation over some weeks.

But it is not a constant stress and difficulty. It may create a
problem more for the board than it does for me. I understand what
I am being held accountable for, and will make the decisions nec-
essary to be accountable.

Senator GRAMS. Well, there appears to be some of this gray area
that you have talked about, the ambiguity. Would you recommend
any changes that this committee could make or direct to the Inter-
national Broadcasting Act that would try to clarify that relation-
ship between the Director of USIA and the BBG?

Mr. DUFFEY. I think rather than making changes I would think
this is in the province of the committee. My recommendation would
be that the original language be examined again and perhaps the
board will want to inquire about the reasons for that language. I
have stated some of them, but we could provide you in writing
other reasons, because it had very wide circulation, a very wide dis-
cussion. If the committee pursues this, I think my recommendation
would be that is a place to begin.

Senator GRAMS. I know you talked about the professional status
and responsibility of journalists. As I mentioned, I was in that field
for a number of years, and I know the role and the responsibility
we had. I am not sure that it carries the same 100 percent trans-
lation into this department. There are some other—as you go back
to what you said Mr. Murrow said in 1963, it is to further U.S. for-
eign policy objectives. There is a difference there, and so again, if
there is anything this committee can do, or we will be looking at
that and maybe seeking information from both Mr. Klose and your-
self, to maybe help erase some of this gray area and to put in some
definition or lines, so we will work on that.

Dr. Duffey, also the Foreign Relations Committee will soon be
considering other legislation, as well, to streamline our foreign af-
fairs agencies and reduce duplication of services, again an impor-
tant area. As we continue that process, we will be looking to steps,
if any, that the USIA has undertaken to eliminate such duplica-
tion. In that regard, could you explain why USIA has had an Office
of Congressional Affairs, yet the Broadcasting Board of Governors,
the BBG, which exists within USIA, also has its own separate con-
gressional affairs officer?

Mr. DUFFEY. The Broadcasting Board of Governors has the au-
thority under the legislation to create such staff as they deem nec-
essary, and so they have created a staff that addresses congres-
sional relations, budget matters, and other matters, at the direc-
tion of the board.

Senator GRAMS. They have the authority, but is it streamlining
the efforts or is it duplicating some of the services?

Mr. DUFFEY. Well, I think you would get different views on that.
Obviously there is some duplication involved, but I am sure mem-
bers of the board would feel that given the definition of their re-
sponsibility to administer the Agency, this is appropriate. It does
create some duplications. These, I think, are now sort of off limits
for the Director to address. We have other duplications that we are
still trying to address in personnel offices and others that I think
we have to deal with in the next year or so. This has now been de-
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clared, I think, simply by the understanding of the legislation, off
limits for such examination.

Senator GRAMS. To move on a little bit further, does it also make
sense for both the BBG and the Voice of America to have their own
budget officers? Again, USIA already has an Office of the Comp-
troller, which is basically in charge of the Agency’s overall budget.

Mr. DUFFEY. Broadcasting activities here are about a third of the
Agency’s budget. A consolidated budget office that works together
where people are assigned the broadcasting responsibility, I think,
is one way this could be organized, rather than having a separate
office. Our office at USIA assumes and will continue to exercise the
priority role, because we are the ones who are held directly ac-
countable by the Congress and the administration. It could be orga-
nized as it is now, or it could be organized with specific functions.

Part of what we are trying to do here is to—and I think we have
been partially successful—is to eliminate so much of the duplica-
tion in engineering, transmitters, all which existed earlier between
RFE/RL and the Voice of America. I think that there has been
enormous good cooperation in that regard, and the board has
worked hard for that.

I think we all recognize that we have not achieved the consolida-
tion that we proposed, and we will continue to work toward that.
I recently submitted a memo to the board with respect to other
things I think we can do, and we have yet to fulfill the provisions
that were incorporated in a proposal we made about true consolida-
tion. We need to look carefully at the areas where that is not nec-
essarily productive, but I think we have yet to achieve that.

Senator GRAMS. Not to belabor the point, but looking at another
example, does it make sense for the BBG to have its own legal
counsel when USIA has an entire legal staff with 16 attorneys?
Does that not inevitably lead to, again, duplication of effort?

Mr. DUFFEY. It may lead to duplication of effort. I am sure mem-
bers of the board could also provide a rationale for why the decision
was necessary from their point of view, given the way the legisla-
tion now reads.

Senator GRAMS. Mr. Klose, any comments before we move on to
other areas of this?

Mr. KLOSE. Mr. Chairman, I would only—from the broadcasting
perspective of Radio Free Europe, which is where I would like to
speak from, our concern is, and I think this is probably reflected
in the concerns of the other broadcast entities, are the issues of fire
walls which ensure the very areas that you were speaking of your-
self and which you know from your professional career as a jour-
nalist are extremely important, which is that there be a sense of
independence, both symbolic and real, of the Voice of America’s
charter and the unique nature of the grantee organizations, RFE/
RL, RFA, and the slightly different provisions that have been taken
in the creation of the Office of Cuban Broadcasting, are all efforts
to address that in different and unique ways.

I believe that the broadcast mission is enhanced by that, and as
a person who reported to the Board of Directors of RFE/RL, I felt
very comfortable knowing that it was a corporate board that I was
speaking to, and that it had a natural history of independence all
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by itself in addition to the relationship it had to the Federal enti-
ties.

Mr. DUFFEY. I would like to underscore that, Mr. Chairman. The
principal role of the board as we proposed it initially and its func-
tion even now is to be a protector of the professional status of
broadcasting. I think that, even with the VOA charter, which now
would extend to the Broadcasting Bureau, it is still necessary for
the board to take that responsibility. However this committee de-
cides at the end to adjust this legislation, I assume that that role
would be once again affirmed. I certainly believe it is an important
role.

Senator GRAMS. Not to cast any aspersion on the activities of the
international broadcasting and anything that has been done in the
past, but I know even the media in this country is coming under
scrutiny for its reporting practices and biases or et cetera. The old
quote is if the media is watching society, who is watching the
media? They are not, I do not think, unaccountable for what they
are doing, and I just want to prevail that oversight will be just who
is watching and who is going to be responsible if and when ques-
tions arise.

Let me move on to some other areas. Again, when other members
of the committee return, and I expect Senator Biden to be here as
well, he may have some further questions in this area, or com-
ments. But let us talk more about the direction or the mission of
USIA. In the 1990’s there have been two major events that I as-
sume have had a profound impact on USIA’s mission and its basic
operations for its efforts to carry out public diplomacy. The first,
of course, was the fall of the Berlin Wall and the end of the cold
war. The second would be the ongoing technology explosion that
you have all talked about so far this morning that has led to great-
er worldwide access to information than ever before.

Could you explain how USIA has restructured, in the last couple
of years, its operations? And I know you have touched on this, but
just more detail to adapt to the post-cold war environment, and
what has been the impact of these changes in terms of the USIA’s
focus on various regions?

Mr. DUFFEY. Let me say first of all that 4 years ago we made
a decision to end the publication of magazines. For 40 years, USIA
had published magazines that were circulated around the world. It
took about 9 months to get the copy. There was an extraordinarily
competent professional team here in Washington. The magazines
were sort of real show pieces; they had wonderful photography, and
articles about American life. While it was a bit traumatic to make
a decision to end them, I think everyone would agree now that in
a time when magazines circulate freely in almost every part of the
world, and there is need for shorter term communications, that
that was a wise decision.

Many of the men and women who earlier edited those magazines
have learned now to design home pages, to produce material for
publication, what we call electronic journals, which we do not send
around the world because we think people are going to read them
via the Internet on a computer screen. We have a broader audience
of people who are curious, but the main reason is to give our posts
very quickly all the formatting they need to download and publish
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in place magazines and journals and fresh information about devel-
opments in American life or American policy.

Then we abandoned the practice of producing and sending large
exhibits around the world, and we now work with other agencies
and organizations to facilitate their exhibits, occasionally to work
with them on design and planning, but we are not in that business
any longer.

We have integrated our support for arts and cultural activity—
from a very fine office of 24 people with an admirable reputation
that was administering a budget of about $3 million—into all our
programs. We have a much more efficient operation that also recog-
nizes that there are many parts of the world now where the com-
mercial exchange of art and culture needs to be perhaps supple-
mented or encouraged, but does not require the kind of funding it
did.

It was important that our Embassy in India recently brought the
Paul Taylor dancers there for an anniversary. We got terrific press,
but I am proud to say that no Government money went into that.
It was done by the corporations that have an interest in that coun-
try, and they essentially got the credit. But USIA’s role was abso-
lutely vital. Our officers—significantly more than in the past—are
learning to be entrepreneurs with the private sector and to work
to facilitate the many things that are happening.

We dismantled the Bureau of Policy and Programs and created
a new Bureau of Information which was 30 percent smaller. Mr.
Fulton is here now. I would be delighted to have some members of
the committee come down to learn more about that bureau. As one
example of the type of work this bureau does, take China, where
articles or issues of debate about the United States and its inten-
tions are viewed by the younger generation in China as hostile and
that we are trying to restrain development of China. We pride our-
selves in being able to turn around in just a few days and translate
a relevant article that is published here, and have it back at the
post where the men and women working at the post can get it into
the hands of journalists or others.

The human element, the man or woman, the team at the post
who have relationships with opinion leaders, with younger people
being educated for roles of leadership, are an indispensable ele-
ment in this. We will never substitute that with electronic commu-
nication. But we can make their jobs easier. We can serve them
better.

Another thing you would see, however, if you came to visit Mr.
Fulton, are two floors of USIA in which there are no longer individ-
ual offices, private secretaries, and deputies, where men and
women work together on teams, in what I call the architecture of
reinvention. This is something fairly new to the Government.
Frankly, it is almost old hat now at General Motors and most pro-
gressive American corporations. But it represents our effort to take
out layers of hierarchy and to create a new atmosphere or new
work culture.

There are a significant number of those changes that have taken
place. Other parts of the Bureau are looking at how they may
apply to their future. But without that we could not have worked
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our way through the 33 percent reduction in real dollars and about
30 percent reduction in staff.

Senator GRAMS. You made a mention of shortened term from
publishing to broadcasting. CNN often reports on events before the
U.S. Government even knows about them, and information can be
transmitted instantly worldwide through the Internet, so when you
talk about shortened term, how has this information revolution af-
fected your operations? Again, I think what you have mentioned to
some of the examples such as the publishing——

Mr. DUFFEY. Well, let me say first of all, this revolution is not
a complete blessing. First, let us recognize we have this technology
which is really the engine now of U.S. economic revival. It is a
most entrepreneurial, capitalistic explosion; it is dramatically af-
fecting our imports, our exports. We have it because of the wise
planning that went on by the Department of Defense and others
during the 1980’s when we were trying to find a method of commu-
nication that would be secure in the event of major attacks. So, in
a sense we developed it out of sense of need, and now it has blos-
somed.

But it frankly, as we now know, is a tool for communication and
rallying of people for all kinds of purposes. The terrorists in Peru
have a fine home page. You can see them talking about their mes-
sage across the world, as the rebels and the Chiapas have. On the
one hand, the young people in Belgrade who have been conducting,
I think, the very effective demonstrations in the streets, have also
made extraordinarily effective use of the Internet to communicate
with networks. There must be five languages, the last time I looked
at it.

The young man who came over to talk about it recently said they
were told that perhaps this was too sophisticated for them. He said
I got the sense the rest of the world thought we should be using
jungle drums. But they have been extraordinarily effective in build-
ing a large network of communication.

We also know the militia groups in the United States use this
as a form of communication. I think many Americans are getting
information, making decisions about their lives with new informa-
tion, in terms of health and other things that are very liberating.
I suppose the generation of most of us, at least on this side of the
table here, caught up with this very late. We have not been raised
with this, as has a large part of America for whom it is just sort
of second nature.

We have moved early and quite boldly, and I think it has enabled
us to do more, to do it more effectively and more rapidly than we
would have been able to.

We are also looking at the problems that will emerge.
Let me just tell you one story. I had difficulty getting my col-

leagues at the State Department to understand the significance of
this. One of my colleagues every morning looks at The New York
Times web page, and they have a kind of forum. One morning
about a year ago he found an incredibly crude attack. It seems to
me it was on the Chinese or on the Taiwanese. It was signed by
Winston Lord.

I sent over to Mr. Lord a copy of what had appeared that morn-
ing, and he called back immediately and we went to work to do a
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correction and make it clear that this kind of thing can happen on
the internet.

So, we need to be vigilant about it. It has changed our work dra-
matically, because it has helped us understand new audiences.

I would just close with one more example. Whereas we used to
have a situation where people would wander or come deliberately
into our centers for information, our libraries and others, we are
far less involved today in the investment in property, because this
material can just be available to the inquirer who knows about it.
Young people in schools and colleges and others, journalists, can go
directly to this information. It simply reaches a much wider audi-
ence.

The CD ROM you have on American higher education and oppor-
tunities, explaining it to foreign students. It is a $7 billion industry
in the United States, and it makes a great difference to our schools,
many of them, to have these students from overseas, and I hope
we will continue to be the leading place where students will come
to study.

I do not believe anything else we have ever done has been as in-
fluential around the world as the number of people who come here
to study and then become leaders in their countries.

This little CD-ROM can now provide information about study in
the U.S. to inquirers in their colleges, their high schools. It used
to be they had to come directly to the USIA center, and many still
do—I have seen the lines of young people waiting—but it is far
more effective as a supplement to have this information available
in other posts, other areas.

I think it is important that we have taken some of our library
collections and given them to universities, particularly in Western
Europe, where we have closed our traditional libraries. We are not
trying today to encounter in most societies of the world the dis-
sidents, the people whose aim it is to disrupt their society. We are
trying to encounter the leadership, those who are going to shape
the future, and we must encounter them in their schools, their pub-
lic areas. They are not going to come to our centers, so this commu-
nication has strengthened our ability to do that.

Senator GRAMS. I would like to go back again to a question deal-
ing with some of the congressional concerns about the extent to
which USIA’s mission of public diplomacy reflects the official for-
eign policies of the U.S. Government. The question I would like to
ask is, what do you believe should be USIA’s role in spreading the
American viewpoint on world affairs? Is it supposed to be to
present a more neutral perspective, or should it be able to advocate
U.S. policies in an effort to directly promote American national in-
terests?

Dr. DUFFEY. Advocacy of the U.S. policy is the way we under-
stand the work of USIA. Now, a particular problem that you have
referred to earlier arises with respect to broadcasting. Broadcasting
will only have credibility if it does not appear to be or is not, in
fact, sort of a propaganda operation. I, however, still believe that
broadcasting has a responsibility to convey amply U.S. positions
and U.S. policy, so we come down to the question of separating re-
porting of the news and other matters from the presentation of
U.S. policy pursuit of U.S. interests.
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That is a delicate call. I would be far happier if our broadcasting
did that in more than just the editorials. I would be happier if it
did it in more programming that was directed to that end, and ex-
plained. There is—it is a difficult problem for some of our journal-
ists, but I sometimes think that we do not give ample attention to
the third part of the Voice of America charter which describes this
as one responsibility.

There was resistance, significant resistance initially to working
with the Department of Justice and the worldwide effort to pub-
licize terrorists and others from our broadcasters, but they wisely
I think found ways to adjust, and that is now something we are
very proud of.

We need to find ways to clearly distinguish what we are doing.
I think that the reporting of the news must be dealt with with a
kind of objectivity and neutrality, but we could stand more genuine
advocacy with every tool we have for U.S. interests, because that,
as Edward R. Murrow says, that is the justification for using the
public’s money.

Senator GRAMS. You mentioned editorials, Dr. Duffey and Mr.
Klose. The Office of Policy in the International Broadcasting Bu-
reau produces editorials for broadcast for all the VOA’s language
services, and the editorials are identified as ‘‘expressing the policies
of the U.S. Government,’’ and that is in order to distinguish them
from other VOA programming.

Many of the editorials have played key roles in the past in influ-
encing events overseas, and I think you all will recall the famous
1990 editorial titled, No More Secret Police, which sparked an out-
burst from Saddam Hussein in that case. I have heard that some
individuals at USIA are questioning whether or not VOA should
continue broadcasting these editorials. Maybe you would like to
comment. What are your views on that concern or question?

Dr. DUFFEY. Well, let me make a comment, and Mr. Klose, who
has not had to face this yet, will I am sure be looking at it.

I do not think there is much questioning of the editorials. I think
the question arises as to whether that fully meets the responsibil-
ity of that part of our expectation that American policy would be
explained. I think that perhaps the resistance is to a little more
ample commentary in some programs that might contribute to a
better understanding of American policy.

I can understand resistance to this because of the historical feel-
ings that come out of the cold war, and all of the tensions that
were involved in addressing the complicated task we have there.

The Broadcasting Board of Governors to its great credit has been
discussing this, and continues to discuss it.

I do not think that the editorials should be used as a way of say-
ing, well, that discharges our responsibility. We have nothing more
to do by way of accountability. I think we could have more pro-
gramming labeled for what it is and directed at trying to explain
certain aspects of U.S. policy.

There will always be tension over this role. Senator Biden has
pointed out, I think wisely, that to be a broadcaster and to be a
Government employee is an inherent tension.

But in these days when there is more broadcasting, and when we
do have quite specific objectives explaining ourselves to the world,
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as I said earlier, which I think we must not take for granted. I
think this is a major problem in Western Europe with the new gen-
eration, understanding why America is pursuing certain policies,
why we take the position we take with regard to Iran, which has
not received a lot of sympathy from our allies, but which will per-
sist.

We need to examine this relationship between advocacy and
news reporting and work out a better solution.

Senator GRAMS. So you think it is important, extremely impor-
tant for the U.S. Government to use VOA to present very clear
statements on our Government policy.

Dr. DUFFEY. Well, it is important to every instrument in which
we invest to see this as a major responsibility.

I can tell you that USIA advocacy is what this institution is
about. Oftentimes, explaining, as I have said, is the way we go
about it. Quite often we may report debates that go on in the
United States, and we should make it clear that our spokesmen do
not always speak for the majority point of view.

We have been sending a number of people who have worked in
both administrations in the White House and the Government to
China to explain to a younger generation there that the presidents
of the United States do not make foreign policy arbitrarily, that it
is a discussion, that it involves many, many elements in our soci-
ety. I think it is important to get that message across.

It will be fatal when the Hong Kong transition takes place if the
Chinese do not understand the reaction of citizens and others in
the United States to even more flagrant violations of human rights.
That is a sort of advocacy in the sense of explaining ourselves, but
I see advocacy as the central role of everything we do.

Senator GRAMS. Mr. Klose, any comments to add?
Mr. KLOSE. Mr. Chairman, this rubicon I have not crossed yet,

and I look forward to a vigorous discussion on these issues.
My experience of news-gathering and dissemination is that it can

often be a contact sport when it comes to issues of what actually
ought to be said and how it is said. People’s reputations can rise
or fall on exactly, even, intonation of the delivery of a sentence, or
paragraph spoken or done by video, so it is a very, very sensitive
area, and it is one that I know with Evelyn Lieberman at the Voice
of America and our other colleagues, that we will be able to engage
in a full embrace of this issue.

Mr. Chairman, if I may, I wanted to make a comment on your
earlier question about the modernization issues, if that is all right.

Senator GRAMS. That is fine. Go ahead.
Mr. KLOSE. I would like to say that in terms of the broadcast en-

tities with regard to stepping forward into this interactive world,
the reality is that the broadcast entities moved very quickly when
the world started to change, especially in Central Europe and fur-
ther East in the former Soviet Union, when jamming stopped and
the wall came down.

Both the Voice of America and the radios RFE-RL quickly moved
in the region. VOA was doing that in its own other broadcast areas
anyway. There is an active affiliates operation that we have now,
about 1200 affiliates worldwide. These are local radio and tele-
vision stations which take down broadcasting segments, or in some
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cases hours at a time off satellites and rebroadcast this in AM/FM
to their local audiences. It is a whole new way of reaching different
kinds of audiences.

At the same time, Mr. Chairman, I would emphasize that in the
world today there remain 600 million short-wave sets, receivers,
and short-wave is a major means of reaching all kinds of not only
remote audiences but audiences who, for example, in the case of
the Albanian situation right now, we have turned to short wave not
as a back-up but as the main way to get there.

These assets of the U.S. Government which are worldwide, in the
worldwide transmission system are crucial and very important
strategic assets going forward into the 21st Century, and as we
move forward into the interactive internet age, we want to make
sure that these stay robust, that we have the surge capacity in
place when we need it.

Senator GRAMS. Moving on to other areas, we heard your testi-
mony, your talk earlier this morning about how important it is to
have students exposed to American policy. Although USIA has had
the authority to perform oversight for all Government exchanges,
the duplication and overlap of these programs among Federal
Agencies still remains a serious problem, or a concern.

The most recent USIA report shows that 38 Departments and
Agencies spend more than $1.6 billion every year on foreign ex-
change and training programs. Now, by comparison, as you have
said here, the USIA’s entire fiscal 1998 budget request is just over
$1 billion.

The administration is requesting right now $565,000 to establish
an office within USIA that would coordinate exchange programs
among the Agencies. Under that, will any of the other Agencies be
required to justify their exchange programs, in addition to just sub-
mitting the data on them? What is this office going to be looking
for and trying to coordinate or enforce?

Dr. DUFFEY. Mr. Loiello, who is here today, has worked closely
first of all with Members of Congress who have expressed this con-
cern over the last several years, and with the Office of Manage-
ment and Budget.

It is my understanding, and Jack may want to comment on this,
that there will be representatives of other Agencies on this team
that will try to gather the information and sort it and make it
available, but that a working group from all the Agencies involved
will examine the duplications and clarify the justification for many
of the programs.

I think the intent of Congress and the Office of Management and
Budget, the administration, is that programs not continue just be-
cause we have had them there for 20 years. Maybe Jack wants to
comment on the process that will ensue now if the Congress re-
sponds to this request.

Dr. LOIELLO. Thank you.
Senator GRAMS. Jack, would you like to slide up and take a

microphone, so it will be a little easier to hold you accountable for
what you say?

Dr. LOIELLO. Yes, Mr. Chairman. First of all, as the director has
said, this initiative builds on what this administration has been
doing through the NPR process, but it also takes a page from
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Chairman Helms’ book on this whole question of interagency ex-
change coordination.

What is looked at here is the creation of such an office, but it
is simply being placed in the United States Information Agency.

The interagency working group that is called for by the executive
order, and the legislation which has been submitted to the Con-
gress makes it very, very clear that this is an effort of all the Agen-
cies of Government involved in exchanges and training.

Now, the interagency working group itself mentions five other
Agencies, specifically State, Justice, Education, AID, and Defense,
and also representatives from the Office of Management and Budg-
et and the National Security Council and such other Agencies
among those 35 to 38 that you have mentioned that are appro-
priate.

We have found already that there have been a number of Agen-
cies that have expressed a desire to participate since this draft leg-
islation has been circulated around the other Agencies.

This iniative builds on legislation which, of course, had already
given the Bureau of Educational Cultural Affairs in the United
States Information Agency some authority to collect data and pub-
lish an annual report on exchanges and training government wide.
That is the report that you just made reference to which lists the
39 Agencies involved.

This initiative gives it much more authority because of the
$565,000, for example, that has been requested to create five
FTE’s, but we do not expect these to all be from The United States
Information Agency. We expect these to be from other involved
Agencies as well.

Two responsibilities that are specifically assigned for the working
group in setting up this office, the office which will serve as its sec-
retariat, one is an annual—well, first of all, within 1 year a report
which outlines a strategy of cooperation and looks at the issues of
duplication and provides that to the President of the United States
through the Director of the United States Information Agency.

Then, an annual assessment of that strategy each year. But a
second mandate, as the legislation proposed would put it, is that
in 2 years the working group must recommend to the President,
through the Director of the United States Information Agency, a
series of bench marking and performance measures looking specifi-
cally at the question of duplication, and this is what is principally
new, I think, in the legislation.

It also is to lay out a series of strategies for the engagement of
the private sector in a complementary way in the whole area of ex-
changes and international training.

Again, if I may say so, our own Agency in this particular area
has set the standard for leveraging of private sector funds and
NGO funds.

So, this is a very serious effort. I think it is responsive first of
all to what we have been trying to do through the NPR process
within this administration, but second responsive to the Congress
as well.

Dr. DUFFEY. The only thing I would add is the question of dupli-
cation is not where we would stop. We will look at the question of
purpose and effectiveness in light of the new budgeting process.
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Senator GRAMS. You mentioned, will recommend, I think you
said benchmarks and performance markers, I think.

Dr. LOIELLO. Yes, sir.
Senator GRAMS. In that regard, will this new office have a man-

date, or will it have the authority to see that those directives or
recommendations are carried out? Are you given that type of au-
thority? Have you identified, like Dr. Duffey said, the purpose to
carry out these recommendations?

Dr. LOIELLO. That authority is not specifically addressed, Mr.
Chairman, but it is very, very clear from the fact, first of all, that
this proposal comes from the Office of Management and Budget as
part of our pass-back. The very fact that these recommendations
are being made to the President, the character of the office itself,
as I have already described it, which is not just USIA-centered, and
the fact of the participation of these other Agencies underscores its
authority.

Senator GRAMS. Will you have any authority to deny funding for
exchanges that overlap or that fail to demonstrate adequate bene-
fits?

Dr. DUFFEY. Only the Congress has that authority, and the infor-
mation will be available.

Senator GRAMS. So you can make these recommendations to us,
and then Congress can then react?

Dr. DUFFEY. Well, I think we will first of all make the informa-
tion available. Even though USIA has been charged with compiling
this information every year, it has been extraordinarily difficult to
get Agencies to cooperate from time to time, and I think Mr. Loiello
has done a very good job in the last 2 years of getting a much more
comprehensive report, but it still lacks information from some
Agencies. We will provide that, and I think—I hope the working
group will also be prepared to provide some recommendations. I am
sure that OMB will.

Senator GRAMS. And other Agencies, as you mentioned, will be
involved. Are there any ideas or plans to have them pay part of
this budget, or to contribute to the efforts?

Dr. LOIELLO. Well, like I said, the proposal for this initiative
came back in our pass-back from the Office of Management and
Budget. We hope, in a sense of collegiality, that if this is an effec-
tive mechanism, obviously that it will extend to the budgeting proc-
ess in future years.

Senator GRAMS. The issue of duplication in exchange programs
always comes up for USIA, because it is part of your signature pro-
gram, you could say, but since USIA’s annual budget for exchange
programs is under $200 million, it is clear that your Agency does
not have administrative control over the vast majority of exchange
programs run by the U.S. Government.

The Department of Energy alone has a $100 million budget for
international exchange and training programs.

As you have gained familiarity in recent years with the scope of
the exchange programs throughout the Government, are you con-
cerned that other Agencies’ exchange programs do not get the scru-
tiny and the oversight that they deserve, especially compared to
USIA?
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Dr. DUFFEY. I think the other programs have a history. First of
all, I think it to be a compliment to USIA’s long-term strategy that
exchange has been recognized as in the end one of the most effec-
tive instruments for our work in the international community, and
they have blossomed and increased I think precisely because they
are effective in training and exposure.

I was involved in an effort like this 20 years ago with arts Agen-
cies in the United States and the chairman of the Federal Council
on the Arts and Humanities. When we began, we had a number of
organizations whose programs duplicated the number getting into
international affairs, because every Agency wants to have an inter-
national side to its work. Just the making available of the informa-
tion and the coming and working together led us to the point where
we could make some assignments, establish some guidelines for
Agencies.

I hope that will be the outcome here. Then that gives the Con-
gress at least one benchmark to look at when they need to make
decisions.

Senator GRAMS. I only have one more question in this area that
I would like to complete before I recognize Senator Biden, who just
joined us, but there has also been a report—I think the USIA re-
port—that has identified exchange programs that total at least
$600 million from private sector agencies or foreign governments.

In that respect, will the USIA’s new office also tackle the issue
of duplication there, in other words, try and coordinate not only
among U.S. Government Agencies but also look at how you can
best coordinate using private sector and other exchange type pro-
grams as well? Is there going to be a combined effort in this area?

Dr. DUFFEY. Our effort with the exchange programs, again with
the Fulbright program is to move closer and closer to the time
where none of these programs will simply be funded by the U.S.
Government.

Last week, when President Frei visited here from Chile, he an-
nounced a participation of $1 million a year from the Chilean Gov-
ernment in Fulbright program. The Secretary of State signed that
agreement. I think as I stood there waiting for it to be signed Jack
informed me that Venezuela now has a third of a million dollars
prepared to participate. That has begun to happen in other parts
of the world.

I believe that even in the countries that are developing countries,
what we used to call Third World countries, there is a role that
governments and institutions can play at contributing in these pro-
grams. Sometimes it may be tuition scholarships and resident sup-
port for our students who want to go and study in those countries,
and there are an increasing number who do. We would like to move
in the educational exchanges at least, as rapidly as we can, to move
these programs from strictly U.S.-funded programs to where there
is some appropriate measure of support from the other govern-
ments.

Senator GRAMS. All right. I would just like to recognize two other
Senators who have joined us, Senator Biden and Senator Feingold.
Thank you for being here. We have limited ourselves to just 30 sec-
onds in opening statements.
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Senator BIDEN. That is OK. I am against whatever Duffey is for.
Will that do it?

Senator GRAMS. That will do it.
Senator BIDEN. And I mean it.
Senator GRAMS. I would like to offer you an opportunity for an

opening statement.
Senator BIDEN. Joe Duffey is the only man I ever made a deal

with who honestly told me that when you make a deal, you have
a deal. If it changes, you do not like it, you just say you changed.
You learned that from Bailey you told me, Joe, and you are practic-
ing it very well.

I understand—let me make clear, last week I indicated I am will-
ing to reconsider any reorganization proposal. I am presently work-
ing with the chairman of the committee in doing just that, as long
as we provide the resources commensurate with our international
responsibilities to ensure that important functions are properly
protected.

Although I have an open mind about the overall structure of the
reorganization, my mind is already made when it comes to one
issue. I would oppose any restructuring that would diminish the
powers of the Broadcasting Board of Governors or that folds the
broadcasting Agencies into the Department of State.

If anything, Joe, I have a solution for you. We will just make
them independent, independent of you and independent of every-
body, independent of the State Department as well.

I just want to make it clear that there has been a lot of talk
about how my friend Russ Feingold and I had disagreements on
this, and we did have some disagreements on this, and that I en-
gaged in or threatened to engage in the only filibuster that I have
ever threatened to do in 24 years as a Senator, and that is true,
but it was not about the power of the board. It was not about the
power of the board. That was not the basis of our disagreement as
relating to the power of the board.

As a matter of fact, the President’s original draft of this legisla-
tion that he sent up to us on June 15, 1993, he stated, ‘‘We will
create a new and independent board of Governors that will replace
and perform similar tasks as the Board of International Broadcast-
ing.’’

It was new and independent. I know that bothers you, Joe, the
independent part, but that is what it was intended to be, and I am
amazed that we are still relitigating this battle, when I thought we
all had an agreement that we all sat down and settled this issue,
but in terms of reorganization, Mr. Chairman, I think we should
and will, and I think we will do it in the next 3 to 6 months, come
up with a reorganization plan for our whole foreign policy appara-
tus. At least, that is my hope and expectation that that will occur.

I have an open mind as to how we do that in terms of what we
are going to do relative to broadcasting, and relative to USIA gen-
erally.

I have one question, Mr. Chairman. I am interested in how deci-
sions to allocate resources, both in terms of funds and personnel to
the USIS posts are made. Director Duffey, what is your system for
allocating these resources, funds as well as personnel? Do you have
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a methodology? Do you have a system you go through? How do you
go about it? What is involved in the decisionmaking process?

Dr. DUFFEY. We have a process and, of course, within the State
Department there is a process involving the Ambassador and his
concurrence with any plan that he receives from, say, the USIA, so
at the end of the process it becomes a dialog and a negotiation in
that respect.

Senator BIDEN. Between you and the Ambassador?
Dr. DUFFEY. No, between the Secretary—well, it begins between

the Ambassador and me, and generally, if we can settle the matter,
as we most often do. If not, it goes to the Secretary. There have
not been any cases during the last 4 years in which the Secretary
did not accept the recommendation.

First of all, we have, as you recognized, faced a serious decline
in available officers and budgets, so we have had to make those re-
ductions.

We begin with, first of all, not a permanent grid but kind of a
template that is revised every year, looking at the size of nations,
the size of U.S. relationship, the existence there of communication
and other facilities and U.S. presence.

Senator BIDEN. Would you be willing to make that available to
the committee?

Dr. DUFFEY. Certainly.
Senator BIDEN. I would appreciate that.
[The following material was subsequently supplied for the hear-

ing record by Mr. Duffey.]

RESOURCE ALLOCATION GROUP (RAG) SYSTEM

The Resource Allocation Group (RAG) system is USIA’s framework for relating
country-specific Agency resources with U.S. national interests and policy objectives.
It raises resource issues for discussion and review by the Area Offices and the Re-
source Management Committee and for final decision by the Director. It is designed
to help establish resource priorities and to identify resource anomalies.

RAG rankings are based on factors which indicate the level of U.S. interests in
each country and the potential for USIA programs to affect U.S. interests. These
factors include statistics derived from common reference sources, such as popu-
lation, gross national product, bilateral trade, U.S. investment, U.S. assistance, U.S.
mission size, and media densities. Initial rankings based on the factors are analyzed
by the Area Offices and adjusted to reflect current policy considerations.

RAG rankings are reviewed annually. This review normally takes place each
spring, in sequence with Agency planning and budget cycles.

Dr. DUFFEY. That is called a resource allocation grid.
Then, however, we need to bring other questions. Are there an-

ticipated problems or tensions in the area that should be taken into
consideration and are there specific objectives that must be taken
into effect?

These days we are also looking, Senator Biden, at can we effec-
tively or sometimes more effectively do the work by approaching
this with a different structural organization, or working in regions
and areas.

Senator BIDEN. Can you give me an example?
Dr. DUFFEY. Well, let us take the Caribbean. We have Ambas-

sadors and staffs on every island and country. We are asking our-
selves whether we cannot do what other countries do and have
somebody accredited to two or three places. It is regrettable that
we need to do that, but if we have a circuit rider we can work stra-
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tegically with the posts looking at a common program for the em-
bassy and sharing resources so that speakers or programs are ar-
ranged, they are not just arranged for one country.

Senator BIDEN. You obviously have had—and I will yield, Mr.
Chairman, after this comment or question. You obviously have had
to deal with the constraints of the budget and budget cuts; but I
am a little confused. The resources allocated to Western Europe
versus the resources allocated to Eastern Europe and the NIS seem
to be a little out of whack.

You have 93 American officers covering 22 countries in Western
Europe, while in Eastern Europe and the NIS you have 73 covering
25 countries, and moreover, you reduced the presence in the East
between fiscal 1996 and 1997 from 81 to 74.

Now, I recognize the budget cuts, and I do understand that. We
have all been doing that with our staffs, with everything, and we
should. But what I am confused about is, it would seem to me that
if there is any time in our history when our presence and the func-
tions that you provide are most useful in Eastern Europe and the
NIS, it is now, and where they are least needed is in Western Eu-
rope. Can you explain to me what I am missing here?

Dr. DUFFEY. Well, some of this relates to the burden of my open-
ing statement. Let us begin with Western Europe. You recall that
we were given very few new resources at the turn of the decade
when we needed to staff the new countries in the former Soviet
Union. We had to find some place, as the State Department did,
from which to take the resources we had available to open these
new posts.

Since 1995, we have cut funding in Western Europe by 24 per-
cent. We have closed four posts and cut 139 positions.

One can say on the one hand, look, it is a place with a lot of com-
munication. There is a lot of American presence. It troubles me a
great deal that we have made those cuts in Western Europe.

Senator BIDEN. Why?
Dr. DUFFEY. Because I think that—I will go back to Senator

Dole’s comment in the campaign after our recent experience in
Iraq, when he said, where are our allies? With new generations we
have got to work at explaining why we have the policies we have
toward Iran, as I said a few moments ago, why the policies toward
Cuba are our position and that we intend to stick by those policies.
We must show our resolve, and we must explain that. We simply
cannot, I think, change generations——

Senator BIDEN. Does that compare in your view to the needs that
exist in Eastern Europe and what is going on now to explain to the
Poles or to the Czechs——

Dr. DUFFEY. Let me explain a little bit about that. We are mov-
ing into Eastern Europe at a time when, unlike the 45 years of the
cold war, all we did was sort of snap our fingers and the resources
were there, 45 years of growth. We had to confront new ways to
do our business.

First of all, we have gotten away from the edifice complex. We
are not making very large investments in property and buildings.
We think the resources we have can much better be invested in
programs and people.
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As I said earlier, we are not in those countries now seeking to
contact the dissidents. We are seeking to establish relationships
with the men and women who are going to build the future, and
they are not going to wander down the street to a U.S. center. They
are in a university. They are doing other things.

Senator BIDEN. Why the hell would they wander down the street
to the U.S. center in France, Germany, England, or any place else?

Dr. DUFFEY. I am referring to the old days. Actually, of course,
in Western Europe those libraries and centers as you know have
regrettably been closed even earlier. That is where we got some of
the resources.

What I am saying is——
Senator BIDEN. I am talking about the assignment of personnel.

Either I did not say it clearly, Joe, or you are avoiding the answer.
Why are there more personnel assigned to fewer countries in West-
ern Europe than there are to more countries in Eastern Europe
and the NIS? That is my question. No edifice.

Dr. DUFFEY. I wish I had more resources to apply to Eastern Eu-
rope. We are understaffed there. That is why we are appealing——

Senator BIDEN. That is what you get paid for, the big decisions.
Why are they in Western Europe and not in Eastern Europe?

Dr. DUFFEY. I think it has to do with tradition and momentum
from the past and efforts to change. There is a professional Foreign
Service——

Senator BIDEN. Bingo. I do not have any further questions.
Dr. DUFFEY. There are many institutions from the past, and we

are struggling against that, but we are also being called back a bit
to understanding that Western Europe is not unimportant. I think
we need to work differently in Western Europe.

Senator BIDEN. Joe, if you think there are avenues in Eastern
Europe and the universities, you and I should talk about the 6 mil-
lion additional avenues there are in Western Europe.

Thank you, Mr. Chairman.
Senator GRAMS. Senator Feingold.
Senator FEINGOLD. Thank you, Mr. Chairman. I commend you

for holding this hearing today. Since I am not a member of this
subcommittee, I really appreciate your continuing the hearing so I
could participate.

I also want to acknowledge the Ranking Member, Senator Biden.
We had a disagreement on this issue, and I learned right there and
then, and have followed the advice since then, that it is really bet-
ter to be in agreement with Joe than to be in disagreement, and
we have had great fun and have been tremendous allies.

Senator BIDEN. I do not think we disagree on anything else.
Senator FEINGOLD. No, but it is just better that way.
Senator GRAMS. And now you agree on that.
Senator FEINGOLD. In fact, on this issue itself I have had nothing

but good feelings about the way Senator Biden and I have worked
on it since that time, and I hope that continues.

I want to thank the witnesses and I want to thank the witnesses
for some of the kind words about my efforts in this area. I recog-
nize the valuable contribution that USIA makes to our foreign pol-
icy, but since the time is late, I do want to talk particularly about
RFE/RL, Radio Free Europe.
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I am still of a mind that many, although not all of USIA’s broad-
cast activities are relics of another age, when our foreign policy
goals and priorities look much different than they do today.

Unfortunately, as we knew from our debate several years ago,
there are also many examples of fiscal abuse which have been
talked about at length in the committee with regard to Radio Free
Europe and Radio Liberty in the management of the activities, and
many of these abuses, of course, took place in far-away places.

That is why in 1994 I introduced the consolidation legislation.
My intention with that language was that these surrogate radios
should figure out how to function as privately funded entities with-
in a certain timeframe, and if that could not be achieved, then
maybe it was time to put these entities out of business.

Mr. Chairman, we set that forth in legislation, and we now in
March 1997. That puts us just under 3 years since the statute went
into effect, and just under 3 years before the end of 1999, which
is the period when the privatization is to be complete, or the time
by which the privatization is to be complete.

So, we are half-way through the transition period, and I want to
take just a few minutes today to take stock of where we are.

Mr. Klose, can you detail for me what the status of your efforts
to privatize are?

Mr. KLOSE. Yes, sir. We thank you, Mr. Chairman and Senator
Feingold. I am pleased to respond to that issue.

Late in March 1996 we established an office of development at
the radios in Prague and set forth as its primary goals finding
ways in the venue of Central Europe, where the broadcast services
would most likely be plausibly administered, in a way, and where
most plausibly we could find outside investment and private inves-
tors. That effort has gone forward.

We have in the Czech service, which previously was spun off as
a separate small subcorporation of RFE/RL and became a sub-
grantee of the radios, the Czech service, which is called RSE, Inc.,
formed a joint venture with Czech National Radio. We have created
a new independent public affairs network that is nationwide in the
Czech Republic, in cooperation with Czech National Radio. It is
called Radio–6, Radio Free Europe.

It is an international broadcaster. It includes programs supplied
by the Voice of America,the BBC, Deutschewelle, German Wave.
RFE-RL’s support for this Czech enterprise in the past fiscal cycle
has dropped from $2 million a year down to $450,000 in 1997, and
we have found private means of some support, or in effect institu-
tional support in the Czech Republic by institutional large compa-
nies, who are interested in taking, in effect their institutional ad-
vertising. We would call it program underwriting. That is perhaps
the best way to describe it.

Several hundred thousand dollars has been gained that way. It
is a very difficult situation, but it is an important one. This is a
nonprofit venture between Czech National Radio and RFE/RL. It
has a very interested and engaged audience.

If I may, Senator, I would quote from a Czech news agency re-
port of 1 January. This is the Czech telenews agency. Czech Radio–
6, Radio Free Europe, has gained a public image as a highly profes-
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sional commentator of political events. Public opinion regards it as
the best of all radio stations in this particular field.

We have also created an addition to the internal development of-
fice. We have a group of private advisors outside with whom I con-
sult or have consulted as president of the radios consistently, and
we are about to go forward with an initiative to a major private
media company which is interested in activities essentially making
investments in Europe and further East.

The Polish service of Radio Free Europe was also spun off as a
separate subcorporation several years ago. We viewed these entries
as Lunar landers, in effect, to put us down so they could do some
experimentation in the area and find out as a test bed how you do
this.

The RWE, Inc., as it is called, again a nonprofit radio corporation
that is based in Poland and also has a representation, a legal en-
tity in Washington, has created in effect a private independent net-
work in Poland of some 30 individual radio stations that we feed
via satellite 18 news feeds a day plus current affairs and current
events, and this enterprise after a stubborn and consistent due dili-
gence search for a series of investors, both Western and Polish-
based, we are now about to make an initiative through, again, a
large non-Polish independent media company which is interested in
investments in Poland.

We believe that the Polish and the Czech entities are important
to continue operating, because the media markets in the Czech Re-
public and in Poland are the most viable in terms of advertising
dollars going in, in terms of people learning how to make money,
especially in television.

Radio is in a more parlovs state, but it is at a more transition
stage. We are there with these two activities.

With regard to RFE/RL itself, the large enterprise, a major func-
tion of the move from Munich to Prague was to reshape, modern-
ize, and reinvent this enterprise so that it would have the potential
for viable interests by non-Federal broadcast or media entities, and
that process we believe we have been able to do successfully.

We have gone to digital. We resemble in many ways a very mod-
ern Western profit-driven radio operation, and with this outside
private group of advisors we are in the process of pulling together
in effect a business plan and proposal for a particular set of people
who we have been talking to outside.

Senator FEINGOLD. Thank you. I appreciate the specificity of your
answers with regard to the Czech operation and the Polish oper-
ation, but I want to get back to my main concern, of course, which
is that the public side of this be eliminated in the appropriate time-
frame in terms of the dollars.

I understood that the Czech and Polish services were going to be
the first of the RFE/RL services to be made fiscally independent of
U.S. support, and I of course recognize the historical significance
of these two operations, but now this year, 8 years after the fall
of the Berlin Wall, I would argue that they are the best candidates
for privatization. These two countries are the shining examples of
democratization in Eastern Europe, and Congress actually specified
that the services in these two countries, which you have identified
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as RSE, Inc. RWE, Inc., respectively, should be privatized soon
after the passage of the Broadcasting Act.

I would like to quote from the conference report. It says, ‘‘The
committee on the conference expects that the BIB and the Broad-
casting Board of Governors will do everything possible within avail-
able resources to support this privatization effort. It is not antici-
pated that the BIB or the board will make grants to these entities
after September 30, 1995.’’

September 1995 was about 18 months ago, and still these serv-
ices which you have been discussing in some detail are receiving
subsidies from RFE/RL. I do not know how to specifically charac-
terize the level of progress toward privatization based on your an-
swer, which I thought had a fair amount of specificity to it, but I
guess I have to ask, given where you are, what is the likelihood
that RFE/RL as a whole will be able to make progress in privatiza-
tion to the point where you can reach the 1999 deadline which is
called for in the legislation?

Mr. KLOSE. Senator, at Radio Free Europe we have understood
that deadline very well. We are exercising within our competencies,
we believe, due diligence on this effort. I cannot tell you as to a
certainty that we are going to reach that point ahead of 31 Decem-
ber, 1999.

This is a very difficult situation, and most people who have en-
gaged in efforts of privatization in that part of the world both in
Central Europe and further East, where a substantial amount of
our operations are based, find—you can ask any major oil company
in the United States of America, looking at the massive resources
available to them, for example, in Kazakhstan or in Russia or
around the Caspian Basin, how difficult getting these deals done
really is, and we have that issue ourselves.

What we do know is that there is intensifying interest in the
international media world amongst the giant players as they con-
tinue to conglomerate, and as they continue to explore ways to
reach specific segments of audiences, and as the market itself seg-
ments as to who listens to what and why.

We have had very interesting conversations. That is all I can say
about them. But they are positive conversations. There is a kind
of interest out there.

I would say, Senator, that one of the issues that is for real in my
view, in terms of what these particular broadcast services do in
terms of American presence in the region comes up against some
of the commercial realities that sometimes play. There are some fa-
mous cases in recent history where, for example, one of the major
global media players, in control of programming to China, took off
the air the BBC World Service because the authorities in China ob-
jected to the programming.

The point here is that the Radio Free Europe/Radio Liberty and
the kinds of information and flow of current affairs which they pro-
vide to millions of people in the region are the kind of asset that
is there on behalf of American foreign policy. There are two worlds.
There is a commercial world and then there is the world of Amer-
ican national security interests. That is an issue which I think is
also out there.
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Senator FEINGOLD. Well, I appreciate your response, again. Let
me just say, I think you understand how strongly I feel about this.
This was the first piece of legislation that I ever introduced as a
Member of the U.S. Senate. We passed it. After a hard-fought de-
bate in this committee, the Senate passed it. The House passed it.
The President signed it. Although, certainly, we can argue about
whether it was the right policy, it does call for the finalization by
1999. Although I obviously recognize there could be practical prob-
lems involved, I have always thought that was a fair amount of
time to be given for this to happen. Perhaps you disagree.

I am somewhat disappointed at the amount of progress that has
been made. I want to have communication with you with regard to
how we can accelerate this. Because I am determined to meet that
deadline. I would like to note that my office has been in touch with
the State Department’s Office of the Inspector General, which has
responsibility for USIA as well, regarding this point. We have re-
ceived assurances that part of the 1997 audit plan will include a
review of RFE/RL’s efforts to privatize.

But my preference, of course, is that we simply work together to
meet the deadline. So, I appreciate your response, but I just want
to use this opportunity, even though I am not a member of the sub-
committee, to say this is one thing that we got done in the Foreign
Relations Committee to save this country some money, to reduce
the deficit. We ought to do all we can to finish the job in a timely
manner for the taxpayers of this country.

Thank you, Mr. Chairman.
Senator GRAMS. Thank you very much, Mr. Feingold.
I know Senator Biden is going to return, but in the meantime I

just have some brief questions that I would like to wrap up with
and to pose to you this morning—or now, afternoon. They deal with
the East-West Center and the North-South Center. USIA’s budget
request also includes several pass-through budgets on which, again,
I would like to focus.

I realize you may not be familiar with some of the specific pro-
grammatic details of the budgets, but there are some general ques-
tions I think we should get on the table. First, the fiscal year 1998
budget request for the East-West Center has decreased, but it is
only $1.8 million below the fiscal year 1997 request, even though
the administration announced years ago that it was going to phase
out funding for this supposedly, quote, private entity.

The East-West Center has been receiving a direct noncompetitive
taxpayer subsidy for over 35 years. In just the last 10 years alone,
it has received $200 million. Now, given that the East-West Center
has access to private funding already and that it can compete for
other Federal grants, has the administration determined exactly
when it will no longer be requesting a direct subsidy for this pro-
gram?

Dr. DUFFEY. We do not have a plan, Senator. I have known the
East-West Center for many years. I used to sit on its board. As the
importance of the relationship with China and the Pacific emerges,
the center becomes more and more a rather key place for the kind
of interactions that, frankly, are not going to take place under di-
rect U.S. Government auspices. They are going to need that kind
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of center that has built some confidence and respect from both
sides of the Pacific.

I think the center has made significant progress in adjusting to
these lower subsidies. There is certain work that I believe is very
much in the national interest. Maintaining, for example, a new,
younger cadre of scholars, who can teach and understand, spend
their time working on the developments in China. Their role in
teaching and preparing us for the future is very important. The
publications there are fresh and used by all our areas of govern-
ment in trying to assess this important relationship.

While I believe that the board of directors understands the intent
of Congress and of the USIA to move to a relationship of signifi-
cantly lower subsidy, I am not prepared at the moment to rec-
ommend at some point at which I would withdraw all support at
the risk of losing some resources that I frankly do not think we can
duplicate anyplace else. It is a very unique role, being established
where it is and having the history it has.

So, I think I consider my job to be to try to assess those things
that are in our vital interest, which I do not think, frankly, we are
going to find subsidy for from the private sector, and work with the
center to try to effect a kind of a transition. But I am not prepared
yet to put the center on sort of a schedule that would lead to no
support. Because I think we are gaining too much from it, and all
the Agencies of Government. I include, by the way, Commerce and
others, because it is a source of information and of meetings and
of dialog that just does not take place on our shores at all.

Senator GRAMS. Well, I am sure those at the East-West Center
would agree that they are important and should not be de-funded.

Dr. DUFFEY. Well, I think our perspectives are different. But I
think we must continue to work them through.

Senator GRAMS. But I think you have got to look at, I think, as
Senator Feingold was mentioning, trying to save the taxpayers
some dollars and to streamline. When you look at the East-West
Center, which is not the only access to this type of information,
they have private funding. They have access to other Federal
grants. So, there are some of us that feel and have worked toward
completely eliminating funding for the East-West Center as well as
the North-South. We will continue to do that.

But with the administration already having announced years ago
that it was going to phase out the funding, I guess what we are
really looking for is a time line. Is it going to have to come through
congressional action and impose this time line, or is it going to be
an area where they are going to finally say we are going to phase
this out?

Dr. DUFFEY. Well, Mr. Silverman tells me that OMB is now indi-
cating the year 2001 as the time line. We will ask for some clari-
fication on that.

Senator GRAMS. All right. I will move ahead, then. I will remem-
ber that year 2001.

I also raised concerns about funding for the North-South Center
2 years ago. I was told that its direct subsidy was going to be
phased out last year. That is why I say I am going to remember
2001. Because we had assurances and an agreement worked out on
the floor, in the last minutes of the FY96 Appropriations Bill that
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it was going to be phased out. There was going to be one more year
of funding. Yet the $1.5 million in the fiscal year 1998 budget re-
quest for the North-South Center is actually $500,000 more than
it was in 1997.

So, all the good intentions and all the deals and agreements that
we work out and adhere to, yet here we come back and now we are
not only not going to phase it out, but we are going to increase the
funding for the North-South Center. So, prior to 1991, the North-
South Center relied on private funding, it relied on competitive
Federal grants, but since that time it has received direct subsidies
totaling $40 million.

Now, given all this, can you explain why the administration is
requesting any funding for this organization and why we should
even continue to the year 2001 with the East-West Center? And,
again, I will say, Dr. Duffey, that there will be efforts made, on my
behalf and others, that we are going to try to eliminate this fund-
ing, if not before 2001, at least in the very near future. But the jus-
tification?

Dr. DUFFEY. Well, the Office of Management and Budget is now
talking about the year 2000. My perspective at the moment, frank-
ly, is not to set time lines for the following reason. Our relationship
to Latin America is changing dramatically. We have very few AID
and support mechanisms there, and I think that is appropriate.
These nations, almost all, have become democracies and they are
developing their own engines of trade and development. We can re-
late to them in a more mature way.

Our military presence is not as large and significant as it once
was. We are increasing rather dramatically our trade relationships.
We need some mechanisms that we can devote much more directly
to the items we have talked about earlier here this morning—un-
derstanding information.

Now, I would be, with respect to both of these institutions, more
in favor of the grant that is written with a specific purpose in
mind. The Congress has not made that option available to us. We
may want to go that way. I think USIA, with respect to both of
these institutions, would see some needs that we would be pre-
pared to spell out and argue for with respect to grant-making. It
may be that what we ought to do with the Congress is work on a
clearer understanding of what the objectives are, and not have
these set as completely by the institutions and academic interests
as we have in the past.

But I understand the position of the Congress, and I hope the in-
stitutions understand it as well. It is a question of moving from a
blank subsidy to a directed subsidy that we could more carefully
defend and that serves the interest of the United States.

Senator GRAMS. Just as I noted on North-South Center, which
you have just talked about, before 1991, they did not receive this,
and now, all of a sudden, they have received more and more
money. With promises to phase out, they have just gotten bigger.
So, it is like many other Government programs or Agencies—they
take on a life of their own. All of a sudden, they become—they gain
more support and more funding, and it is harder and harder to
wean them. So, we think it is very important that we do take the
first steps.
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Another point is the National Endowment for Democracy. I think
a total of $30 million is requested for this Agency, the same as it
received, by the way, in 1997. There have been concerns, such as
those expressed last year in the Senate Appropriations Committee
report, that 65 percent of the endowment funding is provided to
four core groups without any competition or competitive bidding.
Moreover, these four groups are affiliated with organizations that
already have significant private resources.

So, again, when we are looking at where this funding is going
and the need for public funding for some of these groups, and in
a noncompetitive environment, do you know if the endowment has
taken any steps to address these concerns?

Dr. DUFFEY. I believe there is a representative of the endowment
here. This program was created by the Congress more than 10
years ago. I admire what the NED has been able to do, confronting
a level and, in fact, some reductions in funding in the last few
years. Perhaps Mr. Lowe can respond to your questions.

Mr. LOWE. Senator Grams, first of all, that 65 percent figure is
not correct. It is 55 percent. These core groups represent major sec-
tors of American life—the political parties, the trade unions, the
business interests. They have been a part of the endowment since
the beginning. They do very, very important work. They have, as
you know, as you suggested, made efforts to get funding from other
sources, just as the endowment is moving in that direction as well.

Senator GRAMS. Could I have you just identify yourself for the
record?

Mr. LOWE. I am sorry; I am David Lowe. I am an official with
the National Endowment for Democracy.

Senator GRAMS. OK, go ahead, sir. I am sorry.
Mr. LOWE. And so that those four institutions represent, as I

said, important sectors of American life. They do very important
work. They have a very important track record that they can point
to, in terms of party development, in terms of trade union develop-
ment, in terms of working to open markets to help countries pri-
vatize their economic structures. We feel that the work that they
do is very integral to the work of the endowment.

Senator GRAMS. I guess our concern or the question was that
these groups have a lot of money and access to private sector fund-
ing. I guess the question is—I know it all could be spent in good
areas, but to continue this funding into the future, why?

Mr. LOWE. Well, again, they do have other sources. They do le-
verage a tremendous number of resources in terms of the work that
they do. We are looking at this. The board is very independent.
They take a very careful look at this every year. We will certainly
take those comments under advisement.

Senator GRAMS. All right. Thank you very much.
Mr. LOWE. Thank you.
Senator GRAMS. Just some closing comments. I understand that

Senator Biden will not have time to return. But if I could just bring
up a couple of other quick housekeeping issues before we close out
this hearing.

I have talked to Chairman Helms, and both of us have agreed
that we want to move expeditiously to mark up the State Depart-
ment authorization bill, as we noted earlier in this hearing. Given
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that it is already March—I guess, Dr. Duffey, I would address this
question to you—can you tell me when the USIA will be able to
send its proposed language for the basic legislative authorities it is
requesting for fiscal year 1998?

Dr. DUFFEY. We are very close to that. It is practically there. I
believe that we should be able to get it to you next week.

Senator GRAMS. OK. I appreciate that. The sooner, the better, of
course. Finally, I am also going to ask unanimous consent of my
colleagues that this hearing’s record be kept open for 3 business
days. That is for the submission of written questions by any mem-
ber of the Foreign Relations Committee. I do have some other ques-
tions that I will also propose to you in writing. If we could expect
to have those back also in a timely manner.

[See appendix for questions submitted by Senator Grams, along
with answers subsequently received.]

Senator GRAMS. Dr. Duffey, I do not believe these written ques-
tions would be unreasonable. Of course in view of the fact that the
Foreign Relations Committee, again, is preparing the authorization
bill, I hope you can assure us that you will be able to respond with-
in a week of the submission of the questions.

Dr. DUFFEY. Might I just enter into the record, Mr. Chairman—
I am sorry Mr. Biden is not returning. I am not sure what deal he
is referring to. I want it noted for the record that I have not come
to this committee with any complaints about the Broadcasting
Board of Governors. The questions are raised out of concerns from
the Congress.

I have suggested that there was an agreement from all the par-
ties in the legislation submitted. That was examined and should
continue to be carefully examined.

For the record, I would also like to point out that the budget you
have before you for 1998 calls for, in terms of the allocation of re-
sources, Eastern Europe’s allocation is $130.4 million. What may
escape Mr. Biden’s notice immediately is that we do much more
radio there, where it is important. We also have significantly more
exchanges.

The Western Europe budget, compared to that $130.4 million, is
still $92.5 million. I quite agree with the Senator that we need to
keep reexamining, and we are engaged in an intense effort to do
that now, on how we use those resources in Western Europe. But
we also have to acknowledge now that, where our allies are, we
need to work very hard to communicate with the new generation
and in changing conditions exactly what U.S. policies are and how
we will respond to any number of situations that may develop in
the future. I think that is very important for the pursuit of our pol-
icy objectives.

Senator GRAMS. I do not know if he will accept that. He is not
here to answer. But I thank you for the explanation. It will be
noted.

Also, Dr. Duffey, just again to clarify, we are hoping that you can
get back the responses to our questions within a week if possible.
If we could have that commitment from you, we would appreciate
it.

Dr. DUFFEY. Thank you.
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Senator GRAMS. Thank you very much. I appreciate your being
here. The hearing now is adjourned.

[Whereupon, at 12:35 p.m., the hearing was adjourned, to recon-
vene at 10:05 a.m., March 12, 1997.]
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SECURITY ASSISTANCE REQUEST FOR FISCAL
YEAR 1998

WEDNESDAY, MARCH 12, 1997

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL ECONOMIC

POLICY, EXPORT AND TRADE PROMOTION,
OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.
The subcommittee met, pursuant to notice, at 10:05 a.m., in room

SD–419, Dirksen Senate Office Building, Hon. Chuck Hagel (chair-
man of the subcommittee), presiding.

Present: Senators Hagel and Sarbanes
Senator HAGEL. The subcommittee will come to order.
Gentlemen, welcome. Today, the subcommittee will hear testi-

mony in support of the President’s fiscal year 1998 security assist-
ance budget.

Our witnesses today are the Honorable Thomas McNamara, As-
sistant Secretary of State, for Political-Military Affairs, and Lieu-
tenant General Thomas Rhame, Director of the Defense Security
Assistance Agency.

The President’s budget seeks $5.9 billion for a range of security
assistance programs, including $3.2 billion for the Foreign Military
Financing Program, $2.5 billion for the Economic Support Fund,
and $50 million for the International Military Education and
Training Program.

The request also includes $90 million in funding for U.S. vol-
untary peacekeeping programs, and $15 million to fund inter-
national non-proliferation activities.

Our Nation’s security assistance programs have gone through a
substantial evolution with the end of the cold war. Only a few
years ago a significant portion of our security assistance was dedi-
cated to rent payments for U.S. access to overseas military installa-
tions.

Countries that assisted America in projecting its military pres-
ence, Portugal, the Philippines, Spain, and Turkey, were major re-
cipients of American aid. But the emergence of democracy in East-
ern and Central Europe has brought with it a new focus of our se-
curity assistance, targeted at potential new NATO partners.

Hungary, Poland, and the Czech Republic, which only a few
years ago poised their weapons at NATO, now seek to become part
of it, and military officers in Russia and Bulgaria, who once pre-
pared to battle U.S. troops, now train side by side with their Amer-
ican counterparts.
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A vast majority of our security assistance during the past 2 dec-
ades has been dedicated to one region, the Middle East, where
American interests and the real risk of conflict remain great, the
peace process not withstanding.

In fact, the President’s fiscal year 1998 request seeks to allocate
94 percent of our entire FMF budget, and 88 percent of the ESF
resources to Middle East countries. There continues to be strong bi-
partisan support for this, which advances the cause for peace.

While its geographical focus may have shifted, the rationale for
a robust security assistance budget remains. Without question,
there have been instances, Zaire and Somalia come to mind, in
which USA aid propped up corrupt despots during the cold war,
but that has been the exception rather than the rule.

The program remains essential to assist the President in but-
tressing our allies, increasing military interoperability with friend-
ly nations, generating necessary exports for American business,
and helping professionalize foreign soldiers.

Mr. McNamara, General Rhame, welcome to our subcommittee.
We look forward to your testimony this morning. I am going to con-
tinue on with your testimony, and with our questions.

We have colleagues coming, and I suspect by the time you are
complete in your remarks, then my colleagues will join me, and if
it is OK with you, I would like very much to ask for your com-
ments, and I know neither of you are strangers to this process, and
you know what the deal is.

So, with that, again, I welcome you, look forward to your testi-
mony, and General Rhame, I would ask you to lead off this morn-
ing. Thank you.

STATEMENT OF LT. GEN. THOMAS G. RHAME, USA, DIRECTOR,
DEFENSE SECURITY ASSISTANCE AGENCY

General RHAME. Mr. Chairman, members of the committee, good
morning. It is a pleasure for us to be here to testify in support of
the administration’s request for security assistance for 1998.

Mr. Chairman, I will keep my remarks fairly brief. I would ask
that you put my formal longer statement into the record, if you
would, please.

Senator HAGEL. Yes.
General RHAME. In the security assistance portion of the budget

this year, as you know, we are requesting an increase over the
1997 appropriation.

We believe the programs are strong, solid, and are fully justified.
Our goal of preserving Mid-East peace remains of paramount im-
portance to us.

This year you will find we are asking for increased support for
Jordan. This assistance will enable us to continue the ongoing F–
16 lease program that we have working for Jordan, and strengthen
this critical Mid-East peace partner.

Another of our critical challenges is to continue to support the
building of our new security relationships in Europe. As a result
of the requirements of preparing the new democracies in this re-
gion and the former Soviet Union for full participation in our Part-
nership for Peace initiative, and in some cases, actual NATO mem-
bership, these requirements account for a significant amount of the
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requested increase, which you see in the Partnership for Peace ac-
count, or as we call it, the Warsaw Initiative.

Mr. Chairman, we are also requesting money for programs in the
budget this year to train the forces of friendly nations for peace-
keeping and humanitarian assistance duties, which will thus re-
duce, hopefully, the need to commit American troops to these kinds
of operations in the future.

Mr. Chairman, sometimes despite our best efforts, our military
forces get committed to regional disputes, and in that case, we be-
lieve that security assistance has proven a benefit to helping to en-
sure that our friends and allies have the equipment, training, and
infrastructure which allow them to work with our American forces.

As a commander during the recent Desert Storm operation, I was
able to see firsthand how those years of active planning and effort
of building our military-to-military relations with friendly govern-
ments, and the interoperability developed through security assist-
ance programs contribute greatly in the operation of our coalition
partners, and paid bid dividends for us during the war.

As the director of the Defense Security Assistance Agency, I focus
on both those goals. One is to allow our friends and allies to pre-
pare themselves for their legitimate self-defense requirements, and
at the same time, hopefully, prepare them to be interoperable with
us, if a situation should arise, in which we need their assistance.

This budget, Mr. Chairman, is fully supported, although it is a
State Department budget, by the Department of Defense.

Mr. Chairman, I also would say to you that IMET, International
Military and Education Training, is considered by the Defense De-
partment as being one of our most cost-effective programs in the
150 account.

Every regional commander-in-chief repeatedly states, when
asked orally in front of the secretary, the importance that IMET
plays in his regional plan, and how it enhances his political-mili-
tary relationship with the countries of his region.

Further, in my travels, I find that our Ambassadors posted
abroad all actively and energetically support IMET and the objec-
tives it attains.

This year, Mr. Chairman, we are asking for $50 million in the
1998 request. This is an increase of $6.25 million over what was
appropriated last year.

The two factors driving this increase are the increased number
of countries that we support with the IMET program, and some ris-
ing costs within our training base.

Since 1991, we support, with the IMET program, 28 countries
that we previously did not support. These countries are found in
Central Europe, predominantly, and in the newly independent
states of the old Soviet Union, and increasingly, our IMET program
has been focusing on preparing these countries for their participa-
tion in Partnership for Peace, and in some cases down the road,
hopefully, NATO membership.

We are excited about what is going on in the traditional IMET
program, what is happening in the Expanded IMET portion of the
program, and we would strongly plead that this institution of our
Government strongly support our request for the IMET program
this year.
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Likewise, the Congress provided to us $23.25 million last year,
and that is requested this year in FMF administrative expenses,
which allow us to support the non-foreign military sales aspects of
the security assistance business we do in the Department.

This goes to support administrative costs within the unified com-
mands, and those portions of our embassies abroad which do not
support the generation of the FMS administrative fund. These
funds are critical to our overseas presence and the operation of our
unified commands, and like IMET, we would ask for your strong
support in those programs.

Mr. Chairman, that will complete my brief summary remarks of
my longer statement. With your permission I will turn to Mr.
McNamara.

Senator HAGEL. General, thank you.
[The prepared statement of Lt. Gen. Rhame follows:]

PREPARED STATEMENT OF LT. GEN. RHAME, USA

Mr. Chairman, members of the committee, good morning. It is a pleasure to be
here today to testify in support of the Administration’s security assistance request
for fiscal year 1998.

In our request we are asking for substantial increase over the FY 1997 appropria-
tion. The security assistance part of this budget alone represents a $55.775 million
increase. We believe that this increase is fully justified. It has become clear that
even though the challenges we face today may not be of the same magnitude as
those we faced during the Cold War, they nevertheless require American engage-
ment. Many of these challenges are better and more effectively met by the kind of
foreign policy instruments contained in this foreign aid request than by direct mili-
tary action. Old goals such as preserving Middle East peace are no less important
today, but we have important new goals as well. Probably the single biggest of these
is the challenge of building a new security structure in Europe. As a result, the de-
mands of preparing the new democracies of Central Europe and the former Soviet
Union for full participation in the Partnership for Peace (PFP) and in some cases,
NATO membership, account for a significant amount of the requested increase. We
are also requesting small amounts of money for programs to train and equip foreign
troops for peacekeeping and humanitarian assistance duties and thus reduce the
need to commit American troops for these kinds of operations in the future.

Sometimes, despite our best efforts, our military power must be employed. In that
case, security assistance has the proven benefit of helping to ensure that our friends
and allies have the equipment, training and infrastructure to fight along side us if
necessary. As commander of the 1st Infantry Division in operation Desert Storm,
I saw first hand how our years of active planning and effort in building military-
military relations and interoperability through the security assistance program with
our coalition partners paid big dividends during the war. As Director of the Defense
Security Assistance Agency, I am responsible for both of these major goals of the
security assistance program—preparing our friends and allies worldwide to defend
themselves, and preparing them to work better with us, if need be. This budget re-
quest, therefore, has the strongest backing of the Department of Defense.

Before I discuss our budget request in detail, I would like to acknowledge the
much-needed improvements to the Foreign Assistance Act and the Arms Export
Control Act made by P.L. 104-164. We look forward to working with you on future
security assistance authorization bills.

International Military Education and Training (IMET)
IMET is our single most cost-effective security assistance program. IMET fosters

military-to-military relations, promotes military professionalism, and, via the Ex-
panded IMET program, addresses issues of military justice, respect for internation-
ally recognized human rights, effective defense resources management, and im-
proved civil-military relations. The Commanders in Chief of the unified commands
have consistently identified IMET as a key tool for enhancing political/military rela-
tions with the various countries in their regions.

Since 1991, we have broadened the reach of the IMET program to 28 new coun-
tries, primarily in Central Europe and the Newly Independent States of the former
Soviet Union (NIS). Increasingly, our IMET program in this region has come to
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focus on preparing these countries for full participation in the Partnership for
Peace, and, in some cases, NATO membership. Accordingly, we continue to work to-
wards restoring the level of IMET funding to a level commensurate with the pro-
gram’s global utility and the new requirements for training in these new democ-
racies. This year we are asking for $50 million, an increase of $6.525 million, of
which $3.550 million is for countries in Europe and the NIS. Of this, $1.5 million
is for three countries, Poland, Hungary and the Czech Republic.

Given that IMET was one of the few programs to be increased last year, you
might well ask whether this additional funding is really justifiable in a time of
budgetary stringency? The answer is yes. IMET course costs are rising by an aver-
age of eight percent per year due to reductions in the DoD student population that
increase per-student costs, along with normal inflation. Further, costs increase as
country programs mature. Starting an IMET program with a new country is rel-
atively inexpensive. English-language training is often a prerequisite for IMET stu-
dents before they can take the more costly professional military education courses
that bring the real benefits. The early, inexpensive phase for these new countries
is largely complete, and follow-on training needs to be funded. At the same time,
we are also proposing to bring in 570 more students worldwide, of which the major-
ity will be from Central European and NIS countries. So this proposed expansion
in the IMET program is in part a natural consequence of seeds planted several
years before, and a component of our larger efforts to improve the professionalism
of, and enhance interoperability with, the militaries of Partnership for Peace coun-
tries as well.

Foreign Military Financing (FMF)
We are requesting $49.25 million more than last year’s allocations for the FY

1998 FMF program, after accounting for the funding of ‘‘FMF’’ demining in the new
Non-proliferation Anti-terrorism, Demining and Related programs account.

Central Europe and the NIS
As with IMET, our interests in Central Europe are an important factor in our re-

quest for increased funding. We are requesting $70 million in FMF grant funding
for the Partnership for Peace initiative, an increase of $10 million. Support for the
Partnership for Peace helps to ensure that Partners invited to join NATO will be
ready to accept the military, political and economic burdens of membership. It also
helps to keep the door open to countries not initially invited. The necessarily flexible
nature of the NATO enlargement process makes it essential that we fund the pro-
gram at a level sufficient to make the armed forces of the earliest prospective NATO
members truly interoperable with NATO, while helping the other Partner countries
progress. At the same time, funds are needed to enhance cooperation with eight
countries of the NIS that we expect will become eligible for FMF grant funding for
the first time in FY 1997.

Loans to Central Europe
We are also requesting $20 million to subsidize an estimated $402 million in loans

to Central European (CE) countries. Unlike the grant assistance requested for the
Partnership for Peace, these loans are intended to help address major infrastructure
deficiencies, such as lack of airlift capability and NATO-compatible air defense,
radar and communications equipment. In some cases, loans may be used to support
transfers of excess equipment.

One important aspect of assistance to CE countries, especially those that may not
be invited to join NATO initially, is peacekeeping. Virtually all of the CE countries
already maintain or are forming dedicated peacekeeping units. Unfortunately, lack
of compatible transportation and communications equipment is a major limitation
on these countries’ ability to work alongside U.S. or NATO troops in international
peacekeeping missions. Grants and loans to these countries can make their peace-
keeping contributions more effective in the near term, while helping to make them
better prepared for possible future NATO membership.

Greece and Turkey
We are requesting $46 million to subsidize the same FMF loan values authorized

for Greece and Turkey in FY 1997, $122.5 million and $175.0 million, respectively.
In both cases, the loans are needed to continue sustainment of existing U.S.-origin
assets. Greece also plans to use these funds to refurbish and upgrade existing U.S.
equipment as well as articles that will be acquired through the reduction of conven-
tional forces in Europe and the Excess Defense Articles program.
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I appreciate that the proposed assistance to Turkey and Greece may be controver-
sial because of Turkey’s problematic human rights record and the potentially vola-
tile situation with regard to Cyprus and the Aegean sea. Yet the strategic impor-
tance of this region cannot be overstated. We are committed to balancing tensions
between Greece and Turkey, and to promoting Turkey’s place in the Western secu-
rity system. Turkey’s secular-oriented, Western-leaning military establishment re-
mains a moderating force in the country and needs our continued support.

Middle East Peace
Once again we are requesting $1.8 billion in FMF grants for Israel and $1.3 bil-

lion for Egypt to fulfill our commitment under the Camp David accords. Maintaining
Israel’s qualitative advantage and modernizing the Egyptian armed forces continue
to be major goals of these programs. Regarding Egypt, I would like to point out that
in addition to its role in promoting regional peace, our aid there has had the addi-
tional benefit of building a strong and reliable coalition partner. Egypt provided over
40,000 troops in the Gulf War, troops whose interoperability with U.S. forces was
greatly increased by U.S.-provided training and equipment.

Foremost among Arab countries that have recently taken risks for peace in the
region is Jordan. As part of our policy of assisting such countries, we are requesting
$45 million this year for Jordan to continue with the F-16 aircraft lease program
for which Congress has already appropriated $100 million in FY 1996 and $30 mil-
lion in FY 1997. The program is on schedule, with the first six aircraft scheduled
to be delivered in December 1997 and the remaining ten by February 1998.

Demining
The demining program is an important initiative this Administration has under-

taken. The FY 1998 request of $15 million will help to make a reality President
Clinton’s pledge in May 1996 to strengthen global efforts to deal with the tragic con-
sequences of land mine contamination of farmland and infrastructure in over sev-
enty countries worldwide, principally in Africa and Asia. This effort is intended to
help thirteen of the most severely afflicted countries by providing defense articles
and services needed to develop indigenous mine clearing and awareness programs.

Enhanced International Peacekeeping Capabilities (EIPC)
I have already mentioned that providing training and equipment to friends and

allies for peacekeeping duties is an increasingly important use of security assistance
funds. In an effort to improve the peacekeeping readiness of countries that have
demonstrated significant potential for greater contributions to international peace-
keeping operations, and at the same time reduce U.S. costs for such missions, we
are proposing a new program called EIPC—Enhanced International Peacekeeping
Capabilities. We are requesting $7 million to be allocated regionally. The funds will
be targeted to help selected countries improve their ability to develop and imple-
ment effective peacekeeping training and education programs consistent with inter-
nationally approved standards. The effort will focus on the development of peace-
keeping training centers rather than on training and equipping standing peacekeep-
ing units. Through the procurement of special education training aids, information
technologies, and instruction on the development of national-level peacekeeping
training and education programs, we will significantly improve the confidence and
capability of developing countries to contribute to international peacekeeping mis-
sions. This program is being developed in consultation with selected allies to ensure
cooperative efforts at implementing common internationally approved peacekeeping
training standards. Standardizing peacekeeping training via EIPC will enhance the
cohesion and credibility that often challenge a rapidly assembled multinational
peacekeeping force.

You may ask, why do we need a new FMF account separate from the traditional
voluntary peacekeeping account (PKO)? The answer is that EIPC’s program require-
ments will rely upon DoD to provide Mobile Training Teams (MTTs) and specialized
training and equipment. FMF, which is administered by DoD, is better suited than
PKO to procure defense articles and services from the Department of Defense.

African Crisis Response Force (ACRF)
Humanitarian and peacekeeping crisis for Africa and beyond are likely to be a re-

current problem in the near future. To deal with those crises, we are requesting
$5M in FMF for the African Crisis Response Force (ACRF) initiative. Through provi-
sion or training and some equipment, the ACRF initiative will enhance the capabili-
ties of up to 10,000 African troops designated by African countries, for rapid deploy-
ment in international peacekeeping and humanitarian operations. Recently, the con-
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cept has evolved away from the concept of a standing force and has moved towards
more emphasis on capacity building. In this form, several countries, including
France, have evinced support for the initiative and have begun to make tangible
commitments to provide training and/or equipment or money.

East Africa Regional Assistance

Sudan, Africa’s largest country, remains a destabilizing factor in the Horn of Afri-
ca. Both the Organization of African Unity and the UN Security Council have con-
demned the government of Sudan for its involvement in the attempted assassination
of Egyptian President Mubarak in June 1995. Sudan continues to sponsor or assist
efforts to destabilize its neighbors, notably in Uganda, Eritrea and Ethiopia. Under
the rubric of East Africa Regional Assistance, we are requesting $5 million in FMF
to help these three countries resist Sudanese-fostered destabilization.

Cambodia

Our FMF request for Cambodia is $1 million, as it has been for several years.
In concert with programs funded in other parts of the President’s foreign aid budget,
we aim to use this small amount to help preserve hard-won democratic gains in this
devastated country, promote continued democratization, and prevent the return to
power of the Khmer Rouge. This year’s FMF request is intended to help develop the
Royal Cambodian Armed Forces engineers’ capability to build and improve civil in-
frastructure, support the Cambodian government’s establishment of development
centers to provide employment for Khmer Rouge defectors, and aid Cambodian ef-
forts to remove an estimated 5 to 8 million anti-personnel landmines.

Caribbean Regional Fund

Caribbean nations traditionally have been strong allies of the U.S. Our long-term
objectives in the Caribbean region include maintenance of regional stability, as the
Caribbean constitutes America’s ‘‘third border.’’ This entails assistance to coopera-
tive security organizations--principally through regional coast guards--against inter-
national crime, including terrorism, narcotrafficking, arms trafficking, money laun-
dering, and illegal migration; plus search and rescue and natural disaster response.
We are requesting $3M for the regional fund, a $1M increase, for long-deferred oper-
ations and maintenance support to the Eastern Caribbean’s Regional Security Sys-
tem (RSS) and the broader Caribbean Community and Common Market
(CARICOM) states.

Administrative Expenses

The $23.25 million we are requesting for FMF Administrative Expenses—the
same amount for the past several years—pays for the expenses of administering the
non-Foreign Military Sales aspects of our security assistance program worldwide.
This includes financing for the administrative costs for the security assistance ac-
tivities of the Unified Commands as well as the Security Assistance Offices in our
embassies abroad. IMET administration is a particularly important component of
these costs. Yet, despite the recent increase in IMET programs, and thus the need
for SAOs, in Eastern Europe and the NIS, we intend to hold costs to the same level
in FY 1998 as FY 1996 and FY 1997.

Korean Peninsula Energy Development Organization (KEDO)

On behalf of the Department of Defense, I would like to mention this critical
issue. The State Department has requested $30 million to support KEDO for FY98.
This amount is within the range for US contributions anticipated by former Sec-
retary Christopher in Senate testimony in early 1995. KEDO is charged with imple-
menting technical aspects of the Agreed Framework, including delivery of heavy fuel
oil and construction of two light water reactors in North Korea, in return for the
North freezing activities at its nuclear facilities. From DoD’s perspective, this
project is critical to safeguarding the security interests of the US and its allies in
the region. A failure of KEDO’s efforts could lead to a reactivation of North Korea’s
nuclear program, which would pose a substantial risk to US forces in the region as
well as heighten tensions and insecurity among all Northeast Asian countries. US
financial backing is extremely important in demonstrating to our partners in KEDO,
particularly the ROK and Japan, that the US is willing to assume its share of the
burden in this security enterprise. US funding also sets an example for other poten-
tial contributors that are trying to assess the importance of this project.
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Conclusion
I would like to conclude by reiterating that this budget request is very much in

our interest. These programs contribute directly and indirectly to the security of the
American people. The request is a reasonable compromise between our worldwide
commitments and responsibilities on the one hand, and our budget constraints on
the other hand. The Department of Defense supports it completely. Thank you.

Senator HAGEL. Secretary McNamara.

STATEMENT OF ASSISTANT SECRETARY THOMAS E.
MCNAMARA, DEPARTMENT OF STATE

Mr. MCNAMARA. Thank you, Mr. Chairman. I am pleased to be
here today to testify in support of the administration’s budget re-
quest. I have a longer written statement, which covers the submis-
sion in detail, and I would like to ask that that statement be in-
cluded as part of the record.

Senator HAGEL. Yes.
Mr. MCNAMARA. Secretary Albright has laid out 6 mutually rein-

forcing objectives, which form the framework of our international
affairs budget request for fiscal year 1998.

These objectives are securing peace, promoting U.S. prosperity
through trade investment and employment, fostering sustainable
development, providing humanitarian assistance, building democ-
racy, and advancing diplomacy and diplomatic readiness.

Today, I would like to address the programs which serve two of
those objectives, securing peace, and building democracy. These
programs all increase the security of the American people. That
point is central to everything that I would say here today.

The basic purpose of these programs is, indeed, to strengthen the
security of the United States, of the American people, but they also
improve the security of many of our allies, partners, and friends as
a secondary benefit, and demonstrates the interrelationship of our
security with that of other nations.

But the strongest reason for supporting these programs is that
they reinforce American security.

Rather than refer to this as our security assistance budget, I
think it is more accurate to refer to it as our security reinforcement
budget. When we promote peace in the Middle East, we promote
American security.

When we improve our new security relationships with the states
of Central Europe, we improve American security. When we
strengthen other democracies, we strengthen our democracy.

If we can reinforce the nonproliferation norms and institutions
that have been established in the international world, we reinforce
American security. I repeat, this is not security assistance for
someone else, this is security reinforcement for ourselves.

Let me turn first to our $5.78 billion budget request devoted to
securing peace. Ensuring the security of our Nation remains our
principal obligation, and there are dangers today, in an uncertain
world, presenting serious threats to that security.

American military power is one of the principal means by which
we protect our interests against these threats; however, at the
same time, we must seek to prevent conflict and contain these con-
flicts through strengthening our allies and partners, specifically,
the Middle East peace process.
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Secretary Albright has set forth key areas that are particularly
significant opportunities for the U.S. in the coming year. Helping
to achieve a lasting peace in the Middle East is one of the most
important of those.

Peace would be impossible without U.S. leadership, and this ad-
ministration is determined to do everything it can to support those
who are willing to take risks for peace. Our budget request in-
cludes $5.34 billion to support our efforts to bring peace in the Mid-
dle East.

The request includes traditional amounts of economic and mili-
tary support for Israel and Egypt, and for other countries which
are important to the peace process, notably, Jordan.

This helps to meet their legitimate security needs, and to pro-
mote continued economic reform and broad based economic growth.
Our request for the West Bank in Gaza is intended to continue to
promote Palestinian self-government through economic develop-
ment and institution building.

Mr. Chairman, in the past, Members of Congress have expressed
concern about the large piece of the pie which goes to the Middle
East peace process, and I can assure you that we in the adminis-
tration share that concern, especially as overall discretionary fund
levels continue to decrease. However, the Middle East peace proc-
ess is at a crucial point.

Through our diplomatic and financial engagement, we must
maintain the conditions necessary for peace by giving Israel and
the others in the region confidence to take further difficult steps to-
ward peace.

Through continued diplomatic and financial engagement, we seek
to avoid the costs of another Middle East war, and to ensure that
our vital oil supplies are protected. $5.3 billion is a significant
amount of money, but I believe, Mr. Chairman, that it is money
well spent to advance vital U.S. interests in a stable Middle East,
in which Israel is secure and at peace with its Arab neighbors.

The next major area I would like to address is European secu-
rity. Secretary Albright also identified promoting European secu-
rity as an area of opportunity for U.S. foreign policy.

Our budget requests include $204 million in military and eco-
nomic support for our security objectives in Europe. Of this total,
$108 million represent programs of military cooperation designed
to help build new European security structure through programs of
security cooperation with the new democracies of Central Europe
and the newly independent states of the former Soviet Union.

These nations are taking difficult steps to influence social, politi-
cal, and economic reforms to catch up with their Western neigh-
bors. Clearly, some have a longer way to go than others, but we
are committed to helping these countries build a stable and inte-
grated democratic Europe.

Of the $108 million, $70 million is for the Partnership for Peace,
and $18 million for the International Military Educational and
Training Program, IMET; $20 million is for Central European de-
fense loans.

The PFP program, Partnership for Peace, and IMET program,
will assist the partners to continue their active cooperation with
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NATO and other partners, as we help those countries which want
to join NATO better prepare for that membership.

By developing the capacity of the partners to contribute to actual
operations, the PFP program will help to ease demands on the U.S.
allied forces, and other resources.

Since the establishment of the PFP a few years ago, this program
has been extremely successful in easing cold war lines of confronta-
tion, and in bringing former adversaries into a community of
shared values, principals, and interest.

As an example and demonstration of the effect, the participation
of 13 partners in the ICOR in Bosnia has shown that the PFP is
of value for in-the-field operations.

Our request for $20 million in loan budget authority is going to
provide approximately $402 in low-cost loans for credit-worthy Cen-
tral European nations to allow them to address infrastructure defi-
ciencies.

The loans, while they are distinct from the PFP request, cer-
tainly complement the efforts of PFP nations who seek NATO
membership and commonality in their infrastructures.

We also plan to continue our support for two key NATO allies,
in recognition of their importance in maintaining stability in a re-
gion that is critical to U.S. interests.

Our request of $46 million for subsidy costs, for a total of $298
million in FMF loans for Turkey and Greece, will support
sustainment of U.S. equipment.

We are also requesting $50 million in economic assistance for
Turkey to assist in resolving their economic situation, caused in
part by its support for the Iraq sanctions.

It will be hard to overstate the importance of Turkey as a U.S.
ally. It sits at the crossroads of Europe, the Middle East, and the
newly independent states. It plays a critical role in a wide range
of issues vital to U.S. interests.

Achievement of U.S. goals in the region will depend largely on
our ability to maximize Turkish-U.S. cooperation on a broad range
of issues, where we have overlapping interests. Among these are
stability in the Caucases and in the Northern Gulf area, lowering
tensions in the Aegean, and a solution in Cyprus.

Cooperation in these issues is dependent on preserving Turkey’s
position as a democratic secular nation in a region with weak
democratic traditions and where political instability prevails.

We seek, therefore, to strengthen Turkey’s ability to carry out its
essential security role in the region, both through democratic tradi-
tion through continued emphasis on human rights, and to help its
economy grow and prosper.

Now, let me turn to the global programs, which account for $167
million of our request. First, peacekeeping. The budget we are
seeking of $102 million is to support a broad range of non-U.N.
multilateral peacekeeping programs and operations.

The number of contingencies requiring peacekeeping operations
has risen dramatically in recent years, and we expect the trend will
continue, especially in politically charged areas of Central and East
Asia, Europe, Africa, and even in Latin America.

While the bulk of funding for multilateral peacekeeping oper-
ations goes to the United Nations, it is sometimes in our interest
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to support on a voluntary basis peacekeeping activities that are not
U.N. mandated or U.N. funded.

In addition to supporting long-term non-assessed commitments,
such as the Multinational Force and Observers (MFO) in the Sinai,
and in the Organization for Security and Cooperation of Europe,
the OSCE, this $102 million will be used to promote regional in-
volvement in the resolution of neighboring conflicts.

In Africa, for example, we are requesting funds to support a mul-
tinational African crisis response initiative, that seeks to improve
and expand on the abilities of African nations to respond to peace-
keeping and humanitarian crises in Africa.

Our request also addresses potential voluntary operations in
other continents, Europe, Latin America, and the Caribbean.

Second, a global program, which the General has referred to,
IMET. For fiscal year 1998, we are requesting $50 million for
IMET, a $6.5 million increase over 1997, so that we can provide es-
sential training to the emerging democracies of Central Europe, the
newly independent states of the former Soviet Union, and our PFP
partners, so that they will move closer to NATO membership.

It will also provide important funding for programs in the Near
East, South Asia, Latin America, the Caribbean, Africa, and East
Asia.

While the bulk of the $6.5 increase will go to support maturing
IMET programs in Central Europe and the newly independent
states, it also is needed to offset rising IMET costs.

Over the past 3 years, costs have increased about 25 percent, and
the increase is attributable partly to inflation, but mostly to the re-
duction in U.S. military training, so that the increase of per-stu-
dent tuition costs has risen.

The third element of the global program is demining. Mr. Chair-
man, the demining program is one of the important initiatives that
this administration has undertaken. Clearly, the removal of land-
mines is a major challenge, requiring long-term solutions.

The United States has some compelling interests to promote na-
tional and regional security and political stability, and economic de-
velopment, by reducing civilian land mine casualties, and the tragic
human, social, and economic costs of countries with land mine
problems.

Since the start of this program in fiscal year 1994, we have
worked closely with other Agencies on the program to develop in-
digenous capabilities to remove landmines from mine-inflicted
countries.

Our request for $15 million this year will support programs
around the world, in Afghanistan and Angola, in Cambodia, Ethio-
pia, Jordan, Laos, Mozambique, Rwanda, and in Latin America.

Non-proliferation, with the dissolution in the Soviet Union, and
the proliferation of weapons of mass destruction now being threat-
ened, poses one of the greatest threats to the security of the United
States and of our allies.

Preventing the threat of these and other dangerous weapons is
an administration priority, and Secretary Albright has identified
non-proliferation as one of her foreign policy priorities, as has the
administration in the preceding 4 years.
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We have been working diligently with the states of the former
Soviet Union to help dismantle their nuclear arsenals, prevent the
proliferation of the fissile materials that come out of those arse-
nals, direct nuclear technologies to the civil side, and to reduce the
numbers of weapons of mass destruction. Also, very important is to
develop comprehensive and effective export control regimes in those
countries. Today, Ukraine, Belarus, and Khazakistan are nuclear-
weapons-free states.

We have established Science Centers in Kiev and Moscow to pro-
vide meaningful research alternatives to former weapons scientists,
to prevent a brain drain to rogue states, and to move these sci-
entists into peaceful, civil scientific pursuits.

On the Korean peninsula, the KEDO program is preventing
North Korea from developing a nuclear arsenal that would desta-
bilize the entire region.

We hoped to make the future safer through this program, not
only for the next generation in those countries, but most impor-
tantly, for our own country as well. However, that work is not yet
done, and so we are requesting $101 million in fiscal year 1998 to
continue these vital programs in the non-proliferation area.

Building democracy, in this area, let me turn to the Clinton ad-
ministration’s commitment to support democracy and defend
human rights, and how it reflects American ideals. Over the past
several years, the growing movement toward political freedom
around the world has profound and positive implications for the
United States.

Democratic transformation in Central Europe, and the birth of
democratic institutions in the states of the former Soviet Union,
has led to emergence of new partners in security and in trade.

In the Western Hemisphere, all but one nation are now led by
elected governments. As a result, tensions have declined, violent
conflicts have been resolved, and market reforms have led to im-
pressive economic growth.

For example, Latin America is now the fastest growing market
for American exports. In Asia, our treaty alliances are stronger
than ever now that each of our allies is a democracy.

In Africa, we have seen that participatory democracies are far
more likely to avoid the man-made humanitarian disasters that
touch our conscious and require such large infusions of resources
from the international community and from the United States;
hence, our fiscal year 1998 budget request, $205 million to support
a range of programs to help strengthen and consolidate these
democratic processes and institutions in countries that have em-
barked on that course.

In Haiti, our $70 million request will help consolidate Haiti’s
transition from military to civilian rule, and enhance the training
of the Haitian national police.

In Cambodia, another country making a difficult transition to de-
mocracy, following decades of conflict, the Cambodian coalition gov-
ernment is struggling to build a culture of democracy in the face
of enormous challenges. Our $37 million request will enable the
U.S. to advance democratic and economic development through
health care, education, rural development, and legal, regulatory,
and judicial programs.
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In Latin America and the Caribbean, we are requesting $49 mil-
lion in military and economic programs to promote and strengthen
democratic institutions, local governments, law enforcement admin-
istration of justice, and the regional security system in the Eastern
Caribbean. We are also seeking $39 million for similar programs in
other areas of the world.

In conclusion, Mr. Chairman, let me return to the central point
of my presentation. The funding we are requesting in our overall
security budget directly increases the security of the United States
and of American citizens.

The U.S. security depends on promoting peace in the Middle
East, building a new security order in Europe, preventing the
spread of weapons of mass destruction, and helping emerging de-
mocracies.

These programs to strengthen American security are essential
tools to pursuing American interests abroad, and for our security
here at home. Without adequate funding, however, American lead-
ership in the world and our vital interests are going to be at risk.

The support of this committee is essential to achieving these
goals, and we are looking forward to working closely with you and
your staff to fully address any concerns or questions you may have.

I want to thank you, Mr. Chairman, and the members of the
committee for your attention, and now I will be pleased to answer
any questions you may have.

Senator HAGEL. Mr. Secretary, thank you.
[The prepared statement of Mr. McNamara follows:]

PREPARED STATEMENT OF MR. MCNAMARA

Introduction
Thank you, Mr. Chairman. I am pleased to testify today in support of the Admin-

istration’s FY 1998 security assistance budget request for foreign operations.
As America stands at the threshold of a new century, we face a challenge that

recalls the opportunities and dangers that confronted our nation at the end of the
First and Second World Wars. Then, as now, two distinct choices lay before us: ei-
ther to claim victory and turn inward, or to continue to provide strong-American
leadership in international affairs and enhanced U.S. national security. After World
War I, our leaders chose the first course and we and the world paid a terrible price.

No one can dispute that after the Second World War, our leaders—and most of
all the American people—wisely made the second choice. By choosing a path of en-
gagement, America made possible the construction of a more secure, democratic, and
prosperous world. To meet the challenges of the next century and to build an even
safer world for our children, we must plot a similar course marked by vision and
steadfastness of purpose.

The United States has a remarkable opportunity in the years ahead to shape a
world conducive to American interests and consistent with American values—a
world of open societies and open markets. But the pathway to a more peaceful, se-
cure, and democratic world remains beset with uncertainty. As in the past, the criti-
cal test of American leadership will be our willingness to dedicate the resources nec-
essary to protect and enhance American national interests abroad. This task will
not be easy, in light of budget constraints and our commitment to balance the fed-
eral budget.

However, if we fail to exercise our leadership now in meeting the threats to the
security of our nation posed by the proliferation of weapons of mass destruction and
other dangerous arms, drug trafficking, terrorism, and other activities that under-
mine regional security, impede democratic reform and stifle economic growth, we
will pay an enormous price later.

President Clinton’s fiscal year 1998 International Affairs budget request of
$19.451 billion, a modest increase over the FY 97 appropriated level of $18.227 bil-
lion, will provide the minimum essential tools for maintaining America’s strong
global leadership role. The foreign operations component of this request totals
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$13.324 billion, up from $12.250 billion in FY 97. We look to Congress for solid, bi-
partisan support in rebuilding a foreign affairs program base that in recent years
has slipped to dangerously low levels.

Mr. Chairman, the purpose of American foreign policy is to protect and promote
American interests. We can no longer afford to cut our International Affairs budget
and risk crippling U.S. prestige, credibility, and influence on the international stage.
If we do, we threaten to jeopardize important political and economic interests, and
potentially compromise our national security. By supporting our FY 98 budget re-
quest, you and the members of this committee will enable a dedicated corps of pub-
lic servants to champion American political and economic interests, further democ-
racy, and maintain American leadership abroad. Although the future may be uncer-
tain, one thing is for sure: we will continue to face crises and challenges. As we
move toward the twenty-first century, we must remain willing and prepared to pro-
tect our nation’s vital interests.

Secretary Albright has laid out six mutually reinforcing objectives which form the
framework of our International Affairs budget request for fiscal year 1998. They in-
clude:

• Securing peace;
• Promoting economic prosperity;
• Fostering sustainable development;
• Providing humanitarian assistance;
• Promoting democracy; and
• Promoting diplomatic readiness.
Today, I would like to address in greater detail programs which respond to two

of those objectives: securing peace and promoting democracy. First, let me discuss
key regions where we are pursuing peace. In each, these programs not only build
but also leverage support from our friends and allies for our common goals. From
there, I will review our security assistance programs that promote democracy, and
conclude with an overview of programs that confront global threats to our national
security.

Securing Peace in Regions of Vital Interest

Ensuring the security of our nation remains our principal obligation. Today’s un-
certain environment still presents a variety of threats to U.S. security including:

• Efforts by rogue regimes to build or acquire weapons of mass destruction, their
delivery systems, and other dangerous arms;

• Attempts by regional forces hostile to U.S. interests to dominate their respective
regions through aggression, intimidation or terror; and

• Internal conflicts among ethnic, national, religious or tribal groups that under-
mine regional stability, impede democratic reform, stifle economic growth and
create major humanitarian tragedies and refugee flows.

While American military power serves as the principal means by which we can
protect our interests against these threats, our critical mission is to prevent such
threats from requiring military intervention. We do this through intensive diplo-
macy, multilateral peace operation efforts, and strengthening of our alliances and
coalition partners. The foreign operations budget funds these important efforts and,
in the end, helps us avoid the costs of armed conflict while preserving international
peace and stability.

Middle East Peace

The Middle East is an area of vital concern to the United States. Thus, a just,
lasting, and comprehensive Arab-Israeli peace, including full implementation of ex-
isting agreements between Israel and its neighbors, remains a high priority for U.S.
foreign policy. The agreements achieved over the last two years between Israel and
Jordan and between Israel and the Palestinians, negotiation on the Israel/Syria and
Israel/Lebanon talks, the expansion of political and economic contacts between
Israel and Arab countries, and the long-standing peace between Israel and Egypt
form the foundation of a comprehensive settlement of the Arab-Israeli conflict.
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FY 98 Request for Assistance for the Middle East
(dollars in millions)

FMF EST Total

Israel ....................................................................................................................... 1,800.000 1,200.000 3,000.000
Egypt ....................................................................................................................... 1,300.000 815.000 2,115.000
Jordan ..................................................................................................................... 45.000 25.000 70.000
ME Dev Bank .......................................................................................................... 52.500 52.500
West Bank-Gaza ..................................................................................................... 75.000 75.000
Other ME ................................................................................................................. 29.000 29.000

Total ............................................................................................................. 3,145.000 2,196.500 5,341.500

Israel and Egypt
As in past years, support for the Middle East Peace Process commands the largest

share of the FY 1998 International Affairs budget—about $5.3 billion. The Adminis-
tration seeks traditional amounts of economic and military support for Israel and
Egypt to meet the legitimate security needs of these countries and to promote con-
tinued economic reform and broad-based economic growth. America’s commitment to
Israel’s security is strong and unshakable. Our assistance is intended to strengthen
a free and democratic Israel, as well as to facilitate a negotiated peace and stability
in the region. U.S. assistance to Egypt reinforces its moderating influence in the re-
gion and helps it play a crucial role in the negotiation process.

Mr. Chairman, in the past members of Congress have expressed concern about the
large percentage of our budget which goes for Middle East peace. We in the Admin-
istration also share that same concern, especially in this era of declining discre-
tionary resources. Nevertheless, we believe that this is money well spent. We are
closer now than ever before to achievement of a comprehensive Arab-Israeli peace,
but much work still remains. Political, social, and economic developments in the re-
gion continue to present obstacles which must be overcome.

Through our diplomatic engagement and financial assistance, we must maintain
the conditions necessary for resolution of long-standing conflicts. We must help
Israel and her neighbors implement existing peace agreements and conclude new
ones to move us closer to our common goal. The U.S. stake in promoting peace in
the Middle East cannot be overemphasized; the consequences of renewed conflict
would be dire for U.S. interests. Without these resources, we put at risk the overall
Peace Process.

In FY 98, our military assistance (FMF) program will help maintain Israel’s quali-
tative edge by allowing the continuation of cash-flow funding and providing follow-
on support for major multi-year procurement programs, such as the advanced long-
range F–15I fighter aircraft, SAAR corvettes, and continued upgrades of Israel’s
Apache and Blackhawk helicopters. In addition, the proposed economic assistance
program (ESF) will promote economic reform, financial stability, and structural ad-
justments needed for rapid and sustainable growth.

U.S. assistance to Egypt reinforces its moderating influence in the region and en-
courages its continued participation and leadership in the Middle East Peace Proc-
ess. Given its key role in the Peace Process and in regional politics more generally,
the United States has a strong interest in maintaining its long-established bilateral
security relationship, and in supporting Egypt’s critical political and military role
as a moderating force in the region. Our assistance also serves U.S. strategic inter-
ests by providing the United States with a capable ally willing to contribute to inter-
national peacekeeping efforts such as Rwanda, Somalia and, most recently, Bosnia.

Our FY 98 FMF program will allow Egypt to continue five major programs—
armor modernization, F–16 and Apache aircraft purchases, Hawk modernization,
and frigate procurements. Funding will also allow for upgrading of secondary sys-
tems and increasing concentration on interoperability and sustainment of U.S.-ori-
gin equipment. Supporting such modernization is crucial to maintaining the military
balance in the region—demonstrated by the Egyptian commitment to Desert
Storm—and strengthening the security of those states at the forefront of the Peace
Process.

The FY 98 ESF program will target infrastructure development and.policy re-
forms essential to basic economic growth. We will work closely with the Egyptian
government to encourage policy reforms which promote macroeconomic growth and
support structural change in the agricultural, trade, and financial sectors. The ESF
program will allow us to expand upon the gains already achieved under the Gore-
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Mubarak Partnership for Economic Growth and Development in privatizing public
sector enterprises and private sector investment. Finally, programs will focus on in-
frastructure development of water and sewage treatment systems, as well as elec-
tricity and communications networks.

West Bank and Gaza

Central to U.S. support for the Middle East Peace Process is facilitation in Israeli-
Palestinian implementation of the Interim Agreement of September 1995 and in the
permanent status negotiations, which began May 5, 1996. The United States is fully
committed to supporting these processes, and to enabling the Palestinian Authority
to increase its economic growth and to advance democratic institutions in the West
Bank and Gaza. Stable economies in the West Bank and Gaza are vital to the via-
bility of new political structures, including the new, democratically-elected Palestin-
ian Legislative Council. With these economies now severely depressed, the Palestin-
ians need extensive economic assistance to help them create effective institutions of
self-rule and to translate-the peace agreements into real and lasting changes on the
ground.

To provide a stable foundation for long-term prosperity and Palestinian self-rule,
the Administration is requesting $75 million in ESF for programs that stress eco-
nomic development based on private sector activity and regional economic coopera-
tion. Assistance programs will focus on economic development through job creation
activities, improving the quality and sustainable use of water resources, and pro-
moting sustained production of goods and services by Palestinian producers. U.S. as-
sistance provided in coordination with other donors is essential for the formation of
the political, economic, and institutional infrastructure necessary for self-govern-
ment and economic viability.

Jordan
Under King Hussein’s leadership, Jordan continues to play a positive, vital role

in the Middle East Peace Process. Our assistance provides tangible evidence of the
U.S. commitment to Jordan for the bold, courageous steps it has taken for peace
in the region. Our FY 98 FMF and ESF programs are designed to expand and deep-
en Israeli-Jordanian ties while enhancing Jordan’s economic stability, promoting its
economic development, and building its military capabilities.

U.S. military assistance augments Jordan’s important role in contributing to the
peace and security of the region and supports Jordan as it enforces UN sanctions
against Iraq. Our FY 98 FMF request of $45 million will provide for the delivery
and maintenance of a squadron of F–16s provided under a no-cost/low-cost lease
agreement. These aircraft are crucial to sustaining Jordan’s strategic and security
interest in the region. This assistance also assures strong U.S. military access, and
promotes interoperability of the Jordanian Armed Forces with U.S. forces in poten-
tial military missions.

The $25 million ESF request will promote Jordan’s long-term economic viability
by targeting two threats to Jordan’s economic growth: a major financing gap result-
ing from inadequate foreign exchange; and an increasingly serious water shortage.
USMD has focused its efforts on increasing Jordan’s foreign exchange earnings by
promoting economic reforms needed to improve its investment climate, such as sim-
plifying customs procedures, and automating export incentive programs. ESF pro-
grams will permit construction of water treatment facilities, and fund feasibility
studies and infrastructure pilot projects involving the private sector to allow up-
grades for more water supply and sewage treatment systems.

Lebanon
The United States believes that a peaceful, prosperous, and stable Lebanon can

make an important contribution to stability and a comprehensive peace in the Mid-
dle East. For this reason, the U.S. has publicly committed to support Lebanon’s re-
construction and national reconciliation following 17 years of civil war. The FY 1998
budget, therefore, includes a modest $12 million economic support program for Leb-
anon to assist in the rebuilding of civil administration institutions vital to restora-
tion of the government’s ability to provide basic services.

Middle East Development Bank
The Bank for Economic Cooperation and Development in the Middle East and

North Africa (MEDB) is the result of an historic joint proposal by Egypt, Israel, Jor-
dan, and the PLO, and is a key element of the effort to strengthen the economic
foundation essential to a lasting peace in the Middle East. Our FY 98 ESF request
of $52.5 million represents an initial contribution to the MEDB, which has been de-
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signed to leverage significant resources to address clearly identified economic needs
in the region in ways that cannot currently be met by existing bilateral or multilat-
eral programs. The bank will have a strong private sector focus and a lean manage-
ment structure. It will support regional projects, particularly transborder infrastruc-
ture systems for water, electricity, transport, and telecommunications, private sector
entrepreneurship, and regional economic cooperation.

Building a New European Security Structure
America’s has a great stake in preserving and promoting peace, democracy, and

security throughout the European continent. Deep political, military, economic, and
cultural ties link Europe’s security and prosperity to our own. Twice in this century,
Americans have gone to war in Europe to protect our vital interests, and American
troops have remained in Europe since World War II. Europe is now in a period of
transition and transformation as we attempt to overcome Cold War divisions in
building a New Atlantic Community. But regional conflicts persist in the Balkans,
the former Soviet Union, Central Europe, and the eastern Mediterranean, posing se-
rious threats to regional—and global—security and stability.

U.S. security policy in Europe rests upon the cornerstones of NATO; the Organiza-
tion for Security and Cooperation in Europe (OSCE); cooperation with Russia; and
an enhanced partnership with the European Union on regional and global issues.
The point of departure has been and will remain the preservation of U.S. leadership
in a robust Atlantic Alliance. We have led in adapting NATO to meet the challenge
of ensuring peace and stability in Europe in light of the changed security environ-
ment. In NATO, we face several critical, ongoing tasks: 1) continuing the momen-
tum toward gradual, transparent enlargement of the Alliance; 2) establishing a new,
cooperative relationship between NATO and Russia, expressed in a formal charter;
3) promoting a more visible and capable European role; and 4) enhancing the Part-
nership for Peace program.

The potentially volatile situation in Europe’s southeastern corner requires particu-
lar care. The United States is committed to promoting a settlement on Cyprus, con-
trolling tensions between Turkey and Greece, and strengthening Turkey’s place in
the Western economic and security system. The United States gives high priority,
not only to bilateral relations with these countries, but also to promoting ties be-
tween this region and Western Europe.

For FY 98, we are requesting $219.3 million in military and economic assistance
to support our security objectives in Europe. Together with our requested economic
assistance program for Central Europe and the Baltic States ($492 million) and MS
($900 million) these funds will help to build a stable, free, undivided, integrated and
democratic Europe.

FY 98 Budget Request—Building a New European Security Structure
(dollars in millions)

FMF ESF Total

CE Defense Loans 1 ............................................................................................................ 20.000 20.000
Cyprus ................................................................................................................................. 15.000 15.000
Greece 1 ............................................................................................................................... 12.850 12.850
PFP 2 .................................................................................................................................... 70.000 70.000
Turkey 1 ............................................................................................................................... 33.150 50.000 83.150
IMET .................................................................................................................................... 18.300

Total 3 ......................................................................................................................... 136.000 65.000 219.300
1 Loan amounts: CE—$402.000; Greece—$122.500; Turkey—$175.000.
2 Does not include approximately $33.000 from Function 050 for PFP.
3 Does not include $19.600 in ESF for the International Fund for Ireland.

Partnership For Peace
In 1994, the President proposed, and allies embraced, a program of NATO adapta-

tion. The goal is to create a new NATO, internally restructured, equipped for new
roles and missions, and open to new members and deeper partnership. NATO’s
Partnership for Peace (PFP) program is designed to strengthen practical cooperation
and establish strong security ties between NATO and participating countries in
Central Europe and the New Independent States of the Former Soviet Union (NIS).
It can also serve to prepare those Partners interested in joining NATO for the obli-
gations of membership. By forging close cooperative ties between NATO and its Cen-
tral European and MS Partners, PFP will help erase Cold War lines of con-
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frontation and bring former adversaries into a community of shared values, prin-
ciples and interests. The transformation of NATO’s relations with the rest of Europe
will help provide a secure and stable environment conducive to increased trade, de-
velopment and market-based reforms.

NATO enlargement creates a special need to enhance support to those countries
seeking NATO membership. Those countries which will be invited to open accession
talks need assistance to make their military forces operable with Alliance forces. We
must therefore increase the FMF grant assistance available to these countries. For
those countries which desire to join NATO but will not be part of the first accession,
the need is equally critical. PFP links between Central European, Baltic states, the
MS and the West must be strengthened to reassure these countries of their place
in the West, and to prevent any sense of a security vacuum.

Partner nations, while generally committed to making their forces capable of co-
operating with NATO, currently lack the necessary resources to undertake improve-
ments in logistics, equipment, and training. We must be willing to contribute ade-
quate resources to ensure PFP’s success. This assistance aims to improve Partners’
abilities to contribute to peace operations, search and rescue, humanitarian assist-
ance operations, and other joint operations that may be necessary in the future. For
example, the participation of 13 Partners in the multinational Implementation Force
in Bosnia reflected initial returns on the small investments we have made in PFP,
and provides an indication of the potential for long-term benefits.

In FY 98, the Administration is requesting $103 million for PFP: $70 million in
FMF and $33 million within the DoD request. In Central Europe, foreign assistance
funds will support expansion of the Regional Airspace Initiative, which will provide
NATO-compatible air traffic control systems in selected countries, English language
training, search and rescue equipment, communication and command,and control
systems, and transportation and logistical support for participation in PFP exer-
cises. Funds will also provide ongoing support for the Baltic Peacekeeping Battalion.
In the MS, we will build upon the foundations that we expect to lay in FY 97 in
the areas of language training and communications equipment, to include emphasis
on a Central Asia peacekeeping battalion and a Ukrainian-Polish peacekeeping bat-
talion. The combined State/DoD request will continue support for Partner participa-
tion by relieving some of the logistical and resource deficiencies, equipment obsoles-
cence, and operational shortcomings which have hampered such participation.

Central Europe Defense Loans
In the interest of contributing to the stability of Europe, the United States has

a clear and compelling rationale for nurturing expanded defense cooperation with
the friendly, democratic states of Central Europe and the Baltics. Our FY 98 request
for $20 million in FMF loan subsidies will provide approximately $402 million in
market-rate loans. The Central Europe Defense Loan (CEDL) program will increase
our ability to assist the region, in light of limited grant resources, by encouraging
credit worthy countries with growing economies to use national funds to meet their
defense sustainment/modernization needs, ultimately improving compatibility with
NATO forces. Although the CEDL contributes to the overall goal of NATO enlarge-
ment, it is separate and distinct from our PFP program in that it addresses deeper
infrastructure deficiencies, such as lack of airlift capability or incompatible radar
and IFF systems.

The CEDL program will enhance the defensive military capabilities of Central Eu-
rope and Baltic states by assisting in the acquisition of defense equipment and
training such as: NATO-compatible airfield navigation aids; computers for Defense
Ministries, individual soldier equipment for peacekeeping or rapid deployment units;
transportation equipment, including vehicles and aircraft; ground-based radar up-
grades; search-and-rescue equipment; communications modernization; and airfield
radars, navigational aids, and airfield landing systems. Moreover, by focusing on
qualitative improvements in defense infrastructure, this program will allow some of
the oversized, Soviet-equipped militaries to continue down sizing and restructuring
their forces while maintaining essential defensive capability. The CEDL program
will support the trend in the region towards supporting smaller, more capable, and
more professional militaries.

Key NATO Allies
We are also planning to continue our support for two key NATO allies in recogni-

tion of their importance in maintaining stability in a region that is critical to U.S.
interests. Our FY 98 request of $46 million for the subsidy cost of a total of $297.5
million in FMF loans for Greece and Turkey will support sustainment of U.S.-origin
equipment. We are also requesting $50 million in ESF to assist Turkey to address
long-term structural reforms necessary to sustain growth, to ease the transition as
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Turkey joins the EU Customs Union, and to help offset the significant economic
costs to Turkey associated with enforcement of UN sanctions against Iraq.

It would be hard to overstate the importance of Turkey as a U.S. ally. It sits at
the crossroads of Europe, the Middle East, and the Newly Independent States of the
Former Soviet Union. It plays a critical role in a wide range of issues vital to U.S.
interests. Achievement of key U.S. goals in the region will depend largely on our
ability to maximize Turkish-U.S. cooperation on a broad range of issues where we
have overlapping interests. Among these are stability in the Caucasus and the
northern Gulf region, lowering tensions in the Aegean, and a solution in Cyprus.
Cooperation on these issues is dependent on preserving Turkey’s position as a demo-
cratic, secular nation in a region with weak democratic traditions and where politi-
cal instability prevails. We seek therefore to strengthen Turkey’s ability to carry out
its essential security role in the region, to bolster its secular democratic’ tradition
through continued emphasis on human rights, and to help its economy grow and
prosper.

Voluntary Peacekeeping Operations
While the bulk of ending for multilateral peacekeeping operations goes for as-

sessed United Nations operations, it is sometimes in the U.S. interest to support,
on a voluntary basis, peacekeeping activities that are not UN-mandated and/or are
not funded by UN assessments. The Peacekeeping Operations (PKO) account has a
demonstrated capacity, under appropriate circumstances, to separate adversaries,
maintain cease-fires, facilitate delivery of humanitarian relief, allow repatriation of
refugees and displaced persons, demobilize combatants and create conditions under
which political reconciliation may occur and democratic elections be held. This ac-
count provides the flexibility to support pro-actively conflict prevention and resolu-
tion, multilateral peace operations, sanctions enforcement, and similar efforts out-
side assessed UN peacekeeping operations. The costs to the United States of such
voluntary operations are often much lower than in UN-assessed operations.

For FY 98, we are requesting $90 million in PKO for voluntary peacekeeping ac-
tivities. In addition to supporting long-term, non-assessed commitments, such as the
Multinational Force of Observers (MFO) in the Sinai and the Organization for Secu-
rity and Cooperation in Europe (OSCE), these ends will be used to promote regional
involvement in the resolution of neighboring conflicts. In Africa, for example, our
PKO request, combined with a small amount of FMF, will be used to help sustain
and enhance the African Crisis Response Force (ACRF) initiative, which seeks to
improve and expand the abilities of African militaries to respond quickly to humani-
tarian crises on the African continent and elsewhere. The ACRF represents a re-
gional application of our new global initiative, the Enhancing International Peace-
keeping Capabilities (EIPC), for which the Administration is requesting $7 million
in FMF. The EIPC will assist selected ‘‘focus’’ countries in improving their capabili-
ties and readiness for peacekeeping operations, thereby reducing the burden on the
United States. Finally, the FY 98 PKO request also addresses potential operations
in Europe, Africa, Latin America and the Caribbean.

Demining
Mr. Chairman, the demining program is one of the most important initiatives this

Administration has undertaken. As you know, the United States has a compelling
interest to promote national and regional security, political stability, and economic
development by reducing civilian land mine casualties and their tragic human, so-
cial, and economic costs in war-torn countries. In May 1996, President Clinton
pledged to strengthen global efforts to clear mine fields through developing better
mine detection and mine-clearing technology, and to expand demining training pro-
grams in countries with landmines.

The problem is enormous: more than 100 million mines have been placed in the
last 55 years in about seventy countries, mainly in Africa and Asia. Clearly, the
clearing of landmines represents a major challenge requiring long-term solutions.
Since FY 94, we have worked together with DoD to design programs wherein FMF
funds for demining are used primarily to provide equipment to complement com-
prehensive demining training programs funded by DoD humanitarian assistance
ends. Together, these resources have begun to develop indigenous capabilities to re-
move landmines from mine-afflicted countries.

Our FY 98 FMF request for $15 million will support demining programs around
the world. We will build upon ongoing programs in Angola, Cambodia, Eritrea, Ethi-
opia, Jordan, Laos, Mozambique, Namibia, Rwanda, and Central America, as well
as with the UN Office for the Coordination of Humanitarian Assistance to Afghani-
stan, to assist with their mine clearance/mine awareness programs.
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International Military Education and Training (IMET)
IMET is an instrument of national security and foreign policy—a key component

of U.S. assistance that provides U.S. training on a grant basis to students from al-
lied and friendly nations. IMET is an investment in ideas and people which has an
overall positive impact on the numerous people trained under the program. It is a
program that, for a relatively modest investment, presents democratic alternatives
to key foreign military and civilian leaders. My DoD colleagues frequently cite this
program as the best return dollar-for-dollar on investment that we make.

From a military perspective, the principal value of IMET is to enhance the mili-
tary efficiency and effectiveness of participating nations. Professional military com-
petence is improved at all levels, thereby promoting self-sufficiency as well as fur-
nishing many skills essential to nation building. This, in turn, provides a wide
range of benefits to the United States in terms of collective security, stability, and
peace. As foreign militaries improve their knowledge of U.S. military principles,
military cooperation is strengthened. IMET fosters important military linkages
throughout the world essential to preserving the security of U.S. friends and allies,
as well as for advancing the global security of the United States.

In FY 98, we are requesting $50 million for IMET. This increase over the FY 97
enacted level will provide essential interoperability training to assist PFP nations
as they move closer to NATO accession. It will also provide important funding for
programs in Near East and South Asia, Latin America and the Caribbean, Africa,
and East Asia and the Pacific. Additionally, I’d like to point out that over the past
three years tuition costs for IMET students have increased about 25%. This increase
is attributed partly to inflation, but mostly to the down sizing of our own military
forces and training base. This decrease in our force structure and training base has
caused overhead costs for foreign students to increase.

Promoting Democracy
The United States has a strong stake in supporting the growth of democracy glob-

ally. In countries such as Haiti and Cambodia, where the United States has in-
vested significant resources and taken international leadership to stop collapse and
crisis inimical to U.S. interests, assistance programs support democratic transitions,
judicial reform, and reconstruction. In these and other countries in transition, as-
sistance programs nurture the formal institutions of democracy and the organiza-
tions of a vital civil society, combined with balance of payments and other economic
support measures designed to create employment and conditions conducive to inter-
national investment and trade. We are also requesting finding for programs to en-
hance the administration of justice, including assistance to police through the Inter-
national Criminal Investigative Training Assistance Program (ICITAP) adminis-
tered by the U.S. Department of Justice.

Through regional accounts, ESF supports carefully-targeted programs to assist
democratic forces in emerging or threatened democracies, and, in some cases, pro-
grams designed to strengthen pro-democratic forces. Typical areas of assistance in-
clude technical assistance to administer and monitor elections, capacity-building for
non-governmental organizations, judicial training, and women’s participation in poli-
tics. In FY 1998, ESF for building democracy will continue to be used for a range
of programs to help strengthen and consolidate democratic processes and institu-
tions in countries that have recently embarked on a democratic course, or where de-
mocracy is threatened.
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FY 98 Security Assistance Budget Request—Support for Democracy
(dollars in millions)

FMF ESF Total

Angola ................................................................................................................................. 10.000 10.000
Africa Regional ................................................................................................................... 15.000 15.000
East Africa Regional Asst. ................................................................................................. 5.000 5.000
Cambodia ............................................................................................................................ 1.000 37.000 38.000
Mongolia ............................................................................................................................. 7.000 7.000
East Asia Regional ............................................................................................................. 6.250 6.250
South Asia Regional ........................................................................................................... 3.000 3.000
Peru/Ecuador Peace ............................................................................................................ 5.000 5.000
Haiti .................................................................................................................................... 70.000 70.000
Latin American & Caribbean .............................................................................................. 3.000 31.000 34.000
Human Rights & Democracy .............................................................................................. 8.000 8.000
AOJ/ICITAP ........................................................................................................................... 10.000 10.000
ME Democracy .................................................................................................................... 5.000 5.000

Total ........................................................................................................................... 9.000 207.250 216.250

For FY 98, we are requesting $70 million to strengthen Haiti’s nascent democratic
institutions and foster economic development. U.S. assistance, in coordination with
donations from the international community, will help consolidate Haiti’s transition
from military to civilian rule by enhancing the training of the Haitian National Po-
lice (HNP) and coast guard, fostering more effective and responsive democratic insti-
tutions, including an independent judiciary; facilitating private sector employment;
and promoting sound environmental resource management and sustainable eco-
nomic growth.

Cambodia is another country making the difficult transition to democracy follow-
ing decades of conflict. The peaceful status of the country and the strength of the
government are fragile. Cambodia’s coalition government is struggling to build a
democratic culture in the face of enormous challenges, including a weakening but
ongoing threat posed by the Khmer Rouge insurgency. Our $37 million FY 98 ESF
request will enable the United States to advance democratic and economic develop-
ment through provision of technical assistance for health care, education, rural de-
velopment, and democracy promotion programs, including legal, regulatory, and ju-
dicial assistance to the National Assembly and courts. The $1 million in military
assistance supports ongoing efforts to develop the Royal Cambodian Armed Forces
engineers’ capability to build and improve civil infrastructure. The funds will be
used to provide training and sustainment to maintain over 40 pieces of engineering
equipment already granted to Cambodia as DoD excess defense articles.

We are also seeking $108.25 million in military and economic assistance funds to
advance important democratic gains in Latin America, Africa, the Middle East,
South and East Asia. We request for:

• Latin America and the Caribbean, $49 million for programs to promote and
strengthen democratic institutions, local governments, police training, adminis-
tration of justice, and the Regional Security System in the Caribbean; also to
facilitate implementation of the Peru-Ecuador border dispute settlement agree-
ment;

• Africa, $30 million for programs to support free elections, respect for the rule
of law, and enhancing government accountability; support for Ethiopia, Eritrea,
and Uganda to defend against Sudanese-sponsored aggression in the region;
and support democratic institution-building and election preparation in Angola;

• East Asia, $13.25 million for regional programs to reinforce pluralistic civil soci-
ety and accountable government, and in Mongolia to promote private sector-led
economic reform and build democratic institutions through technical assistance
in regulatory and legal reform;

• Middle East, $5 million to support democratic governance and basic human
rights on a regional basis through programs managed by local and U.S. NGOs
in countries of the region currently receiving little or no Peace Process-related
assistance; and

• South Asia, $3 million to support the consolidation and strengthening of demo-
cratic systems, respect for human rights, and the rule of law in South Asia.

• Human Rights and Democracy, $8 million to respond to conflicts, human rights
emergencies, and implementation requirements of international agreements.
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Confronting Transnational Security Threats
With the dissolution of the Soviet Union, the proliferation of weapons of mass de-

struction, their delivery systems, and advanced conventional weapons now poses the
gravest threat to the security of the United States and our allies. As Secretary
Albright emphasized to you last month, arms control and non-proliferation efforts
remain a key part of our foreign policy strategy to keep America safe. The objectives
of our non-proliferation programs are to reduce the risk of war by limiting and re-
ducing destabilizing forces, inhibiting the spread of weapons of mass destruction
and delivery systems, and building confidence through measures which enhance
transparency and verification of compliance with national commitments. In addition
to enhancing our security directly, these measures also support other important U.S.
interests, including economic and political reform in Russia and the other newly
independent states, our economic interests in Asia and the Pacific, and our broader
political efforts to resolve long-standing disputes in the Middle East and South Asia.

FY 98 Budget Request—Nonproliferation
(dollars in millions)

IO&P NDF NIS Total

NDFF ............................................................................................................... 15.000 15.000
Science Centers ............................................................................................. 15.000 15.000
IAEA Voluntary Contr. .................................................................................... 36.000 36.000
KEDO .............................................................................................................. 30.000 30.000
Defense Enterprise Fund ............................................................................... 5.000 5.000

Total ...................................................................................................... 66.000 15.000 20.000 101.000

To help us achieve our overall nonproliferation objectives, we are requesting $101
million in FY 98. Through the Nonproliferation and Disarmament Fund (NDF), we
will undertake a variety of bilateral assistance programs, including export control
assistance. Under the International Organizations and Programs (IO&P) account,
we will contribute to the International Atomic Energy Agency (IAEA) and support
the Korean Energy Development Organization (KEDO). Under the FREEDOM Sup-
port Act, we are also seeking funding for the International Science Center in Russia,
the Science and Technology Center in Ukraine, and the Defense Enterprise Fund
(DEF).

The Nonproliferation and Disarmament Fund
The Nonproliferation and Disarmament Fund (NDF) was established in 1994 to

implement specific nonproliferation projects. Since its inception, the NDF has fund-
ed numerous projects for dismantling and destroying conventional weapons and
weapons of mass destruction and their delivery systems, and for strengthening
international safeguards, export control, and nuclear smuggling efforts. Current
NDF projects include:

• Elimination of SCUD missiles and their launch systems from Romania and
Hungary;

• Dismantlement of South Africa’s Category I missile production infrastructure;
• Assistance in the procurement of highly enriched uranium stocks from the

former Soviet Union;
• Procurement of verifications and safeguards equipment for the IAEA;
• Procurement of seismic arrays in support of the Comprehensive Test Ban Trea-

ty.
• Completion of the Phase I engineering assessment needed to convert Russian

plutonium production reactors to a power only mode of operation;
• Provision of export licensing and enforcement assistance to Central Europe, the

Baltics, and the former Soviet Union; and
• Successfil deployment of an automated system in Poland for tracking the export

of sensitive materials.
To date, NDF has considered over 90 project proposals with an estimated cost of

$120 million; and has approved projects totaling over $30 million. On March 5, we
notified Congress of our intent to provide $12.2 million for new NDF activities, leav-
ing an available balance of $10.6 million in the NDF. The FY 98 request of $15 mil-
lion will continue to provide ending for proposals to achieve our goals of preventing
the proliferation of weapons of mass destruction and combating nuclear smuggling.
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IAEA Voluntary Contribution
For the United States, the most critical function of the IAEA is the implementa-

tion of safeguards to nuclear activities to deter, through timely detection, the diver-
sion of material and equipment for nuclear weapons purposes. Safeguards establish
the critical arms control precedent of voluntary verification of compliance with non-
proliferation obligations, including on-site inspection, by a sovereign state.

For FY 98, we are requesting a $36 million voluntary contribution to the IAEA
within the IO&P account to support safeguards and non-safeguards-related tech-
nical assistance. Safeguards are the principal but not exclusive U.S. concern with
the IAEA. Another fundamental premise of U.S. nuclear nonproliferation policy, also
embodied in the Treaty on the Nonproliferation of Nuclear Weapons, is the commit-
ment to facilitate the exchange of equipment, materials, and scientific and techno-
logical information for the peaceful uses of nuclear energy. A significant portion of
the U.S. voluntary contribution to the IAEA is used to fulfill this obligation. Because
the vast majority of IAEA member states consider this objective of paramount im-
portance, continued U.S. support for technical cooperation is crucial to maintain
support for a strong safeguards system.

Korean Peninsula Energy Development Organization (KEDO)

KEDO is the international consortium established to implement the Agreed
Framework between the United States and the Democratic People’s Republic of
Korea (DPRK) signed on October 21, 1994. The Agreed Framework will ultimately
dismantle North Korea’s nuclear weapons capability. KEDO’s central task is to
manage the financing and construction of the light-water reactor (LWR) project in
North Korea, to provide annual shipments of heavy fuel oil to the DPRK, and to
implement other aspects of the Agreed Framework. The U.S. role in this consortium
is to organize and lead KEDO and, with the help of the Republic of Korea (ROK)
and Japan, support the consortium in fulfilling its tasks.

Our FY 98 request for $30 million within the IO&P account for KEDO is essential
to finance KEDO’s administrative expenses and projects, particularly the provision
of heavy fuel oil to the DPRK. Support for the LWR project and the majority of
KEDO administrative expenses and heavy fuel oil deliveries will come from cash
and in-kind contributions from other KEDO members, especially the ROK and
Japan. Eleven countries, spread over five continents, have become members of
KEDO, reflecting the organization’s global character, composition, and significance.
The U.S. contribution is necessary to demonstrate U.S. leadership and to supple-
ment and leverage contributions from other countries. Without this finding, KEDO
will not be able to operate or carry out its objectives, thereby weakening the credi-
bility of U.S. leadership, jeopardizing the implementation of the Agreed Framework,
and contributing to rising security tensions on the Korean Peninsula. Full funding
of this request is the best way to promote U.S. objectives for peace, security, and
nuclear nonproliferation in Northeast Asia.

International Science and Technology Centers
The International Science and Technology Center (ISTC) in Moscow, operational

since 1994, and the Science and Technology Center in Ukraine (SYCU), which began
to fund scientific research in early 1996, help to counter the weapons expertise pro-
liferation threat by putting former Soviet weapons scientist to work on civilian
projects. These projects benefit all Science Center members and partners, includ-
ing—in many instances—U.S. universities, national laboratories and corporations,
which participate as unfunded partners. This program seeks: 1) to encourage the
transition to market-based economies; 2) to help find solutions to nationally-and
internationally-recognized problems, such as nuclear safety, energy production, and
environmental protection; and 3) to integrate MS scientists and engineers into the
international community.

In FY 98, we anticipate providing up to $15 million under the FREEDOM Support
Act to continue the important work of these two centers. The European Union and
Japan also provide voluntary contributions to the ISTC, and Sweden and Canada
contribute to the STCU. Procedures have recently been implemented to allow other
governments, inter-governmental organizations, and NGOs (including the private
sector) to participate in Science Center activities. To date, the ISTC has funded 202
projects in Russia, Kazakstan, Georgia, Belarus, and Armenia, with the participa-
tion of nearly 17,000 scientists and engineers, the majority of whom have expertise
on weapons of mass destruction or their delivery systems.
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Defense Enterprise Fund
Our FY 98 assistance for the MS includes $5 million for the U.S. contribution to

the Defense Enterprise Fund (DEF), which is now expected to reach self-sustain-
ability in 1999. The DEF, initially authorized by Congress and established with a
grant from the DoD Cooperative Threat Reduction (Nunn-Lugar) program, was in-
corporated as a private, non-profit venture capital fund in March 1994. Responsibil-
ity for funding the DEF shifted to the State Department in FY 97.

Like other enterprise funds, the DEF assists the MS in the development of suc-
cessful private sector entities which contribute to a stable market economy. How-
ever, the DEF focuses on the privatization of weapons of mass destruction (WMD)-
related defense industries and conversion of WMD-related military technologies and
capabilities into civilian activities. It provides both equity investments and loans to
qualified joint venture initiatives which include personnel and/or facilities currently
or formerly involved in research, development, production or operation, and support
of the former Soviet Union WMD-related defense sector.

The DEF encourages private sector participation in the ownership and manage-
ment of the entities in which the DEF invests, and only makes investments involv-
ing enterprises committed to privatization. U.S. assistance to the DEF significantly
leverages private U.S. investment: every $1 we have provided to date has leveraged
an average of $5 of private investment. Thus, the DEF supports both the national
security objective of nonproliferation—eliminating WMD production capability—as
well as economic reform objectives by promoting the development of market econo-
mies.

Mr. Chairman, these nonproliferation programs are both critical for the security
of America and extremely cost effective. By making very small investments today
to help other countries prevent the spread of sensitive materials and technologies,
we obviate the need to spend larger sums in the future to protect ourselves against
weapons that have fallen into the wrong hands.

Conclusion
Let me conclude by returning to the central point of my presentation: the ending

that we are requesting directly increases the security of Americans and advances
our direct interest in a stable, peaceful and prosperous international system. We un-
dertake these programs to achieve specific objectives, each of which can be meas-
ured in terms of their successes, and each of which makes America and the world
safer. U.S. security depends on promoting peace in the Middle East, building a new
security order in Europe, preventing the spread of dangerous weapons, and helping
foster emerging democracies.

Foreign assistance is an essential tool to pursue American interests abroad and
our security at home. Without adequate funding, strong American leadership in the
world and our ability to protect our vital interests will be at risk Strengthening our
diplomatic efforts to address these threats now will help avoid the far greater costs,
in lives as well as resources, of military interventions later. The support of this
Committee is essential to achieving those goals and we are ready to work closely
with the Committee and staff to fi1lly address any concerns and questions that you
and they may have.

Mr. Chairman, I wish to thank the members of the Committee for the opportunity
to provide testimony on the FY 98 budget request, and would be pleased now to an-
swer any questions you may have.

Senator HAGEL. I would now like to call upon my colleague, Sen-
ator Sarbanes, from Maryland.

Senator SARBANES. Mr. Chairman, thank you very much. I will
be very brief.

I was not able to here right at the outset. I want to join with you
in welcoming General Rhame and Secretary McNamara before the
subcommittee this morning.

It is interesting, that security assistance, which includes eco-
nomic support funds, ESF, as well as foreign military financing,
and other forms of military assistance, is by far the largest share
of our foreign aid budget.

It does not always receive the same scrutiny and the focus and
attention as some other components of the foreign aid budget. At
$6 billion, that makes up almost half of the foreign aid budget, so
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obviously, we need to pay some careful attention to it, as we reori-
ent ourselves to new global challenges, and reexamine our national
priorities.

Of course, one reason the security assistance budget remains at
high levels, despite the end of the cold war, is that we have impor-
tant interests in sustaining peace agreements, and supporting tra-
ditional allies.

Israel and Egypt account for the major portion of our ESF and
FMF programs, but I think there is widespread recognition that
such assistance is essential to the continued success of the Middle
East peace process, and essential to sustaining Israel’s qualitative
edge against threats to the very existence, which continue to
present themselves in that area of the world.

There are other elements, though, of this security assistance pro-
gram, whose rationale I think is less clear. As military grants have
declined overall, there seems to have been a very substantial ex-
pansion of other mechanisms and authorities through which the
U.S. provides arms and training to foreign militaries.

IMET is slated for substantial increases in this budget, a new
military loan program has been established for Eastern European
countries, most of whom are still struggling to get their economies
into some sort of decent shape.

Excess defense articles and defense draw downs have become a
major source of weapons transfers, one I think that the Congress
has not paid adequate oversight attention—to which the Congress
has not paid adequate oversight attention.

We have this defense export loan guarantee facility, about which
I have very substantial reservations, now just beginning its oper-
ations. We continue to have some cascading of conventional forms
in Europe.

Last year, we worked on a bipartisan basis in this committee and
with the House, and the administration, to enact a new law that
would establish modest restrain on certain types of military trans-
fers, and improve disclosure, monitoring, and reporting.

Later in this hearing, when I get to my questions, I want to ad-
dress the implementation of that new act, so I look forward, Mr.
Chairman, to this hearing this morning, and again, I want to thank
you, and commend you for this series of hearings you are having
with respect to the budget, which I can play a very important base
for the committee later to take action on the authorizing legisla-
tion. Thank you.

Senator HAGEL. Senator, thank you.
I would like to pick up, if I might, on a little of what the ranking

minority of this subcommittee referenced, as well as each of you,
and if we could, stay in the Middle East here for a bit.

It has been noted on a number of occasions that Israel’s prime
minister, fairly soon after he took office, talked about moving Israel
away from American foreign assistance.

Mr. Secretary, can you enlighten this committee on any discus-
sions that have been had in that area, or anything you know about
it, when we might start that, if we should start that, anything you
care to comment on regarding that point?

Mr. MCNAMARA. Senator, I am not familiar with any specific con-
versations that are designed to immediately lower the level of as-

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00174 Fmt 6601 Sfmt 6602 E:\HEARINGS\47753.004 INET01



170

sistance that is now being given to Israel. I think it is obviously
an objective of both Israel and the United States, as the peace proc-
ess moves forward, to be able to reduce those levels.

The levels and their reduction are directly related, it seems to
me, to the progress in the peace process and in the achievement
of a comprehensive peace.

What is most important, it seems to me, is that as we move down
the road toward a comprehensive peace, that there is a sense of se-
curity in Israel that will enable it, as I said in my opening re-
marks, to take those risks, to take those steps leading to peace,
which, in turn, leads to the requirement of much less military ex-
penditures by Israel, and, therefore, much less security assistance
coming from the United States.

I do not know of any conversations that have immediately and
directly addressed the question, for example, for fiscal year 1998.

Senator HAGEL. General Rhame, would you care to add anything
to that?

General RHAME. No, sir, I would support it. I have not partici-
pated in any discussions either.

Senator HAGEL. Thank you.
Secretary McNamara, do you believe that the security assistance

level that we are providing, have been providing, at the President’s
request, is adequate?

Do we need more, do we need less? Is this about right? Maybe
you could break that down for us a little bit?

Mr. MCNAMARA. I think given the fiscal constraints under which
we are operating, given the number of programs that we are con-
ducting around the world, and the competing interests for those
programs, I think we have, through compromise within the execu-
tive, and through consultations here on the Hill, come up with the
best quantities and the best funding levels that we think are pos-
sible under the current circumstances.

I would not argue that in a better world, with fewer fiscal con-
straints, that we could not do better with more; indeed, we very
well could, but I think we all recognize the real world that we are
operating in, and, therefore, we have to do as much as we can with
what is available given competing interests on, not only foreign af-
fairs budget items, but also in domestic spending, defense spend-
ing, and other areas.

So, I think we are satisfied, we want to see those levels go up,
and we think we can justify our request for the increases where we
have indicated that we wish increases, such as in IMET and some
other areas.

Senator HAGEL. Thank you.
General, would you like to respond?
General RHAME. Yes, sir. Mr. Chairman, I sit on the consultative

committee with Egypt, that deals with how the security assistance
resources are used in their 5-year plan, I have extensive conversa-
tions with representatives of the Israeli government on transfers
and acquisitions, and in both countries, at any given time, you can
see a need for more.

However, it is my view, after working this for the time that I
have, that I think the balance is about right. I would support Mr.
McNamara’s view, given where we are in our resources in this
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country and the status of the peace situation, that the dollars are
about right in the program and where they should be.

Senator HAGEL. Thank you. Let me come right back to you on
another point. The United States is, I understand, paying for F–
16s for Jordan. With the military assistance that we have been giv-
ing to Egypt, and with our assistance programs to Jordan, at what
point do you think those nations will be sufficiently strong enough
that our programs will no longer be necessary.

General RHAME. First, Mr. Chairman, let me address the Jordan
question. We started and embarked on a lease program for F–16s
in FY 96 through a total appropriation of $100 million, and an ap-
propriation of $30 million in this appropriation for FY 97.

This year, for FY 98, we are requesting $45 million for Jordan.
The plan, our objective is to ask for another $45 million in 1999,
which will complete the F–16 lease program with Jordan, which
was King Hussein’s number one priority with us, in his require-
ments.

Jordan’s ground forces and naval forces continue to have many
needs, many requirements. At this time, we have prioritized with
their leadership, the F–16 program and have not been able to ad-
dress their ground forces requirement in FMF dollars.

However, we have executed last year a draw down in the amount
of $100 million for Jordan, in which we have flowed some major
items of equipment and spares to their ground forces, a C–130 to
their air forces, and some things to their navy, and also have
watched very carefully older spare parts, which fit their equipment,
and excess ammunition, and light trucks and medium trucks, and
have provided those to Jordan through the excess defense article
programs, in accordance with the approval of the State Depart-
ment, and the appropriate notifications to the committees of Con-
gress.

Senator HAGEL. Mr. Secretary.
Mr. MCNAMARA. I agree. I think what we have done is we have

responded, following the peace agreement between Jordan and
Israel, to the main strategic interests and concerns of Jordan with
this program.

We have not limited ourselves to that, however. In the request
for this year, we have an ESF request which would permit us to
undertake expansion of programs aimed at expanding Jordan’s eco-
nomic reforms and improving Jordan’s overall economic situation,
because we think, particularly in the area, for example, of water
shortages, that these need addressing.

I will point out, as kind of a footnote to this, that even with the
Jordan program and the other areas where we have asked for some
slight increases, that the overall percentage, or proportion of the
ESF and FMF requests for fiscal year 1998, for the Middle East,
is lower than the percentage that was requested in 1997. So, I
think we are getting the balance about right.

Senator HAGEL. Moving around in that area a little bit, I have
heard reports that the administration is considering selling F–16
aircraft to Saudi Arabia. As you know probably better than most,
there has been some concern in this country regarding trying to get
at least a perceived cooperation from the Saudi government regard-
ing the bombing over there a year ago.
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Is this a sale, first of all, that might take place politically in the
environment that we are dealing in now, is this something that we
should be doing?

Mr. MCNAMARA. Mr. Chairman, the fact is that over the period
of the last 4 or 5 years we have been talking with the Saudis on
a number of occasions, and General Rhame can expand on this,
about replacement of their F–5 aircraft, which are coming to the
end of their life cycle.

As that F–5 problem, if you will, approaches, it is clear that the
Saudis are going to have to replace those aircraft with newer air-
craft.

The possibility of F–16s being that replacement aircraft exists,
but as of right now, there has been no request from the Saudi gov-
ernment for such a replacement, even though there have been
press reports reporting on conversations with American industry.

We believe that it is possible to have such a replacement pro-
gram that will keep Saudi military readiness, which is very impor-
tant to us and vitally important to both regions at its current level.
When such a request comes in, and if such a request comes in, we
are going to give it very serious consideration. We will be consult-
ing throughout the executive branch, with Congress, and with
other interested parties about such a potential sale. But I want to
emphasize that that has not happened yet.

With respect to the Khobar Towers, I think we are getting in-
creasing cooperation from the Saudis in that area, and that rel-
atively short-term situation, I think, should be clearer over the
course of the next few months.

I do not anticipate that we will make any linkage with a request
for aircraft at this point, I do not think that is necessary.

I do want to also point out that as we examine this issue, we will
examine it in the context of the Middle East peace process, of
Israel’s security situation, and our commitment to Israel for main-
taining the qualitative edge.

Senator HAGEL. Thank you. General.
General RHAME. Sir, I would add, I served there for 2 years be-

fore coming to this job as the chief of the U.S. mission there.
We have worked on the replacement of the F–5 over the last 5

years with the provision of capability data, price and availability,
those kinds of questions. It would be my view that they have a
clear aim to replace their F–5. We would hope, in the long term,
that it would be a U.S. platform.

It would also be my view that the decision to proceed with that
acquisition also would be tempered by the financial ability within
their trust fund to pay for the FMS expenditures, which is one of
the other things that I supervise within the Department, is the ad-
ministration of their trust fund to pay for the obligations owed to
U.S. industry for previous acquisitions.

It is my view that right now at this moment, I believe that Gov-
ernment will delay giving us a letter of request to proceed with the
acquisition for a year or two, until they have better bought down
the owed balance in their trust fund for previous FMS acquisitions.

I would agree with Mr. McNamara that when the letter of re-
quest is forthcoming, it will be carefully evaluated. Technology will
be a key issue, which will be discussed at great length between De-
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fense and State and will be carefully looked at before we make a
clear indication of how we intend to proceed.

Senator HAGEL. Thank you.
Senator Sarbanes.
Senator SARBANES. Thank you very much, Mr. Chairman.
Gentlemen, the first question I want to put goes to the military

authorities bill, to which I made reference in my opening state-
ment, we enacted last year, P.L. 104–164.

That reinstates a report, listing the value and quantity of de-
fense articles, defense services, and IMET provided each country
over the past year. The President was required to send up that re-
port not later than February 1.

Today is March 12th, and to my knowledge, we have still not
seen the report. First of all, am I correct in that statement, and if
so, what is the status of this report?

Mr. MCNAMARA. Senator, you are correct in the statement, and
we are working on that report, and we expect it to be forwarded
very soon.

Unfortunately, in compiling a massive amount of export license
data that the report requires, we have had some unforeseen prob-
lems with the computer data that need to be assembled.

We are working to resolve the problems, and, indeed, it is a tech-
nical delay at this point that is causing the report not to be already
here before the Congress. But we expect to get this data assembled
properly, put together very quickly.

Senator SARBANES. Could you give use some definition of the
phrases ‘‘very soon’’ and ‘‘very quickly’’?

Mr. MCNAMARA. I would hope within weeks.
Senator SARBANES. Within weeks. Less than a month?
Mr. MCNAMARA. If possible, it will be up here in less than a

month. Unfortunately, Senator, I do not have a specific—I cannot
absolutely guarantee you that we can do that. But as I say, it is
a question of assembling the data and getting it up here, and we
have had these problems.

I am not a computer expert, so I am not, myself, competent to
say just exactly how they are going to go about solving that prob-
lem.

Senator SARBANES. Well, let it be noted that there is an aware-
ness here of the fact that the report is not yet in, and we are look-
ing for this report. We just enacted this legislation, and we want
to see this legislation implemented.

Now, I would like to turn to the FMF loans and loan subsidies.
As I understand it, in the budget you have submitted, you are tak-
ing the FMF loan level up from $540 million to $700 million, is
that right——

Mr. MCNAMARA. I believe that is correct, sir.
Senator SARBANES. [continuing]. and you are taking up the FMF

loan subsidy to support of that level from $60 million to $66 mil-
lion, is that correct?

Mr. MCNAMARA. I believe that is correct.
Senator SARBANES. So you are raising the loan level by 30 per-

cent, but you are raising the subsidy level by 10 percent. Now, this
has a little bit of a fishes and loaves——

Mr. MCNAMARA. Pardon?
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Senator SARBANES. This has a little bit of a sort of fishes and
loaves perspective, if I may. It is a biblical reference, Mr. Secretary.

Really, it is close to a miracle here. I mean if you can continue
to this, we ought to bring you up here to solve all the budget prob-
lems. How do you do that? I am just kind of interested.

Mr. MCNAMARA. Well, I am not sure. If I understand it correctly,
it probably has to do with the countries that are going to receive
the increase, what their particular credit rating, and status, and
standing is, and, therefore, how much of an amount needs to be ac-
tually appropriated for the 1998 fiscal year, in order to support an
amount of loan that would then be underwritten by that appropria-
tion.

Senator SARBANES. Let us pursue that for a moment. As I under-
stand it, you are supporting—in fact, you state in your testimony,
you are supporting $297 million in FMF loans for Greece and Tur-
key, with $46 million worth of subsidies. Now, that means you are
supporting a balance of $402 million with $20 million worth of sub-
sidies. That is a pretty good trick. How do you accomplish that?

Mr. MCNAMARA. In the case of Turkey, the fact is that we had,
I believe, a larger amount in the preceding fiscal years for the Tur-
key loans, and that currently, what we are asking for does not
raise the amounts that we were requesting for the appropriated
funds at the same rate as it raises the amount of loans that is pos-
sible to be underwritten by those funds.

Senator SARBANES. No, no, no. You are missing my question. Let
me refer to your statement, your own statement, at pages 9 and
10, the statement you submitted to the committee.

On page 10, you say, ‘‘Our fiscal year 1998 request of $46 million
for the subsidy cost of a total of $297 million in FMF loans for
Greece and Turkey will support sustainment of U.S.-origin equip-
ment.’’

Now, I may come back and ask about that, but for the moment,
let us set that aside.

So, you are doing $297 million on the basis of a $46 million sub-
sidy cost, correct?

Mr. MCNAMARA. Correct. That——
Senator SARBANES. All right. Now, let us turn to the rest of it.
On page 9 you say, referring to Central Europe and the Baltics,

‘‘Our fiscal year 1998 request for $20 million in FMF loan subsidies
will provide $402 million in market rate loans.’’

So, in the one instance you take $46 million to support under
$300 million, and in the other, you support $400 million with $20
million, half as much.

Mr. MCNAMARA. Correct.
Senator SARBANES. Less than half as much. How do you do that?

That is a nice trick.
Mr. MCNAMARA. Well, the amount that is required to be appro-

priated in order to support the loan depends upon the country that
is receiving the money, and what the credit rating of that country
is——

Senator SARBANES. OK.
Mr. MCNAMARA. [continuing]. for the loan designated, or ex-

pected to be designated, for that country. If a country’s rating is
X,‘‘ then a certain amount of money is required. If the country’s
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rating is worse than that, than more money needs to be appro-
priated in order to cover an equivalent amount of loan.

Senator SARBANES. Which countries are receiving the $402 mil-
lion in FMF, so we can make some judgment about their credit rat-
ing?

Mr. MCNAMARA. Well, I do not have that here in front of me, but
we can certainly get that for you. But it is essentially the countries
in the defense loan program in Central Europe.

Senator SARBANES. Well, I have been looking for lists of those
countries, and I have not been able to get it, and I am not sure
it has been submitted to the Congress.

Mr. MCNAMARA. Three of them are Poland, Hungary, and the
Czech Republic, and I do not know—for fiscal year 1998—there
conceivably could be some others, which would then cause these
figures to be adjusted.

Senator SARBANES. Have you allocated out the $402 million,
country-specific?

Mr. MCNAMARA. No, but we have done it——
Senator SARBANES. If you have not done that, how are you able

to assess the credit risk, and thereby reach a specific determination
on the amount of loan subsidy?

Mr. MCNAMARA. Well, you will notice the loan says approxi-
mately $402 million, and the reason for the word approximately is
because, indeed, the final loan that would be, or loans—plural—
that would be underwritten by that depends upon how much goes
to each of the countries, and what each country’s credit rating is.

Senator SARBANES. You surely do not regard that as an adequate
response, do you? I mean how were you able to calculate a $20 mil-
lion in loan subsidy required to support $402 million, unless you
hide it country-specific, and did an analysis of the credit risk of the
country, or is it just sort of kind of a floating figure?

Mr. MCNAMARA. No. I think it is country-specific, with respect to
Czech Republic, Poland, and Hungary.

Senator SARBANES. How much of the $402 million do they get?
Mr. MCNAMARA. At the current time, they would get all of it, un-

less we were to come here and add other countries, that is suggest
that there be other countries added to that. But right now, it is
based, I believe, on those three countries.

Senator SARBANES. Is that right, only those 3 countries are going
to receive the $402 million?

Mr. MCNAMARA. Yes.
General RHAME. In 1997, Senator Sarbanes, the loans were ear-

marked for those 3 countries in Central Europe, FMF loans for
Central Europe.

Senator SARBANES. How much for those?
General RHAME. The subsidy, sir, was $20 million. I do not

know——
Senator SARBANES. But how much loan?
General RHAME. The loan value was $242 million.
Senator SARBANES. $242 million, and you earmarked $20 million,

is that right?
General RHAME. That is correct.
Senator SARBANES. For the year we are in right now?
General RHAME. 1997. Yes, sir. 1997.
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Senator SARBANES. Next year, you are going to do $402 million,
which is, what, about a 60 percent increase, and you are going to
do it with the same amount of loan subsidy, is that right?

General RHAME. The current projection of the credit ratings of
the countries involved, that would be correct.

Senator SARBANES. Who makes these projections?
Mr. MCNAMARA. OMB is the one who makes the projections, and

who determines the credit rating.
Senator SARBANES. Well, I would be interested in seeing an anal-

ysis. As I understand what I am now being told, is that you have
gone from requiring $20 million to be set aside in the budget to
cover these loans in fiscal 1997, to support $242 million, and in fis-
cal year 1998, in a 1-year period, the same amount will support
$402 million.

So, your analysis of the credit rating, as such, that you are able
to take it from $242 million to $402 million, which is an increase
of $160 million, that is a 60 percent—more than a 60 percent in-
crease, and sustain it on the same amount of loan subsidy, is that
correct?

Mr. MCNAMARA. That is the projection, Senator.
Senator SARBANES. Well, I am interested in how that was arrived

at.
Mr. MCNAMARA. Let me try and get you the details. I will go

back and talk to OMB, and give you an answer.
I believe, as I said, that it has to do with the different credit rat-

ings of the countries, and could possibly have to do with what is
the going rate for credit, and, therefore, how much the subsidy is
buying down from that rate.

Senator SARBANES. On Greece and Turkey, how is that allocated
out between the two countries? I mean in your statement you
group them.

You are going to provide us with the analysis that supports a
submission, with respect to these Central European countries, that
makes it reasonable and accurate to take the loan amount from
$242 million to $402 million, without increasing at all, the amount
of loan subsidy, is that correct, you are going to submit that to us.

Mr. MCNAMARA. I will so submit.
Senator SARBANES. OK. Now, let us turn to Greece and Turkey.

How is that divided between the two?
Mr. MCNAMARA. $175 million for Turkey, and $122.5 million for

Greece, and the subsidy division is $33.15 million for Turkey, and
$12.85 million for Greece.

Senator SARBANES. All right. Well, that reflects, I guess, the
weakness of the Turkish economy, is that correct?

Mr. MCNAMARA. Relative to Greece, yes.
Senator SARBANES. Well, and relative to your Central European

countries.
Mr. MCNAMARA. And also relative to Central Europe, correct.
Senator SARBANES. In fact, there the subsidy is 8 percent of the

total, Greece, it is 10 percent of the total, and Turkey, it is 19 per-
cent of the total, correct?

Mr. MCNAMARA. Correct. Once again, these are OMB calcula-
tions, based on the credit ratings.
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Senator SARBANES. OMB gives you these figures, you do not pro-
vide them up to OMB.

Mr. MCNAMARA. It is determined by OMB.
Senator SARBANES. I would be very interested in seeing that

analysis.
Now, let me ask you, in your congressional presentation docu-

ment for fiscal year 1998 you state, ‘‘Grant ED aid to Albania pro-
motes sovereignty, stability, and security in the volatile southern
Balkans. Fiscal 1996, the latest year for which we have figures, the
U.S. delivered over $33 million worth of excess defense articles at
no cost to Albania, more than any other country in the world, ex-
cept Egypt, and vastly so.’’

Now, what kind of excess defense articles did we provide, and
how have they promoted stability? Let me just take the question
a step further, the New York Times editorialized only a few days
ago that we should stop military assistance to Albania.

What is the position of the—is any thought being given to that
in the Department?

Mr. MCNAMARA. I would have to get you the specifics on what
was provided, I do not have it here. I do know that a significant
amount of it had to do with transport and other non-lethal equip-
ment that was provided to the government.

Our objective there was, in fact, to maintain stability in Albania.
Circumstances totally apart from the U.S. security programs, and,
indeed, from the security area, have led to a great deal of political
unrest and instability in Albania, which was our hope to avoid.

It is not beneficial to the United States or to that region and sub-
region that Albania be destabilized. That has come about despite
our best efforts. It sometimes happens.

What we are now doing is we are looking very carefully at
our——

Senator SARBANES. Do you think the fraudulent elections of last
year contributed to the potential for instability in Albania?

Mr. MCNAMARA. I am not expert in that area, but I believe that
there were a number of factors that had to do with elections, demo-
cratic institutions, the weakness of those institutions, this financial
scheme that appears to have caused enormous losses and a great
deal of economic hardship to segments of the population, in fact,
maybe most of the population, I am not sure. All of those, I think,
were contributing factors.

Senator SARBANES. Does the Department have a firm position on
whether we should stop military assistance to Albania at this time?

Mr. MCNAMARA. I do not believe that we have determined that
we will stop all military assistance to Albania at this time. We are
reviewing what the situation is in Albania, and what the proper
policy——

Senator SARBANES. Now, Burns was asked about this at a State
Department briefing, and he made reference to the fact, he was
asked a broader question on assistance generally, and he said,
‘‘Well, some of that assistance goes to non-governmental organiza-
tions, and is designed to promote democracy building, and respect
for human rights, and so forth.’’

The military assistance does not go to non-military organizations,
does it.
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Mr. MCNAMARA. No.
Senator SARBANES. No. It goes to the government.
Mr. MCNAMARA. Yes, sir.
Senator SARBANES. It seems to me that the administration ought

to be considering terminating it, at least the military assistance.
Mr. MCNAMARA. Well, I am sure that is being looked at along

with a number of——
Senator SARBANES. Well, why do you not take that message back

with you, if you would. Let me turn to co-production. Increasingly,
as I perceive it, there is a growth in co-production agreements,
under which U.S. defense companies do not merely sell finished
weapons to foreign countries, but help those countries to build the
weapons themselves.

Now, it seems to me that such agreements are likely to lead to
the export of the very U.S. jobs which we claim we are saving by
allowing the sales to go forward. In other words, we may save a
few jobs in the short run, but we are certainly guaranteeing their
loss in the medium and long run.

Second, it means transferring some of the technologies that give
us our strategic advantage, perhaps losing control over the weap-
ons that are manufactured, and then may be sold to third coun-
tries.

What is the general position on co-production agreements, and
how are these concerns I have outlined being addressed?

Mr. MCNAMARA. Well, Senator, I can start from the—you have
listed three concerns, as I have noted them. Let me start with the
third, and that is the loss of control of the end items that are pro-
duced as a result of the co-production.

The controls, when there is co-production, are the same as the
controls that we place on end items that are exported from the
United States as end items, so that the controls on, for example,
a tank or a gun that might be produced in a co-production arrange-
ment is very similar, and it requires the co-producing country to
come to the United States to request permission for the sale to
other countries.

We have agreements with the co-producing country as to where
it can sell, what it can sell, so we do retain the control over the
co-produced item in much the same way as we maintain the control
of an item that would be exported in finished form from the United
States.

Senator SARBANES. How do you sanction that?
Mr. MCNAMARA. How do we sanction that? Well, the sanctions

would be the same as the sanctions that are available if the item
were sold from the United States.

Senator SARBANES. If a country develops a productive capacity,
then it can proceed with that, cannot it not?

Mr. MCNAMARA. Well——
Senator SARBANES. I mean I take it when you sell them—if they

then use it, you will say, ‘‘Well, we will not sell you any more,’’ is
that correct?

Mr. MCNAMARA. Well, there is that, and——
Senator SARBANES. So if we produce the item here and sell it to

them, and they then violate the agreement, what is the sanction
in that instance?
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Mr. MCNAMARA. That you stop exporting, and with co-produc-
tion, it is the same sanction, in essence, because it is co-produced.
That is to say, the APC, or the tank to be produced in that country
requires production in the United States, and that gets back to
your first concern, and that is the export of jobs.

The fact is that jobs are there. There is some work, and, there-
fore, presumably some loss of jobs by doing some of the production
in country ‘‘X,’’ but there is also production that takes place in the
United States, particularly of components that go into the final as-
sembly, in which the jobs here in the United States are increased
by the fact that there is more production of that equipment here
in the United States than there would be were there not such an
agreement.

For example, if such an arrangement were struck between a
country and Great Britain, then Great Britain would have the ad-
ditional production of generators, tank treads, and other compo-
nents that would go into a co-produced product in a third country.

Senator SARBANES. I thought that the co-production, though, was
leading inevitably to increased production abroad and less here, is
that not the case, even when it may start out with a fairly reason-
able allocation between the two countries?

The countries entering into it are invariably moving to have their
own arms industry, and have not these agreements, over time,
shifted continuously toward more and more of the production being
done abroad rather than here?

Mr. MCNAMARA. Well, since these co-production agreements are
in large measure put together with private enterprise, they have a
major interest protecting their job base and market here in the
U.S. I do not know whether if you look just at the end product——

Senator SARBANES. Why is that?
Mr. MCNAMARA. [continuing]. it is probably——
Senator SARBANES. Why is that? If you are an international firm,

they may make a significant profit out of the production abroad,
rather than a production here, depending on the nature of their
contracts with the producing country, might they not?

Mr. MCNAMARA. That might be the case, but I believe it is true
that—if you look at just the end product, I think what you are say-
ing is probably correct, that the number of tanks that would, there-
fore, be produced here in the United States is less than if it was
all done in the United States, but if you look at the components
that are then produced here in the United States to be put into
these co-produced items in a foreign country, I am not sure wheth-
er the equation is the same.

Senator SARBANES. I invite you to look at some of the statements
that these ministers of defense production make in some of these
other countries, because it is invariably along the lines that they
are going to buildup their own capacity to be producers, that this
is simply a way station along the track to becoming an arms pro-
ducer themselves.

Of course, once that happens, the argument you have just ad-
vanced, about which I have some skepticism even in and of itself,
but that argument would cease to apply at that point, would it not,
on the job front?
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Mr. MCNAMARA. It may and it may not. If it is a U.S.-produced
item, then the controls would be maintained on that. So also, if half
or less than half of the co-production occurs in the United States,
then that item that comes out of the factory in that country is
going to be controlled by the United States.

If a number of countries take on these co-productions, it has been
my experience that the reason they do it is for the short-term job
benefits, not that they expect to be able to sustain a wide-ranging
industry independent of the co-producing countries working with
them, the United States, in some cases.

Senator SARBANES. Well, I think we are losing jobs, and I think
we are giving away a significant defense capacity. This is some-
thing I will come back to.

Let me ask you this question. Recently, an article in the New
York Times reported that the U.S. has approved the sale of
AMRAAM missiles to the UAE and Thailand. Is that correct?

Mr. MCNAMARA. It is not completely correct, Senator. In the con-
text of the purchase of American aircraft platforms, there have
been request for missiles from those two countries, and we have re-
sponded, in the case of the UAE, that in connection with a pur-
chase of those aircraft, that we would entertain and commit to the
sale of the AMRAAM missile to the UAE, but only in the context
of the purchase of U.S. aircraft.

In the case of Thailand——
Senator SARBANES. Well, let me read to you from this article.
It says, ‘‘Until now, those missiles have been sold only to NATO

allies, and even countries such as Saudi Arabia and Egypt have
been turned down on their request for the same missiles.’’ After the
sale to the United Arab Emirates, Thailand demanded the same
missiles. ‘‘We caved to them as well,’’ said a State Department offi-
cial in Washington. ‘‘It shows how the threshold gets past. Now,
Saudi Arabia and Egypt, which have been turned down in the past
on a request for AMRAAMs, are expected to come knocking again,
and this time it will be hard to say no,’’ an American official said
this week.

It sounds pretty accurate, does it not?
Mr. MCNAMARA. Senator, I think that whether it is hard to say

no or not hard to say no, there are times when we say no even if
it is hard to say no. I am not saying in the specific case cited in
that article that we will or will not, we have not gotten a request
at this juncture.

In fact, we treat each of these cases separately, on a case-by-case
basis. In the case of the United Arab Emirates, it was the decision
of the administration that there was a serious security concern that
could be met by the aircraft, and if those aircraft were sold, that
we were willing to sell AMRAAM missiles for those aircraft.

That does not necessarily mean that any other case that particu-
lar comes up will get an agreement for the sale of AMRAAM. They
will be treated on a case-by-case basis, and it is very possible that
the sale will not be agreed to.

Senator SARBANES. Now, this article says, and let me just quote
it, ‘‘These days American officials say it is business, not ideology
that is driving sales. During the cold war the Pentagon advocated
restrictive policies on arms sales, particularly sophisticated weap-
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ons that might fall in enemy hands. Now the military services push
the arms trade as a way of helping defense contractors.’’

Is that correct?
Mr. MCNAMARA. I do not think any more so than in the past. I

think ‘‘ideology.’’ I am not sure what that means. You are asking
me to comment on an article in which I see a number of inaccura-
cies and suppositions that are not accurate, and, therefore, it is dif-
ficult.

I would rather address the issue myself, rather than reply to an
article that I have not read.

Senator SARBANES. Was there an intense debate within the ad-
ministration, including sharp opposition from the Arms Control
and Disarmament Agency, to the sale of these AMRAAMs?

Mr. MCNAMARA. There was a substantial debate within the ad-
ministration as to whether or not the AMRAAMs ought to be sold
and where they ought to be sold.

Let me correct another inaccuracy in the article with respect to
Thailand. We have not yet released the AMRAAM to Thailand.
With respect to Egypt and Saudi Arabia, which I think they were
mentioned in the article, we have——

Senator SARBANES. We have not decided to sell the AMRAAM to
Thailand.

General RHAME. No, sir, we have not.
Mr. MCNAMARA. We have not yet released them. That is correct.
Senator SARBANES. What does the word ‘‘release’’ mean?
Mr. MCNAMARA. Release means that we have not told the Thais

that we will send them the AMRAAM missile. We are still in the—
we are still talking to them about it.

Senator SARBANES. So it is still an open decision.
Mr. MCNAMARA. It is a decision that is in progress right now. We

do not want to be the first to introduce that capability into the
Southeast Asian region, and, therefore, we are hoping that we can
see a policy of restraint practiced in the region by the states in the
region.

Senator SARBANES. Well, I want to be clear on what you are tell-
ing me, because I am hearing a lot of phrases that I cannot sort
of nail down. What is the status of providing this missile to Thai-
land?

Mr. MCNAMARA. The status is that we have not yet released the
missile.

Senator SARBANES. No, I do not want the word ‘‘released.’’ I do
not understand what the word ‘‘released’’ means.

Mr. MCNAMARA. We have not yet sold the missile to Thailand.
Senator SARBANES. Have you made a decision to sell it to them?
Mr. MCNAMARA. We have told the—no, we have not introduced

a beyond-visual-range missile, which is what the AMRAAM is, into
the region, and we believe unless there is a comparable beyond vis-
ual range missile released into the region that it would be best that
there not be beyond visual range missiles in the region. We are
talking to the Thais about this.

Senator SARBANES. Well, now Malaysia is getting the MG–29s
from Russia.

Mr. MCNAMARA. MG–29s, I believe. Yes, sir.
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Senator SARBANES. Are they going to get sophisticated missiles
for the MG–29?

Mr. MCNAMARA. We have no information that they have the
equivalent or roughly the equivalent with the BVR capabilities of
the——

Senator SARBANES. What you are telling me is that you are not
going to provide this missile to Thailand unless someone else in the
region gets a comparable missile, but if that happens, then the
Thais will get it, is that right?

Mr. MCNAMARA. That would be the import of the policy line.
Senator SARBANES. Now, we are complaining about Russian and

South African arms sales around the world, is that correct?
Mr. MCNAMARA. We have talked to the Russians and South Afri-

ca about arms sales that concern us, with respect to specific coun-
tries. Not around the world. I am not sure what around the world
means.

Senator SARBANES. Have we dropped our policy of restraint on
the sale of advanced aircraft in Latin America?

Mr. MCNAMARA. Yes, we have. To Russia, are you talking about?
Senator SARBANES. Pardon?
Mr. MCNAMARA. Do you mean to Russia?
Senator SARBANES. No. In Latin America.
Mr. MCNAMARA. I am sorry. I missed the question.
Senator SARBANES. Have we dropped our policy of restrain on

sales of advanced aircraft in Latin America?
Mr. MCNAMARA. I am sorry. I thought you were still asking

about Russia. No, we have not. The policy of the United States
with respect to advanced weapons systems, including advanced air-
craft in Latin America, is under review.

The situation in Latin America, politically, economically, socially,
has changed dramatically in recent years. The need for reasonable
modernization of Latin American armed forces is an issue that is
very much alive in the region.

Senator SARBANES. Now, if country ‘‘A’’ in Latin America mod-
ernizes, then, of course, country ‘‘B,’’ its neighbor would then have
to modernize, is that right, and country ‘‘C,’’ which is a further
neighbor of the two?

Mr. MCNAMARA. It is conceivable, but what modernization means
is another question, and that is one of the items that we are dis-
cussing with our Latin partners, that there be modernization in a
context of restraint, in a context in which it does not lead to either
arms competition or to regional instability.

Senator SARBANES. Well, why will it not invariably lead to that?
What is the modernization directed toward, if it is not some other
party in the region?

Mr. MCNAMARA. I think every country, Latin America, and other
regions, considers that the legitimate and modest self-defense capa-
bility is essential to them as a nation, and that is true in Latin
America as elsewhere.

Senator SARBANES. For what purpose?
Mr. MCNAMARA. For the purpose of protecting their borders and

defending their——
Senator SARBANES. Against their neighbors.
Mr. MCNAMARA. Against neighbors and more distant——
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Senator SARBANES. Well, why can they not do that at a lower
level of arms technology instead of at a—if you take one to a higher
level, you are then going to have to take the rest to a higher level,
will you not?

Mr. MCNAMARA. Well, Senator, the problem is—let us talk about
aircraft. As aircraft come to the end of the life cycle, they start fall-
ing out of the skies, or they do not make it into the sky, because
they cannot be sustained, the aircraft are either replaced, or the air
force falls into disuse.

When they get replaced, the older aircraft are no longer pro-
duced. So, eventually, after an extended period of time in this situ-
ation, one could imagine that they come to the conclusion that they
are not going to have fighter aircraft, or they are going to have
more advanced fighter aircraft, because that is all that is available.

Senator SARBANES. Are you telling me that is the situation that
prevails in Latin America?

Mr. MCNAMARA. I am saying that in certain countries in Latin
America their aircraft are coming, as one projects out several
years, in fact, up to 5 to 10 years out, that these aircraft are com-
ing to the end of their life cycle, and, therefore, they must be re-
placed or there will be no aircraft for the air force to fly, no fighter
aircraft.

These countries, in fact, are spending lesser amounts now than
they have in the past on their military budgets, some of them dra-
matically so, for example, Argentina. We are talking to these coun-
tries and they are talking to each other about how they go about
modernization in a way that does not disrupt either the downward
trend in defense expenditures and the maintenance of social and
other programs that are very important to these democratic gov-
ernments. But at the same time, that a legitimate national defense
structure remains in place in these countries.

It would be unrealistic and actually a policy doomed to failure to
say that they require no defenses, no air forces, no fighter aircraft.

How one goes about, therefore, in this imperfect world balancing
the requirement of other needs with a legitimate national defense.
This is the desirable goal: That those legitimate defenses not either
take excessive amounts of their budgets, do not lead to regional in-
stabilities, and do not create arms competition and arms races.
This is what we are doing.

Our policy of restraint, which we are discussing with the Latin
countries, is the result of a number of bilateral and multilateral
contacts and discussions in the region, among the countries them-
selves, discussing with each other. It leads us to believe that we
can, in fact, practice a policy of restraint, and does not lead to in-
stability in an arms race in Latin America. But it does not mean
that we embargoing the sale of fighter aircraft. To do so, I think,
would be a failure.

Senator HAGEL. Senator, may I ask a follow up question on this
point?

Senator SARBANES. Sure.
Senator HAGEL. When do you think the administration will, in

fact, have a decision on this issue?
Mr. MCNAMARA. I asked that before I came up here, Senator,

and I was told, soon, but it is, as they say, above my pay grade,
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and I do not have an answer as to exactly when. I would expect
that the issue certainly is going to be a topic of discussion when
the President visits the region, and that certainly will be an event
that will require a review of the policy.

Whether or not the decision will be made before or after that
visit, I cannot say.

Senator SARBANES. When is that going to be?
Mr. MCNAMARA. I believe he goes down in May.
Senator SARBANES. So I take it that the soon, in this context, is

later than the very soon that was used in the context of the annual
report, would that be correct?

Mr. MCNAMARA. In the case of the annual report, I have more
control over that, and, therefore, I will say, very soon. In the case
of the second, I just do not know.

Senator SARBANES. OK.
Senator HAGEL. General, I do not want you to feel left out.
General RHAME. I do not, sir.
Senator HAGEL. Let me ask a question regarding the part of the

world that Senator Sarbanes has been talking about. I am a little
confused on the ESF account being used for programs that are, at
least the way I understand them, similar to developmental assist-
ance programs, AID funds.

I want to focus on Haiti for a moment. I think you have re-
quested $70 million in ESF funds for Haiti, and really, we are
going to come back to you, Mr. Secretary, and I would be very in-
terested in both of your comments on this, but let me quote, if I
have accurate information here, on your $70 million request for
Haiti out of the ESF fund.

‘‘For fostering more effective and responsive democratic institu-
tions, including an independent judiciary facilitating private sector
employment, promoting sound environmental resource manage-
ment, and sustainable economic growth.’’

How does this differ from our large developmental assistance
programs that AID is funding?

General RHAME. Mr. Chairman, I do not do economic support
funds in defense, I would have to defer to Mr. McNamara.

Mr. MCNAMARA. In trying to put Haiti back on its feet, both eco-
nomically and socially, we have a number of programs down there,
some of which are directed at raising the economic level through
ESF, and through other programs, for the transition period that
Haiti is now going through, from a united tyrannical regime, to, we
hope, a functioning and sustained democracy.

But also, in moving in that direction, some of the problems had
to do with law and order, and, therefore, police functions, some of
them had to do with establishing a judicial system and a court
structure that leads to a functioning justice system, and a sense,
among the population at large, that justice is being carried out.

Therefore, we have taken some of the ESF, other funds, and de-
voted it to strengthening the law and order judicial institutions in
Haiti, that we think are necessary for a democracy to survive in
that country, as, indeed, a functioning system of law and order and
judicial institutions are necessary in any democratic society.

Senator HAGEL. But how does that $70 million differ from what
AID is doing down there? I do not disagree with what you are say-
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ing, but I am not sure where that $70 million is going specifically,
and how it differs from what AID is doing.

Mr. MCNAMARA. Well, I think that the main difference, as I un-
derstand it, I do not have the specifics here in front of me, maybe
someone behind me would be able to find it, but the AID programs
are primarily aimed at getting the economy running, and getting
a market economy in place in Haiti.

The ESF that is devoted to security and to judicial programs are
aimed at strengthening judicial institutions, the Haitian police, and
other institutions.

There is also an effort under way, which is not aimed at eco-
nomic development, subdemocracy-building programs that are de-
signed to assist the Haitians in their election processes, in estab-
lishing political parties, and opposition, loyal opposition within the
Haitian political spectrum. There is a range of programs going on.

Senator HAGEL. Do you believe we are making some progress,
sir?

Mr. MCNAMARA. I have been down to Haiti a number of times
since we ousted the dictators, and I think it is very clear that we
are making progress. I think it is clear that we have not succeeded
completely yet.

We knew when we went in there that we were looking at a long-
term program. One does not take, after so many years of dictator-
ship and oppression, one does not take a country into a stable
democratic phase immediately.

I refer to it as a transition period, and, indeed, we are, but there
has been progress. For the first time in the history of the country,
we had the successful conclusion of one Presidential term, a free
election, a free and fair election, and the inauguration and installa-
tion of a successor, and the successor is now undertaking to carry
on the Presidential functions, with good expectations that there
will be a successful election and another president freely elected.

That, in Haitian terms, is a historic process that has not oc-
curred before. So, yes, we are making progress, but no, we have not
finished, and neither have the Haitians.

Senator HAGEL. General, I want to go back to some of the earlier
conversation that Senator Sarbanes was having with Secretary
McNamara on Latin America, and the policy that the administra-
tion is going to be coming forward with soon.

How much involvement do you and your people have in helping
craft that policy that we will be seeing come forward, I guess timed
with the President’s trip in May?

General RHAME. Sir, we have worked extensively with our Assist-
ant Secretary for International Security Affairs, Under Secretary of
Defense for Policy and the Secretary himself, to make sure that the
Department of Defense’s position is clearly understood, and is rep-
resented as the policy being formulated by the administration, and
we have played quite extensively in it.

I deal a lot with Latin American letters of request for military
assistance, sales, et cetera, and everything has to be worked with
the State Department, in sync with the current policy.

Senator HAGEL. Now, it is my understanding that some of the
countries in Latin America are in the process of negotiating with
or are close to signing contracts.
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I have some information here concerning Peru, for example, that
they have purchased MIGs, Chile is looking at French aircraft,
Brazil is looking at Russian, French, and Swedish aircraft. Does
that concern you, that we are getting left behind here?

General RHAME. Sir, it is our understanding that Peru has pur-
chased MIG–29s. They are also looking at another Russian aircraft.
We know that there is a competition going on in Chile, in which
they have asked for bids and proposals.

It is our belief that the French are competing with the Rafale,
it is our belief that the Swedes are competing with the JAS–39,
and we believe in the case of Chile that as advanced aircraft are
approaching, the technology has to be looked at very carefully, and
yes, it is a concern, because while these air forces are going to mod-
ernize, we would like in Defense the ability to very carefully, look
very carefully on a case-by-case basis of how we are allowed to de-
velop those air forces.

Senator HAGEL. Do you want to add anything to that, Mr. Sec-
retary?

Mr. MCNAMARA. I think that there is a common desire on the
part of the different Agencies in the executive branch to see that
as the modernization, of whatever necessary modernization takes
place in Latin America, as it takes place, that the United States
and United States industry benefit from that modernization.

I think that in some cases the sales will go elsewhere. Histori-
cally, Peru has bought Russian military items, particularly aircraft,
and, therefore, they have continued along that line.

In other markets, in other countries, we would like to see the
United States participate. Exactly how we will participate, and pre-
cisely what the request will be is what remains to be seen.

How we will participate will be known as a result of the review
that is now ongoing. What those countries wish will depend upon
what their requests are . So, far we have not received requests for
a sale from Chile or other countries down there.

The Chileans had told us that over the course of the next year
they wish to examine and to evaluate a variety of aircraft, includ-
ing American, European, and other aircraft, to see what they them-
selves think their needs are in the future. At this point, we will
have to get our policy settled, and then address the issue of how
we will respond to Chile’s request for information.

Senator HAGEL. Thank you. I want to go back to the Middle
East, Lebanon. I noted that you are requesting an increase in the
ESF fund for Lebanon.

If I understand this right, the $12 million that would go there
is—I am not sure what it is for, and I would like to get your
thoughts on that, and explain to me what that money would be
used for, but I am a little puzzled. Here is a country that—well,
I am not sure it is a country.

I think you have Syria as an occupying force power there, we
have travel embargoes, we have an unstable situation, I’m not sure
anybody really knows what is going on there.

What would we be doing sending $12 million to Lebanon? Do you
have confidence that we can use that in the right way? I do not
know who wants to answer that first, but I would be interested in
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why we are sending $12 million to Lebanon. I know you cannot buy
a jet aircraft for $12 million, so that probably rules that out.

Mr. MCNAMARA. That is correct. With ESF we do not buy mili-
tary equipment anytime.

Senator HAGEL. Yes.
Mr. MCNAMARA. Basically, what we are looking at here is a very

modest program in Lebanon to try and rebuild and to strengthen
the infrastructure of the country. To walk away from Lebanon and
leave it to Syria would be a grave mistake.

Lebanon has an important role to play in the Middle East, Leb-
anon is an important country in the Middle East, although, in re-
cent years it has gone through some trials and tribulations that
have sorely stressed it.

We would like to see this money used to build infrastructure, to
train civilian administrators, to provide more efficient services, to
support the American-based university system in Lebanon so that
there would be American-type universities, training Lebanese in
mid-level management areas.

We are also hoping that the infrastructure for water, electricity,
telecommunications, and other utilities and facilities can be
strengthened by this $12-million program.

Also, housing has been sorely hit in recent years, because of the
civil war in Lebanon. There is intense poverty and lack of housing,
and some of these funds will be trying to make some corrections
in that sad situation.

So, generally, it is infrastructure building in Lebanon to enable
Lebanon to get through this difficult period that it is in, and re-
sume its normal structure and its normal place in the Middle east.

Senator HAGEL. Who administers the $12 million? Where does
that go physically?

Mr. MCNAMARA. AID administers most of the ESF programs,
which——

Senator HAGEL. So they have the administration responsibil-
ity——

Mr. MCNAMARA. They have the responsibility——
Senator HAGEL. [continuing]. in Lebanon.
Mr. MCNAMARA. Yes.
Senator HAGEL. OK. General, I know this is a little out of your

area, but if you would care to respond, that would be fine.
General RHAME. Our dealings with Lebanon, Mr. Chairman,

have revolved around the sale of some light UH–1 helos, some M–
113s, all of which is equipment designed to strengthen their armed
forces for the future.

It has been a modest program. It has mostly been done for sale,
and no grant FMF, to my knowledge, has been administered with
Lebanon.

Senator HAGEL. It has not been administered——
General RHAME. We have sold $6 million in major defense items

under FMS using Lebanese national funds. We have also provided
Lebanon with $13.5 million worth of miscellaneous non-lethal
equipment under the grant EDA program.

Senator HAGEL. OK. General, you mentioned in your remarks
that you think we have gotten a considerable return on our invest-
ment in the IMET program.
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General RHAME. Yes, sir.
Senator HAGEL. I would like you, if you could, to give me a little

clearer understanding of what we are doing now with the military-
to-military contact program, and how that works.

General RHAME. Yes, sir. In IMET, Mr. Chairman, there are
three components that I see. One is the professional military edu-
cation, which is going quite well, with numerous officers from coun-
tries that previously we simply did not talk to from Central and
Eastern Europe, which we used to call the Warsaw Pact, and newly
independent states of the former Soviet Union on and on again,
and that has been exciting to watch them develop.

I submit that our officers in our schools learn as much as the for-
eigner does, because I think we are strengthened professionally
and intellectually by their presence in our schools.

Second, an Expanded IMET program, which allows, in this case,
for both military and civilian people of foreign governments to at-
tend our institutions, to be exposed to the way the democracy func-
tions, how civilian leadership has exercised control over the mili-
tary, how that military performs in a democratic society with civil-
ian leadership.

We started out on this program attempting to do $5 million of
Expanded IMET a year, and last year we did almost $8 million. It
is an exciting program. Countries like it. We like it, we think it is
making great contributions.

Third is technical training. We are doing—a minor portion of
IMET is dealing in technical training. Because of the shortage of
dollars and the demands in this new modern world to do the things
we do, we are not doing the expensive things like pilot training,
and the other things that used to consume large amounts of money,
we do not do that any more.

So, it is focused, and it is an exciting program, and we are get-
ting a lot of benefits.

The mil-to-mil contact program is a different program. IMET is
an educational program in which we develop officers here in our
training base or send our people there to do it.

Mil-to-mil contact teams are uniformed military personnel of the
armed forces, which are posted in the foreign countries of Central
and Eastern Europe and the Newly Independent states, work for
the unified command, to represent them for exercises in mil-to-mil
contact with those governments.

At the time these were put into place, Mr. Chairman, we did not
have officers out there doing security assistance, they were an aug-
ment team to our attaches to assist them to develop the mil-to-mil
relationship with those countries.

So, the mil-to-mil contact program is a Title X program, sup-
ported by Defense, with people in-country. IMET is an educational
program which seeks to bring those officers into our educational
system for professional development. That is a long answer, but I
hope I have answered your question.

Senator HAGEL. Mr. Secretary.
Mr. MCNAMARA. Mr. Chairman, I think that I could make a very

strong argument that dollar for dollar there is no U.S. security
money that is better spent than IMET. Let me approach it from the
point of view of education.
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The ties that are formed between humans are strongest in fami-
lies, and they are weakest among people who do not know each
other. The second strongest ties that I know of, after family ties,
are educational ties.

If educated with somebody, there is a certain bond that occurs
that lasts in many cases, as we all know, for years and years.

This is true in the military, also. Taking young military officers
to the United States, and exposing them to American culture,
American lifestyles, and teaching them how to do things the way
we do it is one of the best ways to ensure that those officers go
back to their home country, one, with a favorable disposition to-
ward the United States, two, with an understanding of the United
States and how to work with us, and to get along with us, and
three, how to perform their jobs and their functions in the home
country in a way that comes close, as close as we can, to replicating
the way we do it.

For example, we have noted peacekeeping operations in which
the United States has taken the lead and others have followed us.

In those operations, invariably, American-trained officers from
the other countries perform those peacekeeping operations in a
manner more consistent with our values and our approaches to
peacekeeping than those that have not. In peacekeeping operations
that, for example, have been performed by Eastern Europe and
Russia, their way of doing peacekeeping is quite dramatically dif-
ferent from ours, much rougher and, in fact, more violent than we
think is necessary.

Training those East European officers to do it the way NATO
and the U.S. does it in the long run means that we are going to
see them doing it that way.

To cite an even more distant example, Indonesia has got a rep-
utation, particularly here on Capitol Hill, of being pretty difficult
and not really responsive on human rights concerns.

There are some examples that I could cite of IMET-trained offi-
cers who have undertaken hostage rescue operations in Indonesia,
crowd control and riot control in Indonesia, which have received
compliments from many international organizations, NGO’s, the
International Red Cross, the U.S. Government, as well as American
citizens who are involved in these incidents in Indonesia.

They were IMET trained, and they did the job the way, or very
close to the way we would like to see it done, because when those
officers went home, the way they knew how to do that job was the
way they were trained here in the United States.

I think that the IMET program, we should be devoting even
more money to it, but as I said earlier on, given the imperfect
world in which we live in, and the constraints on us, in terms of
budget, the modest increase in the IMET program is well worth it.

Senator HAGEL. I appreciate your thoughts. Indonesia is an in-
teresting example to use, since that country has been in the news
recently for a number of things.

On the military-to-military program, Mr. Secretary, what role do
you play in selecting those countries?

Mr. MCNAMARA. The Department of Defense consults with us,
and obviously, also, with our Ambassadors in the field. The CINCS
in the different regions come back with their recommendations and
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suggestions for which countries and what types of mil-to-mil con-
tacts, and there is the usual inter-agency consultation before the
final decisions are made.

Ultimately, the Department of Defense makes the decisions with
respect to the mil-to-mil contacts, in much the same way as we
make the ultimate decisions on the IMET program, which is State
Department funded. But we do it hand-in-hand with the Depart-
ment of Defense.

Senator HAGEL. General, I happen to be well acquainted with
one of your predecessors, General Charlie Brown——

General RHAME. Yes, sir.
Senator HAGEL. [continuing]. who is from, as you probably know,

Nebraska, and he is out punching cattle and living the good life in
western Nebraska, and I just want——

General RHAME. I have been told he is living a very good life.
Senator HAGEL. Yes, he is. Well, that is what happens with re-

tired generals. I know you have a lot to look forward to.
Gentlemen, I am grateful that you would take the time this

morning to come up. I have some other questions, I know my col-
leagues do, on this committee, and what we will do, as is always
the case, is submit those for the record.

What I will do is leave the record open until close of business
Friday. If there is anything that you need to respond to, please do.
Are there any other comments that you-all would like to include on
the record for this hearing?

General RHAME. I do not have any.
Mr. MCNAMARA. I do not have any, Senator, and I thank you for

the opportunity to be here.
Senator HAGEL. Well, much success to you. Thank you.
General RHAME. Yes, sir. Thank you.
Senator HAGEL. This hearing is adjourned.
[Whereupon, at 11:55 a.m., the hearing was adjourned, to recon-

vene at 10:44 a.m., March 13, 1997.]
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THE FY98 BUDGET REQUESTS FOR INTER-
NATIONAL ORGANIZATIONS AND CON-
FERENCES AND ARMS CONTROL AND DIS-
ARMAMENT AGENCY

THURSDAY, MARCH 13, 1997

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:44 a.m. in room
SD–419, Dirksen Senate Office Building, Hon. Rod Grams (chair-
man of the subcommittee), presiding.

Present: Senators Grams and Feinstein.
Senator GRAMS. Good morning. I would like to bring this hearing

to order. I am pleased to welcome all of you to what is the third
in a series of budget oversight hearings being held by the Sub-
committee on International Operations. Today’s hearing will focus
on the fiscal year 1998 requests for the Arms Control and Disar-
mament Agency budget, and for the portion of the State Depart-
ment’s budget covering International Organizations and Con-
ferences.

I want to thank the two officials who have agreed to testify be-
fore the subcommittee. The first panel will be Mr. John Holum, Di-
rector of the U.S. Arms Control and Disarmament Agency, or the
ACDA. The second panel will be Ambassador Princeton Lyman,
Acting Assistant Secretary of State for International Organization
Affairs. I should note that Ambassador Lyman’s nomination has
been unanimously reported out of the Foreign Relations Committee
and is currently awaiting action by the full Senate.

Now, risking the accusations of my colleagues that I sound like
a broken record, I would like to start out again today by making
the same statement to Director Holum that I made to Acting Un-
dersecretary of State Patrick Kennedy and also to USIA Director
Joseph Duffey during those previous hearings. I am proceeding
with this hearing on the assumption that the administration is de-
veloping and will present to Congress a proposal for the reorganiza-
tion of the State Department and also for related foreign affairs
agencies, including ACDA. While the subcommittee will not ques-
tion you about the specifics of any reorganization plan, you should
note that there is considerable bipartisan interest in this issue, and
I look forward to receiving the administration’s reorganization pro-
posal and also to working with members of the Foreign Relations
Committee to craft a plan deserving of broad support.
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I should also point out that this hearing will not focus on the de-
bate over the Chemical Weapons Convention since discussions be-
tween the administration and Congress on that treaty are being
handled on a separate track. Of course there may be some ques-
tions on the CWC-related funding request that is included in
ACDA’s budget.

Turning to the budget request for the International Organiza-
tions, the predominant issue on everyone’s mind is United Nations
reform and also the repayment of U.S. arrears to that body. Since
the purpose of this hearing is budget oversight on a broader basis,
I do not intend to explore the whole range of proposed U.N. reforms
in any great detail today as well. But, given that the administra-
tion has requested almost $1 billion for U.S. arrears to the United
Nations, let me reiterate a couple of principles which I believe re-
flect the general consensus of many, if not all, Senators who are
working on this issue.

That is, first, the repayment of U.S. arrears should be explicitly
linked in legislation to the achievement of significant reforms at
the United Nations. Second, that the repayment of arrears should
take place over several years to ensure that it is feasible within
budget constraints and that reforms are proceeding at an appro-
priate pace. And third, whatever agreement may be reached be-
tween Congress and the administration should be considered dur-
ing the normal authorization and appropriations process, and this
includes a thorough review by this subcommittee and a markup
within the context of the State Department Authorization Bill by
the full Foreign Relations Committee.

Let me add that I truly appreciate the repeated offers that have
been made by the distinguished ranking member of the subcommit-
tee, Senator Feinstein, to work together on these U.N. issues. I
know that U.N. reform is a high priority for Chairman Helms, the
majority leader, Senator Judd Gregg, who is Chairman of the Ap-
propriations Subcommittee with oversight for the United Nations,
and also Senator Biden, the distinguished ranking member of the
Foreign Relations Committee. It is certainly my intent to work
with all of these Senators to see if we can reach some consensus
on U.N. legislation.

Finally, we should not forget that there are assessed contribu-
tions for 48 other international organizations included in this budg-
et request. Although these organizations do not get the same level
of media attention as the U.N., budgetary limitations and oversight
responsibilities demand their constant review. The subcommittee
needs to make sure that every U.S. contribution, no matter how
small, is furthering specific national interests that must be ad-
dressed on a multilateral basis. All organizations should also be
scrutinized for duplicative functions or ineffective management
practices.

With that, I look forward to a constructive discussion today on
a number of issues that will be raised by both panels. Director
Holum and Ambassador Lyman, we welcome you here to outline
the priorities for your respective areas of the President’s budget re-
quest for International Affairs.

Now I would like to turn to Senator Feinstein for some of her
opening remarks. Senator.
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Senator FEINSTEIN. Thank you very much, Mr. Chairman. I will
be very brief and enter my remarks in the record. I do want to say
a couple of things on each of the subjects.

The first is on the Arms Control and Disarmament Agency. For
many of us, when we think of arms control we think of the U.S.-
Soviet summitry of the cold war. There are those in Congress that
believe that because the Soviet Union is no more that the world is
necessarily a much safer place. I do not necessarily agree with
that. When I look around the world I see a myriad of problems: Ad-
vanced missile proliferation in the Persian Gulf, so-called non-
weaponized nuclear deterrents in South Asia, the threat of loose
nukes in the former Soviet Union, the danger of terrorists armed
with chemical or biological weapons, and,of course,certain renegade
nations run by people that simply just do not care. So in many
ways the work of the Arms Control and Disarmament Agency is
even more vital for American security today than it was at the
height of the cold war.

During the height of the cold war the world was a very simple
place. You had two very large nations, both sides lined up in
camps. If you were pro-free world you lined up behind the United
States. If you were pro-Soviet you lined up behind the Soviet
Union. There was a certain symmetry and control. That is gone
now, and consequently what we see are a lot of floating weapons,
a lot of floating technology, suddenly nations moving weapons and
moving this technology. I, for one, have very serious concern about
it, so I look forward to hearing the testimony.

You are right, Mr. Chairman, I do look forward to working with
you with respect to handling the United Nations, our arrearages,
and the dues that we owe. I understand that the meeting we had
for later today has been postponed. I am very hopeful it will be re-
scheduled rapidly. I think the word has gotten through that both
sides of the aisle in the Senate are eager to have something worked
out whereby there can be some benchmarks attached to real re-
form, a statement of mission that is clear and defined, and so on.
So I just want to say that I think we can get to that point, and
hopefully it will be sooner rather than later. So I am very happy
to join with you here today and welcome our witnesses.

Senator GRAMS. Thank you very much, Senator.
Mr. Holum, I would like to turn it over to you. I would just re-

mind you, I know you have to leave at 11:30, so if you could keep
your remarks as brief as we have so we could get into a few ques-
tions, I would appreciate it. By the way, your full statement will
be entered into the record as read.

STATEMENT OF JOHN D. HOLUM, DIRECTOR, U.S. ARMS
CONTROL AND DISARMAMENT AGENCY

Mr. HOLUM. Thank you, Mr. Chairman, and Senator Feinstein.
I am pleased to be with you to discuss the President’s agenda for
arms control and nonproliferation and our efforts to advance it. The
staff has advised me that there would be no objection if I cut my
statement shorter even than I had planned, so I will do that as I
go through.

I ask that you consider the President’s fiscal year 1998 request
of $46.2 million for ACDA in this light: We are a compact agency
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under instruction to do more while becoming even smaller, and we
are succeeding on both counts. I would like to briefly describe, first,
our mission and second, the continuing reform and streamlining
our budget represents.

As President Clinton has stressed, we are pursuing the most am-
bitious agenda to dismantle and fight the spread of weapons of
mass destruction since the atom was split. We have had some suc-
cesses, including the 1995 decision to make the Nuclear Non-Pro-
liferation Treaty permanent, and the 1996 completion of an effort
that began with President Eisenhower to negotiate a global ban on
nuclear explosive tests. But more work lies ahead.

The cold war left behind a massive overhang of arms, and, as
Senator Feinstein has noted, a growing danger that weapons of
mass destruction will fall into the hands of terrorists or into the
arsenals of rogue states.

ACDA is engaged in literally scores of activities to serve that
core purpose. Much of that work is out of the public eye, consisting
of things like reviewing export licenses, reporting to the Congress
on compliance with arms control, or evaluating intelligence and
preparing demarches to interrupt shipments of dangerous goods to
bad places.

Let me just highlight some of our leading negotiating priorities.
First, in the strategic area we want to continue reducing strategic
nuclear arms. Once START II is in force, President Clinton has
made clear that we are prepared to discuss further cuts.

We are working in Geneva to negotiate a cutoff in production of
fissile material for weapons.

Another priority is to strengthen the Nuclear Non-Proliferation
Treaty (NPT) regime, including its safeguards, to ensure that an-
other clandestine program, such as that uncovered in Iraq in 1981,
does not happen again.

We will press to ratify and implement the Comprehensive Nu-
clear Test Ban Treaty. After conducting more than 1,000 nuclear
tests, we gain security to the extent we lock all nations in place on
the nuclear weapons learning curve.

Our most urgent priority, as you know, is ratification of the
Chemical Weapons Convention (CWC) and the adoption of the im-
plementing legislation. I will not review here the reasons why this
treaty is important, as you have said it is being worked in another
context. But let me just underscore that the treaty is a priority for
President Clinton not only for its own considerable value, but be-
cause failure to ratify would set back the United States’ role as the
world’s leader in building global coalitions and enforcing strong ex-
port controls, and in fashioning international regimes against all
weapons of mass destruction.

We are leading now in the 93+2 safeguards regime. We led in ne-
gotiating the CWC itself under Presidents Reagan and Bush. With
proliferation dangers rising, this is not a good time to weaken
America’s hand.

We are also working hard to enhance compliance with the Bio-
logical Weapons Convention. Finally another leading priority is our
work in the Conference on Disarmament to negotiate a global ban
on antipersonnel land mines. We are determined to meet President
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Clinton’s charge to the U.N. last September that our children de-
serve to walk the earth in safety.

As we pursue these and other arms control advances, we have
to attend to something less glamorous but certainly no less impor-
tant, arms control implementation. We are piling up arms control
implementation and verification requirements: Conventional Forces
in Europe, Open Skies, INF, START I, START II, the CWC, Test
Ban. These are joining older agreements to form a prodigious archi-
tecture of international arms control law. Realizing its full poten-
tial is becoming a momentous mission.

With my South Dakota farm roots, I think of this as the arms
control harvest, where we actually reap the benefits of all the work
that has gone before. Implementation is assigned by law to ACDA,
and it occupies more and more of our time. While it is a national
security bargain, it is neither effortless nor free.

Notwithstanding this expanding mission, ACDA is a streamlined
agency committed to efficient and effective arms control. To date
we have reduced our annual operating budget by $2 million. We
have reorganized internally to eliminate unnecessary management
layers and streamline for a more efficient and effective operation.

ACDA has also worked with the Department of State to elimi-
nate unnecessary duplication by reorganizing, reducing positions,
and coordinating all arms control and nonproliferation work.

For fiscal year 1998, the administration is requesting $46.2 mil-
lion for ACDA’s responsibilities. That includes $42 million, a little
over, for ACDA’s ongoing activities, and $4 million for new activi-
ties related to the CTBT, the CWC, and NPT.

Our 1998 operating budget request of $42 million is $2 million
less than our appropriation 4 years ago. It is 18 percent below the
appropriation for 1993. It also represents a reduction of another 10
positions from the personnel ceiling established for 1997. Those re-
ductions in both personnel and funds are part of the administra-
tion’s right sizing initiative across the Federal Government, and we
continue to look for ways to enhance productivity and provide more
effective and efficient arms control to the taxpayer. There is a list
of those efforts attached to my statement, and I invite your atten-
tion to it.

I especially want to point out that ACDA has been working hard
to reduce its administrative support infrastructure. Over the past
3 years our down sizing and streamlining efforts have eliminated
a total of 28 authorized administrative positions in our domestic
and overseas offices. Domestically we have reduced administrative
support by 23 percent, or 19 positions. Overseas we have reduced
administrative support by 45 percent, eliminating another 9 posi-
tions.

We are continuing to search for ways to operate more efficiently,
including some legislative changes we have submitted when we
proposed our 1998 budget.

Mr. Chairman and Senator Feinstein, few doubt that the world
today still bristles with cold war over armament, and faces new
dangers of proliferation, terrorism, convulsive nationalism, environ-
mental pressures, drug trafficking, and many others that directly
affect us. Those challenges require ever more effective diplomacy,
what Hans Morgenthau called the most important component of a
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nation’s international power. They certainly demand that we work
together, even when our government is divided, in fashioning the
kind of unified foreign policy that befits a great power in a perilous
world.

It is in that spirit that ACDA presents to you the administra-
tion’s request for $46.2 million to fund its arms control and non-
proliferation work in fiscal year 1998.

Thank you.
[The prepared statement of Mr. Holum follows:]

PREPARED STATEMENT OF MR. HOLUM

Chairman Grams and Senator Feinstein, I am pleased to be with you to discuss
the President’s ambitious agenda for arms control and nonproliferation and our ef-
forts to advance it.

I ask that you consider the President’s fiscal year 1998 budget request of $46.2
million for ACDA in this light: we are a compact Agency under instruction to do
more while becoming even smaller. And we are succeeding on both counts. I’d like
to briefly describe, first, our mission and second, the continuing reform and stream-
lining our budget represents.

* * *

As President Clinton has stressed, we are pursuing ‘‘the most ambitious agenda
to dismantle and fight the spread of weapons of mass destruction since the atom
was split.’’

We have had some signal successes—including the 1995 decision to make the Nu-
clear Non-Proliferation Treaty permanent, and the 1996 completion of an effort that
began with President Eisenhower, to negotiate a global ban on nuclear explosive
tests. A detailed description of ACDA’s contribution to U.S. national security is at-
tached to my prepared statement which is before you. I request that both the pre-
pared statement and this attachment be inserted in the record.

But more vital work lies ahead. For the Cold War’s end has left behind a massive
overhang of arms—and a growing danger that weapons of mass destruction will fall
into the wrong hands. Experience and advances in technology have opened the way
to new tools for building our security by dismantling and averting threats, through
the preventive defense of arms control.

These are not abstract issues. Each indiscriminate incident of terror, either the
poison gas attack on the Tokyo subway or closer to home in the Olympic Park bomb-
ing should fortify our determination to do all we can to ensure that weapons of mass
destruction are kept away from terrorists and out of outlaw states arsenals.

ACDA is engaged in literally scores of activities to serve that core purpose. Much
of the work is out of the public eye, consisting of things like reviewing export li-
censes, reporting to the Congress on compliance with arms control agreements, or
evaluating intelligence and preparing demarches to interrupt the shipment of dan-
gerous goods to bad places. I’ll just summarize some of our leading priorities, as de-
fined by President Clinton, and invite your attention to the attachment for more de-
tail.

PRESIDENTIAL PRIORITIES—NEGOTIATIONS AND RATIFICATIONS
First, in the nuclear area, we want to continue reducing strategic nuclear arms.
We have made clear that this first requires Russian ratification of the START II

Treaty, which will complete a two-thirds reduction in the ability to deliver strategic
nuclear warheads and bombs. START II is the door to START III, and there’s no
way around it.

But once START II is in force, President, Clinton has made clear that we are pre-
pared to discuss further cuts. This will address Russian concerns over being unable
to maintain parity with the United States at the START II 3,000-3,500 warhead lev-
els. If Russia wants to maintain parity with the U.S. at START II levels, it would
need to build hundreds of new single warhead missiles, which it cannot afford, as
it eliminates remaining multiple warhead missiles as required by the Treaty. With-
out START II, the U.S. would retain START I force levels of 6,000 weapons, making
Russia’s dilemma even greater. But reductions beyond START II are warranted on
their own merits, and a follow-on negotiation can also open a new phase of arms
control, in which we not only control delivery vehicles, but also limit and monitor
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nuclear warheads and materials, to help ensure that our hard-won nuclear reduc-
tions are never reversed.

Strategic arms control has meant thousands fewer warheads potentially aimed
our way. And in a speech before the National Press Club on April 27, 1995 Tony
Lake, then-Assistant to the President for National Security calculated that the U.S.
has been able to ‘‘pull back from the Cold War nuclear precipice—and save some
$20 billion a year on strategic nuclear forces.’’ Strategic nuclear arms control pro-
vides both real security and savings benefits to the American taxpayer.

We are working in Geneva to negotiate a cutoff in production of fissile material
for weapons.

The highest obstacle to someone who wants to make a nuclear weapon is not the
technology, but the material—the highly enriched uranium or plutonium. A non-dis-
criminatory ban on production would cap global stocks of these deadly materials,
add momentum to further nuclear disarmament steps, and help fulfill the promise
of the 1995 NPT Extension and Review Conference.

Another priority is to strengthen the Nuclear Non-Proliferation Treaty regime in-
cluding its safeguards.

In 1995, we succeeded in making the NPT permanent—a national security tri-
umph for the United States and all peace-loving nations. It is also becoming more
nearly universal—now with 185 member states, and only five remaining outside.

Now our top priority is to further strengthen its safeguards. Notwithstanding its
NPT membership, we learned in 1991 that Iraq had a well-advanced clandestine nu-
clear weapons program. We need to do all we can to ensure that doesn’t happen
again—by adding new technologies and access, such as environmental monitoring
away from declared facilities, to sharply increase the chances of uncovering secret
nuclear weapon programs. The 93+2 program we have been negotiating in Vienna
will do that. We hope to wrap up this long-sought initiative in May.

We will press to ratio and implement the Comprehensive Nuclear Test Ban Trea-
ty or CTBT.

It is possible to make a nuclear weapon without testing. Remember, however, that
our first nuclear weapon was so big that a trench had to be dug underneath the
B-29 which was to carry it. Without testing, it is dramatically harder for anyone
to advance to thermonuclear designs or to make weapons small enough to fit into
a light aircraft, a rudimentary missile, or a terrorist’s suitcase.

The United States has conducted well over 1,000 nuclear tests—hundreds more
than any other country. So we gain security to the extent we lock all nations in
place on the nuclear weapons learning curve. For any tiny increment in knowledge
we might gain from more tests is dwarfed by the value of preventing tests by oth-
ers—including rogue states who could derive quantum leaps of capability from even
a few explosions.

Our most urgent priority is ratification of the Chemical Weapons Convention and
adoption of the implementing legislation.

The CWC will give us better tools to deal with some 20 countries—many hostile
to the United States—that have active chemical weapons programs. As the Acting
Director of Central Intelligence recently testified, its verification provisions will give
us more information than we have now about threats we need to assess with or
without the treaty. And the information will be actionable, because even possession
of chemical weapons will be illegal, which is not the case now.

The CWC will also help address the threat of terrorist use of poison gas. As Attor-
ney General Reno said last month of the treaty and its implementing legislation,
‘‘these new laws will help law enforcement agencies worldwide to investigate and
prosecute chemical weapons-related activities, and improve chances of detecting ter-
rorists before they strike.’’

Keep in mind that this treaty is not about U.S. weapons. A 1985 law, signed by
President Reagan, mandates destruction of the vast majority of our CW stockpile,
which is underway. The treaty requires other countries to do the same. It is a bipar-
tisan treaty, mandated by President Reagan and concluded under President Bush,
who said last month, ‘‘We don’t need chemical weapons, and we ought to get out
front and make clear that we are opposed to others having them.’’ Now the treaty
is being pushed for ratification by President Clinton.

Our military wants it—as exemplified most recently by the strong support of Gen-
eral Norman Schwarzkopf, who led the troops facing poison gas in the Gulf War.
The affected business community, most notably U.S. chemical manufacturers,
strongly supports it. And so do the American people—by a margin of 84 to 13 per-
cent, according to a recent Wirthlin Worldwide poll.

And now we no longer have the option of delay. The CWC enters into force on
April 29, with or without us. If we are not a party by then, the U.S. will have no
place on the Executive Council. Americans will be ineligible to serve as inspectors.
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Americans now serving as head of administration, head of industrial inspections,
and head of security will be removed, and those key jobs will go elsewhere. Amer-
ican chemical companies will begin losing trade to their overseas competitors—as
much as $600 million, they estimate—as mandatory trade sanctions against non-
parties phase in. We will not have access to the treaty’s tools against rogue state
and terrorist CW activities.

Let me conclude on CWC with a broader point. The CWC is a priority for Presi-
dent Clinton not only for its own considerable value, but because failure to ratify
would be a grave, self-inflicted wound for our country. For the United States is the
world’s leader—in building global coalitions, in enforcing strong export controls, in
fashioning international regimes against all weapons of mass destruction. We led in
negotiating the CWC under the Reagan and Bush administrations.

With proliferation dangers rising, there could not be a worse time to weaken
America’s hand. I can’t imagine a worse time to tell the world, we’re less interested
in fighting proliferation than in fighting among ourselves.

I say this on behalf of people who deal with these problems routinely—not as a
genteel intellectual exercise or political outing, but in the trenches—where ship-
ments are made or stopped, where other countries listen or turn a deaf ear, where
negotiations succeed or fail.

It is from this intensely practical perspective, among others, that we need the
Convention. For it is unavoidable that if you want results in our global efforts
against proliferation and terrorism, you’ll get less if this treaty fails—both because
we won’t have the tools in the CWC, and because our leadership and effectiveness
will be depleted across the board.

The campaign against the CWC is effectively a far broader assault: against our
ability to follow through at home on what we have urged abroad—against our claim
to global leadership against all weapons of mass destruction and terror.

So I urge the Senate to act promptly on the Convention, and I also urge this Sub-
committee and the Congress to act as quickly as possible on implementing legisla-
tion—to help us keep chemical weapons off future battlefields and streets.

We are working hard to enhance compliance with the Biological Weapons Conven-
tion (BWC).

Biological weapons are often grouped with chemical weapons; but, in my view,
their destructive potential is more like that of nuclear arms. Chemical weapons be-
come less lethal as they are dispersed; biological weapons are living things. So, in
the right environment they can multiply, mutate, and resist treatment.

The 1972 Biological Weapons Convention has broad prohibitions, but—unlike the
CWC—lacks teeth. To further deter violations, the U.S. has supported a negotiation
to achieve a legally binding protocol of mandatory measures to enhance compliance,
including both off-site and on-site measures. We are aiming for a legally-binding
protocol by 1998.

Even though treaties such as the BWC are aimed against countries, they and
their implementing legislation can have important anti-terrorist uses at home. In
1995, for example, a member of a hate group in Ohio fraudulently ordered the bu-
bonic plague bacillus by mail from a specialized supplier in Rockville, Maryland.
The order was filled. But the supplier also notified law enforcement officials, who,
in turn, searched the would-be terrorist’s home, and stymied whatever plans he was
brewing. This happened, in part, because of a law, the Biological Weapons Anti-Ter-
rorism Act, which is on the books because of the BWC.

Finally, another leading priority is our work in the Conference on Disarmament
to negotiate a global ban on antipersonnel land mines.

If you consider the potential of arms to inflict damage, you are obviously drawn
to weapons of mass destruction, which can wipe out whole cities at a time. But if
you consider their actual impact, you’re drawn to conventional weapons, which rou-
tinely are wiping out whole cities, a few people at a time.

Antipersonnel landmines are scattered across the globe. They kill or maim some
25,000 non-combatants every year—mostly children playing or farmers returning to
their fields, long after a war is over.

Last year the United States led a successful international negotiation to prohibit
anti-personnel mines that can’t be detected, and unmarked anti-personnel mines
that don’t self-destruct and self-deactivate. Now we are pressing ahead to fulfill the
President’s call for negotiations leading to a complete ban on the use, stockpiling,
production and transfer of anti-personnel landmines. We are determined to meet
President Clinton’s charge to the UN last September, that our children deserve to
walk the earth in safety.

Mr. Chairman, I have been grateful for the determined and productive leadership
of Senator Leahy on the land mine issue for a number of years in the Congress and
internationally. He described it in a letter to me shortly after President Clinton an-
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nounced the U.S. goal of eventual elimination of antipersonnel landmines, ‘‘There
are at least 85 million unexploded landmines in over 60 countries, where they cause
immense suffering among local people and pose a grave danger to returning refu-
gees, humanitarian relief workers, and United States troops whether engaged in
combat or as part of international peacekeeping operations.’’

IMPLEMENTAON OF ARMS CONTROL AGREEMENTS
As we pursue these and other arms control advances, we must attend to some-

thing perhaps less glamorous, but certainly no less important—arms control imple-
mentation, or the steady work of translating the gains agreed to on paper into real
results on the ground.

Functionally, implementation, not negotiation, is where most of the action takes
place in arms control—in monitoring behavior, evaluating intelligence and inspec-
tion reports, challenging misconduct, resolving issues of interpretation, and report-
ing on compliance to the Congress and the American people.

And as we succeed in negotiations, we are piling up arms control implementation
and verification requirements. A number of recent agreements—such as Conven-
tional Forces in Europe, Open Skies, INF, START I and START II, the Chemical
Weapons Convention, the Comprehensive Test Ban Treaty—are joining older agree-
ments such as the ABM Treaty and the NPT to create a prodigious architecture of
international arms control law. Realizing its full potential is becoming a momentous
mission.

With my South Dakota farm roots, I think of this as the arms control ‘‘harvest,’’
where we actually reap the benefits of all the work that has gone before. It is work
specifically assigned, by law, to ACDA. It occupies more and more of our time. And
while it is a national security bargain, it is neither effortless nor free.

We implement our agreements scrupulously. I see no sign that the Congress
wants us to relax or let down our guard. We must finish the jobs we have started.

For this, after all, is what arms control means to Americans. They know that
arms control agreements represent only the promise that an adversary’s arsenals
will be avoided or destroyed—that the promise isn’t kept until those arsenals are
actually taken down. And they understand something that we inside the Beltway
often forget: After the Rose Garden ceremonies have ended, and the strains of ‘‘Hail
to the Chief’’ have died away, the heavy lifting has just begun.

ACDA’S AGENDA AND ITS BUDGET - STREAMLINED FOR GREATER EF-
FECTIVENESS AND EFFICIENCY

Notwithstanding this expanding mission, ACDA is a streamlined agency.
ACDA is committed to efficient and effective arms control. We are able to do more

with less in part because we have set priorities through a strategic planning process
that is now in its third year.

ACDA developed a strategic plan three years ago because we saw the need for
such a plan as the agency identified two major objectives: to implement an expand-
ing arms control agenda and to downsize.

Therefore, I note with interest the fact that the Government Performance and Re-
sults Act (GPRA) of 1993 starts this year. ACDA welcomes this opportunity to con-
sult with the Subcommittee on the strategic plan that we have already been imple-
menting. ACDA is committed to working with this Subcommittee to improve our ef-
ficient and effective operation thereby enhancing the contributions we make to U.S.
national security.

To date, we have reduced our annual operating budget by $2 million. We have
reorganized internally to eliminate unnecessary management layers and streamline
for a more efficient and effective operation.

ACDA has also worked with the Department of State to eliminate unnecessary
duplication by reorganizing, eliminating duplication, and coordinating all arms con-
trol and nonproliferation work. This on-going joint ACDA/State dialogue has re-
sulted in both ACDA and State continuing to make their respective unique contribu-
tions to national security while saving hundreds of thousands of dollars by sharing
scarce resources and avoiding unnecessary expenditures. For example:

• In our Geneva operations we have moved our Conference on Disarmament Dele-
gation from commercial office space in the Botanic Building into the U.S. mis-
sion for a savings of $750,000 per year;

• ACDA has eliminated administrative duplication with State in the areas of doc-
ument and treaty retrieval and dissemination of diplomatic and other commu-
nications; and,
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• ACDA has closed its library by transferring it to the State Department’s library,
and has eliminated its photographic services by out sourcing with State as
needed.

As a small, nimble organization, we have also continuously restructured ourselves
to meet new objectives as earlier ones are achieved. For example, once the recent
NPT and CTBT agreements were achieved, the divisions assigned those missions
were realigned to work on other challenges. We have also worked closely with our
colleagues in the Department of State to ensure that missions are assigned to those
best qualified to perform them.

For Fiscal Year 1998, the Administration is requesting $46.2 million for ACDA’s
responsibilities. This request provides $42,058,000 for ACDA’s ongoing activities and
$4,142,000 for new activities related to CTBT, CWC, and NPT, which address some
of the most dangerous proliferation threats.

• $2.8 million will partially fund the CTBT Preparatory Commission’s work to es-
tablish the Treaty’s verification regime, including networks of seismic, radio-
nuclide, hydroacoustic, and infrasound sensors.

• $892,000 is for the Office of National Authority for the Chemical Weapons Con-
vention, needed under the treaty to compile declarations and reports, interact
with the OPCW, and provide administrative support for U.S. implementation
activities.

• $250,000 will support preparation for the Nuclear Nonproliferation Treaty
(NPT) Review Conference. The first preparatory committee meeting takes place
in New York this April.

• $200,000 is to address special requirements of ACDA’s Data Repository. We
need to upgrade our technical capabilities in order to keep pace with the many
treaties now entering implementation.

Leaving aside these special requirements, our FY 1998 operating budget request
of $42 million is $2 million less than our appropriation four years ago. Our FY 1998
request also represents a reduction of another 10 positions from the FTE personnel
ceiling established for the FY 1997 Budget.

These reductions in both funds and personnel are part of the Administration’s sys-
tematic right-sizing initiative across the federal government. And ACDA continues
to look for ways to enhance productivity and provide more efficient and effective
arms control to the U.S. taxpayer. I will cite a few examples and invite your atten-
tion to the attachment for more.

• We consolidated most of ACDA’s export control functions into a single Division
and implemented a new licensing referral system, resulting in faster processing
time.

• We dual-hatted personnel among the CTB, Fissile Cutoff, and Landmines initia-
tives without adding new personnel.

• We have implemented a system for computerized storage and retrieval of policy
documents and decisions. Now, within minutes, we can retrieve information
which once took days.

• Over the past four years, ACDA has completely modernized its computer sys-
tems without increasing our annual budget request. This achievement prompted
the computer industry to rank ACDA as the first among all federal agencies in
terms of a working environment for computer professionals.

Mr. Chairman, I want to point out that ACDA has been working hard to reduce
its administrative support infrastructure. Over the past three years our downsizing
and streamlining efforts have eliminated a total of 28 authorized administrative po-
sitions in our domestic and overseas offices.

• Domestically, we have reduced administrative support by 23%, or 19 support
positions.

• Overseas, we have reduced administrative support by 45%, eliminating another
9 positions.

This reflects both internal economizing and the results of Vice President Gore’s
National Performance Review, which reaffirmed ACDA’s importance to effective
arms control, but also set specific requirements for consolidating administrative
functions across the foreign affairs agencies. We have taken that mandate seriously.
We are also keeping faith with the Arms Control Revitalization Act of 1994, reflect-
ing the shared view of the President and the Congress that U.S. national security
in the post-Cold War world requires a revitalized ACDA.

We are continuing to search for ways to operate more efficiently. For example, in
legislation submitted on February 14, 1997, we propose a number of changes which
should result in additional efficiencies and savings beyond the $2 million already
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specified. These changes would eliminate a redundant report, streamline our publi-
cation efforts, and achieve economies in our security clearance process.

Mr. Chairman, ACDA is a small, expert agency charged with advocating, negotiat-
ing, implementing and verifying arms control. Next year we will have less than 250
people, plus detailees. We have a continuous presence only in Washington, Geneva,
Vienna and The Hague.

That means I’m as concerned about the State Department and other 150 budgets
as about ACDA’s own. For we are among the many who throw our voice abroad
through others, especially State’s embassies and missions. And very often we need
that voice in remote places. On the NPT extension, for example, Micronesia’s vote
counted exactly the same as China’s.

On this basis, I also urge your careful attention to the budgets of all the foreign
affairs agencies, including ACDA’s.

CONCLUSION

Mr. Chairman and Members of the Subcommittee, few doubt that the world today
still bristles with Cold War overarmament—and faces new dangers of proliferation,
terrorism, convulsive nationalism, environmental pressures, drug trafficking, and
many others that directly affect us.

Those challenges require ever more effective diplomacy—what Hans Morgenthau
called ‘‘the most important’’ component of a nation’s international power.

And they demand that we work together—even when our government is divided—
in fashioning the kind of unified foreign policy that befits a great power in a peril-
ous world.

It is in that spirit that ACDA presents to you the Administration’s request of
$46.2 million to fund its arms control and nonproliferation work in Fiscal Year 1998.

ARMS CONTROL AND NONPROLIFERATION CONTRIBUTIONS TO U.S. NA-
TIONAL SECURITY BY THE U.S. ARMS CONTROL AND DISARMAMENT
AGENCY

• Led the successful USG preparations for and managed the U.S. delegation to
the Extension Conference of the Nuclear Non-Proliferation Treaty -- the fun-
damental basis for our nuclear nonproliferation policy. The decision of the Con-
ference, taken without a dissenting vote, made permanent this indispensable
legal and political barrier to the spread of nuclear weapons.

• Led interagency efforts that resulted in strengthened security assurances for
non-nuclear weapon states party to the NPT through action by the President
and adoption of a Security Council resolution, steps which enhanced the NPT
and contributed to achievement of its indefinite extension.

• Managed USG policy (through backstopping and representation on the U.S. del-
egation) for successful negotiation of a Comprehensive Nuclear Test Ban Treaty.

• Managed USG policy (through backstopping and heading the U.S. delegation)
for negotiation of a legally-binding protocol to strengthen the Biological Weap-
ons Convention.

• Continued to manage U.S. participation in the Chemical Weapons Convention
Preparatory Commission and organized the U.S. Office of National Authority for
implementation when the United States ratifies the CWC.

• Managed USG policy (through chairing backstopping) for negotiations of a fu-
ture Fissile Material Cutoff Treaty.

• Managed USG policy preparations for negotiation in the Conference on Disar-
mament in Geneva of a comprehensive ban on Anti-Personnel Land Mines.

• Led USG participation in negotiations leading to the African Nuclear Weapons
Free Zone and coordinated interagency preparation of legal documentation for
U.S. signature to its protocol. Coordinated preparation of legal documentation
for U.S. signature to the protocol to the South Pacific Nuclear Weapon Free
Zone.

• Contributed significantly to the IAEA’s ability to detect undeclared nuclear ac-
tivities by leading U.S. Delegation to IAEA committee on strengthening inter-
national nuclear safeguards (more than 65 countries; final agreement expected
in May 1997).

• Developed and negotiated with North Korea procedures for dealing with pluto-
nium bearing spent fuel to ensure its safe storage under IAEA safeguards and
continue to coordinate U.S. support for IAEA activities in North Korea.
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• Provided essential technical and nonproliferation policy expertise leading to en-
hanced transparency measures for the agreement to purchase HEU from Rus-
sia, the end of production of weapons-grade plutonium, and setting of the direc-
tion for international cooperation within the G-7 to help Russia secure and ulti-
mately dispose of its excess weapons plutonium.

• Led interagency efforts to develop a verification regime for the agreement to
end permanently Russian production of weapons-grade plutonium and led the
technical team that successfully negotiated these provisions.

• Initiated and implemented a training program on arms control verification for
the Korean Arms Verification Agency to enhance regional arms control; a simi-
lar program has been approved for delivery to Chinese arms control officials.

• Ensured restoration of funding for several NTM systems, including COBRA
DANE and COBRA JUDY radar systems, assets vital to the verification of com-
pliance with arms control agreements.

• Became the sole USG entity responsible for developing, in coordination with
other national security agencies, the analysis of other nations’ compliance with
arms control agreements and the assessment of the verifiability of arms control
provisions.

• Coordinated USG arms control research and development through the Non-
proliferation and Arms Control Technology Working Group, for which ACDA is
the Executive Secretary and co-chair (with DOD and DOE).

• Played a key role in developing U.S. policies which led to START I Treaty entry
into force, the withdrawal of nuclear weapons from the territories of Belarus,
Kazakstan, and Ukraine, and the accession to the Nuclear Nonproliferation
Treaty as non-nuclear weapon states by those same countries.

• Managed the negotiation of the START II Treaty, which increases national se-
curity by providing for a dramatic reduction in the total number of strategic of-
fensive arms as well as prohibits heavy ICBMs and multiple warhead ICBMs.

• Played a leading role in advocating U.S.-Russian negotiations on nuclear war-
head controls and monitoring to reduce the threat of ‘‘loose nukes,’’ now a key
component of the U.S. post-START II strategic arms control negotiating frame-
work.

• Led and managed policy implementation of the INF and START Treaties. For
example, the Joint Compliance and Inspection Commission (JCIC), for which
ACDA provides the U.S. Representative, has concluded to date a number of doc-
uments clarifying START Treaty provisions and codifying agreement on proce-
dures mandated by the Treaty.

• Provided the U.S. Representative to the CFE Review Conference, the U.S. chief
delegate to the CFE Joint Consultative Group, and the U.S. Representative to
the Open Skies Consultative Commission in Vienna.

• Provided U.S. Representatives to the Comprehensive Test Ban Treaty Organiza-
tion, the Preparatory Commission of the Organization for the Prohibition of
Chemical Weapons, the Conference on Disarmament, and the U.S. head of dele-
gation to the Biological Weapons Convention Ad Hoc Group.

• Provided the U.S. Representative to the Special Verification Commission (INF
Treaty) and the U.S. Commissioner for the Standing Consultative Commission
(ABM Treaty). ACDA also provides the head of delegation, delegation executive
secretary, and technical experts for State-led delegations on nuclear trans-
parency, plutonium production cessation, and related activities.

• Provided staff support for both the U.S. delegation and the international staff
in supervising implementation of Article IV of the Dayton Accords in Bosnia.

• Ensured that nonproliferation equities were taken into account so that the use
of the Global Positioning System would not be used for providing guidance to,
and improving the accuracy of, missiles employed by governments with inter-
ests inimical to the United States.

• Ensured that U.S. National Space Policy took account of arms control treaty eq-
uities regarding the use of space, and sought to ensure that the National Space
Policy adequately guarded against military activities in space by governments
with interests inimical to the United States.

• Commenced a dialogue with China on strategic and other arms control issues
as a component of the United States strategy of constructive engagement.
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EFFORTS TO DOWNSIZE, ELIMINATE REDUNDANCY, ECONOMIZE, AND
STREAMLINE BY THE U.S. ARMS CONTROL AND DISARMAMENT AGENCY

• Reduced the administrative support infrastructure by eliminating 19 FTE with-
in the Offices of Administration, Public Affairs, Congressional Affairs and Gen-
eral Counsel since FY96. This represents a 23% reduction in these domestic
support offices. Additionally, since FY95, nine administrative positions, rep-
resenting a 45% reduction, were eliminated overseas.

• Avoided a capital investment of approximately $90,000 and sourced referral and
counseling services through an MOU with the Department of State for ACDA
use of the State Career Development and Resource Center.

• Reduced the number of executive vehicles by 50% and apartments overseas by
40%.

• Consolidated office space in Geneva into the U.S. Mission for a savings of
$750,000.

• Supported USG preparation for participation in the 1995 NPT Review and Ex-
tension Conference through reorganization and identification of temporary re-
sources; after the Extension Conference was successfully completed, reorganized
again to optimize ability to address other nonproliferation challenges.

• Reduced number of ACDA personnel in The Hague (CWC PrepCom Delegation)
by acquiring detailees for permanent change of station from other agencies.

• Co-chaired with OSD the task force for development of verification elements of
BWC Protocol.

• Dual-hatted the ACDA representative as the Deputy Head of the U.S. Delega-
tion to the Conference on Disarmament and the IVI Bureau representative as
the Deputy Head of the U.S. Delegation to the Biological Weapons Convention
Ad Hoc Group, consolidating administrative and functional responsibilities and
saving personnel slots; and dual-hatted ACDA staff among CTBT, UNFC,
Fissile Cutoff and Land Mines activities, allowing absorption of additional back-
stopping responsibilities without personnel increases.

• Absorbed Office of National Authority requirements for CWC implementation
into existing manpower structure.

• Reduced overall personnel requirements by two people by managing inter-bu-
reau task force on Fissile Cutoff negotiations.

• Consolidated the Agency role in the development and implementation of ver-
ification and compliance policy within a single bureau, the Bureau of Intel-
ligence, Verification, and Information Management.

• Consolidated most of ACDA’s export control functions into a single ACDA Divi-
sion and implemented a new automated interagency export licensing referral
system for dual-use goods and technologies, under Executive Order 12981,
achieving unparalleled processing time.

• Consolidated ACDA’s Vienna operations for CFE implementation, OSCE, Open
Skies, and Bosnia (Dayton Article IV).

• Eliminated a division and its division chief SES position by transferring the De-
fense Conversion Division from NP and incorporated it within SEA’s Strategic
Transition Division.

• Eliminated the International Security Division of the Bureau of Multilateral Af-
fairs by dividing its functions among the remaining divisions of that Bureau.

• Avoided expensive duplication by using the State Department and Diplomatic
Telecommunications Service communications lines to connect ACDA computers
to overseas delegations.

• Decreased the need for paperwork and meetings on intelligence and technology
matters and increased dramatically the amount and kinds of information that
will be made available to interagency delegations by working with DOD and the
Intelligence Community to establish connectivity to Intelink, Intelink-S, and
SIPRNET.

• Saved hundreds of thousands of dollars by jointly developing with the Depart-
ment of Commerce the Chemical Weapons Convention data declaration soft-
ware.

• Reduced costs for both ACDA and State by jointly developing with the Nuclear
Risk Reduction Center the CWC communications systems.

• Streamiined and sped the formulation, implementation and recording/reporting
of arms control and nonproliferation deliberations and policies and eliminated
reliance on tedious outdated processes by implementing a system to enhance ac-
countability for and rapid access to sensitive diplomatic, Presidential and Exec-
utive Branch arms control and disarmament correspondence, decisions and poli-
cies.
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Senator GRAMS. Thank you very much, Mr. Holum. We will begin
a couple rounds of questioning, and maybe hold them to about 7
or 8 minutes each, so we can get through a number of questions
with you before the half hour.

Director Holum, as I said in my opening statement, the sub-
committee will not be questioning you today at all on the specifics
of any particular proposal to reorganize the State Department and
its related foreign affairs agencies, but this issue has come up re-
peatedly in earlier hearings that have been held by me and by Sen-
ator Chuck Hagel, who is Chairman of the Subcommittee on Inter-
national Economic Policy. So therefore I would just like to ask you,
is it your understanding that the administration is developing a re-
organization plan for U.S. foreign affairs agencies, and that this
proposal will be presented to Congress?

Mr. HOLUM. We are certainly looking very hard at how we can
restructure and integrate our functions in the most effective and ef-
ficient way to carry out the various missions of the Department of
State and the three foreign affairs agencies. It is premature, I
think, to forecast a specific outcome of that review, but it is consist-
ent with Secretary Albright’s testimony during her confirmation
hearing that she wanted to examine these issues carefully. I think
we have a continuous obligation to do that.

The extent to which any change would require legislative author-
ization is still an open question. There are a lot of things, obvi-
ously, we can do, including the streamlining we have done under
the Gore Reinvention Plans, without legislative authority, but it is
something we obviously want to work on with the Congress. We
certainly want to hear your views, as well as present our ideas.

Senator GRAMS. In that respect, has there been an effort to ac-
tively seek your input specifically into any of this development of
a proposal?

Mr. HOLUM. Yes.
Senator GRAMS. So you have been talking to them?
Mr. HOLUM. Yes.
Senator GRAMS. When the Foreign Relations Committee consid-

ers legislation to streamline our foreign affairs agencies and reduce
duplication of services, we will look to steps, if any, that ACDA of
course has undertaken to eliminate duplication within its sister
agencies. But, as you know, ACDA already relies on the State De-
partment’s Inspector General for audits and investigations. In its
fiscal year 1998 budget, your agency is requesting a total of about
$15 million to employ 63 staff in its offices of administration, Con-
gressional affairs, general counsel, and public affairs.

So what attempts has ACDA made to insure that these functions
do not overlap with State Department activities?

Mr. HOLUM. As I mentioned in my statement, Mr. Chairman, we
have eliminated roughly 28 total, including overseas and domestic,
administrative positions. We have also eliminated positions in the
Office of Public Affairs. So we are scaling back in those areas.

One of the consequences of our legislative mandate is that we
conduct public information activities, so I hesitate to say that
ACDA is excessive in that area. We, for example, maintain a Web
page and we circulate a lot of information. We have thousands of
requests annually from the public, so a lot of our work is devoted
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to serving those concerns. But we are continuing to streamline in
all of those areas.

I might mention that in terms of consolidating administrative
services, it is not always a case of consolidating into the State De-
partment. In the case of the motor pool in Geneva, a rather mun-
dane subject but nonetheless important, and expensive, the deci-
sion was made that the ACDA operation was more efficient. So on
the basis of that, the State mission in Geneva has relied on our
motor pool for their services. But that is the kind of activity that
is under continuous review.

Senator GRAMS. So in other words are you saying that ACDA has
explored ways of relying on existing offices within the State De-
partment for some of these functions in an effort to find some cost
savings, that you are looking at ways to integrate and to use those
facilities or officials when possible, and vice-versa?

Mr. HOLUM. That is right. And in fact that was one of the man-
dates that came out of the Reinvention examination of the foreign
affairs agencies under Vice President Gore. We looked at thirty-
some administrative areas. In many of those cases, because we are
physically inside the State Department and because we do not
maintain a presence continuously in more than three places abroad
where we have negotiating missions, we are already heavily inte-
grated with the State Department and have been historically, but
we looking at more. As you said, the Inspector General of ACDA
and State have been merged, and that has been true for a number
of years.

Senator GRAMS. So, as you said, we will look forward to the de-
tails on that type of activity. When it comes to streamlining,
ACDA’s Inspector General determined, it was back in August 1995,
that, quote, ‘‘ACDA’s overall response has been slow,’’ and that,
quote, ‘‘even the modest proposals made by the National Perform-
ance Review Task Force have not yet been implemented.’’ That
judgment seems to have been reiterated in an October 1996 IG re-
port which stated that ACDA’s actions have not yet resulted in a
net reduction of full-time equivalent positions.

ACDA’s fiscal year 1998 budget request contemplates a cut of 10
positions, but in the 1995 Pell report ACDA declared that, quote,
‘‘our streamlining will eliminate 34 full-time equivalent positions.’’
Do you contemplate any further personnel reductions in the future
then?

Mr. HOLUM. We are about to submit a final duplication report
that was mandated in a House Appropriations subcommittee re-
port. We have gone through a very diligent and careful effort to
eliminate duplication and overlap.

One of the things that is difficult to get a handle on is the extent
to which people might be working on the same thing in State and
ACDA generally but doing different work related to it. A good ex-
ample is our delegation to the International Atomic Energy Agency
that monitors safeguard agreements under the Non-Proliferation
Treaty. The U.S. Governor for that agency is a State Department
official. Our Ambassador to the international organizations in Vi-
enna is a State Department official. But the technical expertise and
the delegations that go over to negotiate the details of changes in
safeguards are ACDA personnel with a long technical history in the
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area. You could say that they are all duplicative in the sense that
they work on the same thing, but they do different work. We need
to be careful not to just eliminate on the basis of line items of au-
thority.

What the first duplication report concluded was that there were
some 37 people in the State Department working on arms control,
the primary mission of ACDA, and half of those were affiliated
with the Nuclear Risk Reduction Center, which is an administra-
tive function that the whole government relies on. Of the others,
many, I think all but nine have since been eliminated. We have
also since eliminated a number of positions, and we are in compli-
ance with the Inspector General’s requirement.

Senator GRAMS. I would just like a quick follow up. How many
of the ACDA 28 personnel reductions were full-time equivalent,
compared to part-time or temporary staff? Do you have those num-
bers?

Mr. HOLUM. There were 19 full-time equivalent personnel.
Senator GRAMS. Thank you very much. Senator Feinstein.
Senator FEINSTEIN. Thanks, Mr. Chairman. Mr. Holum, some on

this committee have questioned whether ACDA is the most appro-
priate agency to house the Office of National Authority for the
Chemical Weapons Convention. Assuming, of course, that this body
ratifies the treaty, which I hope we will, does ACDA provide any
special expertise or abilities that make it the best or most logical
place for this office to be housed, and what would be lost if it were
located somewhere else in government, such as in the Departments
of Defense or Commerce?

Mr. HOLUM. The Office of National Authority is, as you know,
the agency that interacts between the United States and the inter-
national body. ACDA will provide the staff support for that, but the
function will be an interagency function involving all the agencies
that have responsibilities. I think the main reason why ACDA is
the logical agency to do this, aside from the mandate of legislation
assigning us the implementation function, is that ACDA is the
agency that negotiated the treaty, and therefore has the deepest
expertise in the substance of the treaty, and also in developing and
being very frugal, I might say, in developing the Preparatory Com-
mission activities that have been underway until now. I think it is
most efficient to have the people that are knowledgeable and expe-
rienced do the work.

If it were assigned elsewhere, the likely outcome would be that
they would try to hire the people from ACDA who have been doing
it, and it would mean we would lose some of our in-house expertise
on chemical weapons and other issues because a lot of these people
work on more than one thing.

Senator FEINSTEIN. Thank you very much. Given that the Com-
prehensive Test Ban Treaty cannot enter into force until India and
North Korea have acceded to the treaty, could you describe your
current negotiating efforts to implement this treaty? I think it is
extraordinarily, very important. Yesterday I had a brief meeting
with the vice foreign minister of North Korea, and made the point
to him how important the agreement with respect to the nuclear
power plant was in their country, and that it must be followed. He
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indicated their willingness to have peaceful reunification and con-
fidence building with South Korea.

I would be very interested in any comments you might be able
to make which could update us both on the Indian situation and
the North Korean situation.

Mr. HOLUM. In the case of the test ban, actually, North Korea
is a transition point in this answer because they are one of the in-
dispensable countries for the entry into force of the test ban, along
with India and Pakistan. Forty one out of the 44 necessary coun-
tries have signed the treaty. We have a great deal of work to do
to persuade the Indians that it is in their interest to ratify. I think
if the Indians do, the Pakistanis will. They have said that they will
not until India does.

Our approach is a careful one, making clear to India that the test
ban is consistent with India’s long-standing position, going back to
Prime Minister Nehru in the 1950’s, that this is something that
they have agitated and led for, and that it does not undermine
their security interests. They have an interest, I think, in making
sure that their neighbors do not advance their nuclear capabilities.

Senator FEINSTEIN. Not to interrupt you, but I do not understand
why they would not ratify it, unless again it is the Pakistani situa-
tion, and what we are going to see is an escalation.

Mr. HOLUM. Well, they have given several reasons, a principal
one being their concerns about China and their interest in preserv-
ing their nuclear option. But the test ban as such does not change
their ambiguous nuclear posture. I think they will make this deci-
sion in the first instance based on their national security interests.

They also make the argument that the Conference on Disar-
mament should establish a committee to negotiate a time-bound
framework for the elimination of all nuclear weapons. It is just not
going to happen that way, that is a non-starter in terms of negotia-
tions, and I think a way to prevent the test ban from entering into
force and prevent progress rather than accelerate it.

But we have 2 years, I am sorry, 3 years to work on this ratifica-
tion issue. 2 years to ratify—the earliest it can enter into force is
in 2 years, and then after a third year, if it is not in force, there
can be a special conference to examine steps to encourage the fur-
ther ratifications. We plan to be very active in all of those efforts.

Senator FEINSTEIN. Would you speak a little bit about North
Korea, because if it is going to keep its agreement, there is no rea-
son why it should not sign this treaty.

Mr. HOLUM. That is right, and North Korea has not, to our
knowledge and I think we would know, conducted any nuclear ex-
plosive tests. I have always maintained that as we go through and
implement the agreed framework and freeze their nuclear facilities,
that the implementation would be every bit as complicated as the
negotiation of that framework, which is to say very complicated
and very difficult. And it has proven to be that way. Political dis-
ruptions, any kind of event, can set things off track.

But the bottom line is that we are satisfied that the agreement
is being kept, that the reactors, the small reactor that was produc-
ing the potential for plutonium is shut down, that the canning op-
eration is proceeding on the spent fuel so that it cannot be reproc-
essed, that the reprocessing plant is closed, and that the other re-
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actors are not being built. So, I think we have averted the threat
of not only the material they diverted a couple of years ago, but
the potential for a number of nuclear weapons every year to be pro-
duced out of those additional reactors.

But it is not over yet. The end point is when the North Koreans
will have the obligation to persuade the IAEA not only that they
are not producing plutonium now, but to account for the discrep-
ancies in their past behavior. And that has to happen before there
will be the first item of value provided that will make the light
water reactors operational. So we have a lot of work to do. The in-
terim steps are being fulfilled, but this is a long way from over.

Senator FEINSTEIN. Could I ask one other quick question?
Senator GRAMS. Sure.
Senator FEINSTEIN. The Ambassador from South Korea indicated

to me his country’s concern about an agreement for Taiwan to store
their nuclear waste in North Korea. Could you tell us what you
know about that agreement, and what precautions are being
taken? Because all of that water flows north into the Arctic, and
unless the nuclear waste is really properly stored it could present
real hazards, I think, to a large area of that ocean bed.

Mr. HOLUM. Yes. We are not supporting that idea at all, for the
reasons you cite. There is a serious risk that the material, while
probably not a proliferation risk, is a pollution risk, and there are
very serious doubts about the capacity of North Korea to handle
that material properly. I cannot go into much more detail in an
open session about specifically what we know and where the trans-
action stands, but we can provide additional information either in
a closed briefing or for the record.

Senator FEINSTEIN. If you could do that, I would appreciate it
very much. I am very interested.

Mr. HOLUM. I would be happy to.
[The following material was subsequently supplied for the hear-

ing record by Mr. Holum.]
We first raised this issue with Taiwan Atomic Energy Council officials in Decem-

ber, 1996. These officials confirmed that they had heard a rumor of a deal involving
the Taiwan Power Company (Taipower), but they assured us that before any such
shipment could take place, a license would be required and that this would provide
an opportunity for review.

We subsequently had numerous discussions with various officials from Taiwan.
We have consistently emphasized that we do have concerns about this shipment
based on regional sensitivities, and that we want to ensure that (1) the transfer
does not interfere, even inadvertently, with the IAEA implementation of the U.S.-
DPRK Agreed Framework; and (2) that the transfer conforms to the safety and envi-
ronmental aspects of the IAEA’s Code of Practice on the International
Transboundary Movement of Radioactive Waste.

We have consistently urged Taiwan to discuss all aspects of this shipment with
the IAEA. We understand that a team from Taipower visited Vienna last month for
preliminary discussions, and we expect more consultations to follow.

As we understand that no uranium or plutonium is involved, we have no reason
to believe that this deal is a proliferation concern. However, Taiwan has invited the
IAEA to make a special visit to Taiwan to confirm this, and we expect the IAEA
to accept that invitation. We hope that the IAEA would be invited later to visit the
disposal site to confirm the safe disposal of the material.

Senator FEINSTEIN. Thank you, Mr. Chairman.
Senator GRAMS. Thanks, Senator. Back to some questions on

staff, technical experts, Mr. Holum. In the July 1995 Pell report,
you heralded the value of ACDA as an independent, technically
competent arms control agency. In February 1995, ACDA declared
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to Congress its intent to, quote, ‘‘strengthen its scientific and tech-
nical capabilities, coupled with new authority to hire specialized
technical and expert personnel.’’ Yet in August 1995 the Inspector
General concluded that ACDA’s managers have not considered it
necessary to increase the proportion of scientific or technical spe-
cialists on its staff.

When you look at an internal review of ACDA’s staff in 1994, it
shows a total of 80 academic degrees in political science, govern-
ment, and international relations, and that was compared to 57 de-
grees in the hard sciences. Now, the IG report said, again, quote,
‘‘the agency’s instinct to duplicate policy expertise already found in
other agencies, as well as a disinclination to give higher priorities
to scientific expertise, removes a creditable additional argument for
its existence.’’ So with that, what steps have you taken since then
to reverse this imbalance, and also to try and ensure the majority
of ACDA’s personnel are trained scientific or technical specialists?

Mr. HOLUM. Our ability to hire additional technical specialists
depends to a considerable extent on where the vacancies occur.
That is not the only skill we require. A lot of our work is in active
negotiations, which requires the skills of a negotiator. A lot of our
scientific personnel have developed those capabilities, but there are
others who have them as well. So I would disagree with the notion
that we should be completely dominated by technical staff. We are
a negotiating body to a very large extent.

As the positions open, we look very hard for qualified scientific
personnel. Another thing we do is rely on our Foster Fellows Pro-
gram, which is almost entirely made up of scientists, because our
need for a particular expertise will change over time. When we are
negotiating a compliance protocol for the Biological Weapons Con-
vention, we need biological experts, experts in the biosciences. For
the CWC, obviously, we needed chemists. What we do is go for the
short-term period through the Foster Fellows Program, is bring in
academics for a year. We also use consultants extensively for short-
term assignments.

I will get you an updated figure on the proportion of our person-
nel, which I will be happy to do. My impression is that we have
continued to look for qualified scientists, but I do not know the ulti-
mate impact. Remember that we have been shrinking, so we have
not been doing as much recruiting as we might otherwise.

Senator GRAMS. I do not think the intent was that you be inun-
dated with all technical experts, but you are satisfied, then, with
the ratio, you believe, of the expertise that you need compared to
administrative duties?

Mr. HOLUM. What I can say is that when I look for technical ex-
pertise for a particular function, I do not find us missing it in the
agency, that it is inaccessible. It is there. For example, ACOA has
a former military officer who is one of our leading experts on chem-
ical weapons. He is not a scientist, but because he has worked with
these issues for the last 20 years, I would not trade him for a lead-
ing chemist because he knows the ins and outs of the disciplines
that are relevant to the arms control mission. All I am saying is
that it is not as stark a picture as one group does one thing and
one group does another.
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Senator GRAMS. ACDA’s fiscal 1998 budget request included $2.8
million as an assessment that was to establish a preparatory com-
mission for the Comprehensive Test Ban Treaty. Aside from the
fact that I am concerned that the administration is seeking money
for an organization established by a treaty for which the Senate
has not given its advice and consent, there is also concern that
money spent on this organization may be wasted. Entry into force
of CTBT requires ratification by 44, I think as Senator Feinstein
mentioned, specific nations. One of these, India, has sought to
block the CTBT at every step, vetoing it in the Conference on Dis-
armament, voting against it in the United Nations, and declaring
that it will not sign the treaty. North Korea, again as the Senator
mentioned, a similar case because the CTBT will not enter into
force until these countries have ratified it.

I believe swift implementation is unlikely, so how can you assure
the subcommittee that ACDA is not requesting money for an orga-
nization that will have little to do for years to come, that is until
India and North Korea agree to let the CTBT move forward?

Mr. HOLUM. The basic premise is similar to the one that has
been applied in the case of the Chemical Weapons Convention: that
is, the treaty contemplates that once entry into force arrives, the
ability to monitor compliance should be up and running. Therefore,
we are beginning our own program to add the sensors that will be
required by the treaty, including various kinds of sensors on
United States territory. And we are anxious for others to do that
because when the treaty enters into force we want the system to
be operational.

The amount requested for fiscal 1998 is $2.8 million. Our share
of the operations of the CTBT organization, whose first year budget
has just been funded, is 25 percent, and we think it is essential to
have this structure ready for operation when the treaty enters into
force.

Senator GRAMS. One final question I would like to ask is, again
I will go back to August 1995 when ACDA’s Inspector General de-
termined, and I quote again from that report, ‘‘the utility of the
many research projects commissioned by the agency have come into
question as bearing little relation to the agency’s priority goals and
objectives. The policies established by the agency for its external
research programs require that the research review board identify
arms control issues over a 3 year planning period and select the
external research necessary to support such issues. So far the proc-
ess has not been undertaken.’’

So at the time ACDA was requesting $1 million in funding for
external research projects. It seems that ACDA is still spending
money on these projects since the fiscal year 1998 budget request
includes another $822,000 for external research. Has ACDA imple-
mented the planning process referenced in the Inspector General’s
report?

Mr. HOLUM. All of the recommendations in the Inspector Gen-
eral’s report have been closed. There were 28 recommendations and
they have all been resolved but one. That one relates to the ques-
tion of examining or predicting the costs of arms control treaty im-
plementation.
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I can tell you that our external research budget is devoted to im-
mediate and high priority matters. In fiscal 1977 we have allocated
it for Comprehensive Test Ban implementation and verification
studies, Chemical Weapons Convention implementation and ver-
ification, looking to the future of strategic arms control in START
III and beyond, and studies on regional arms control issues which
are a very important part of our mission.

So we devote the money to high priority, current matters, num-
ber one and number two, this research is highly leveraged. Very
often what we do is propose a small amount of ACDA funds that
would be accompanied by large amounts of funds from the Depart-
ment of Energy, Department of Defense, or another agency or the
intelligence community to focus on a particular issue. So I think we
get very good value for our research funding.

Senator GRAMS. A lot of the concern was how they differ from the
studies that are undertaken by the agencies such as DOE, the De-
fense Special Weapons Agency, et cetera. So it seems like it is du-
plicative, again, studies or projects.

Mr. HOLUM. It is not duplicative, and in fact one of the things
that I am proudest of that ACDA has been doing, and this is pursu-
ant to the 1994 legislation, is basically being the organizer, the con-
vener of a nonproliferation and arms control technology working
group whose specific responsibility is to examine the possibility of
both overlaps and gaps in our arms control and nonproliferation re-
search. So we are working very hard, in fact I think improving dra-
matically across the board not only our own technical investiga-
tions and research, but roughly $5 billion of funds that are being
spent on these subjects across the government. But in the case of
our own funding, it is almost in every case seed money for addi-
tional studies by other agencies.

I also want to say that we try first to find, because our amount
is so small, to find somebody else to do this, to do the work that
we need, and we look first to see if it has already been done. The
technology working group helps us do that.

Senator GRAMS. I am sorry I ran over my time a little bit. Sen-
ator Feinstein, I will turn to you. I know when you have to leave.
If somebody from your staff wants to raise their hand, we will try
and accommodate that.

Senator.
Senator FEINSTEIN. Thank you, Mr. Chairman. Mr. Holum, I

wanted to spend just a few moments on this changing world as we
know it today. I know when TWA flight 800 went down some peo-
ple reported seeing this streak in the sky, and we began to take
a look and we found that there are something like 60 stinger mis-
siles that could be launched from the shoulder in a small boat
floating around unaccounted for. That is point one. There is also
the question of the loose nukes that I spoke about very briefly that
are moving around the world and no one really knows too much
about. There is the India-Pakistan situation, where both countries
have the potential and perhaps already the ability to be indigenous
nuclear producers, and can launch devices within a couple of
weeks. Then we move to the Aum Shinryko cult in Japan and the
production of chemical weapons in a civilian society, let alone what
we know about chemical weapons that are still being produced
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around the world. So the list of these new challenges kind of goes
on and on.

How has ACDA adapted itself, organizationally as well as sub-
stantively, to try to be pro-active and move ahead in this, quote,
new world?

Mr. HOLUM. I would say the major way we have done that is
through the strengthening of our nonproliferation bureau and its
expanded work, as mandated by the Congress, in dealing with the
proliferation threat in dealing with export licenses in particular.
Up until 1994 the agency had very often been excluded from review
of sensitive export licenses, for example to countries like Iraq,
which was a proliferation concern in that period. That is being
remedied.

The reason why the independent and purist, if you will, perspec-
tive of an arms control agency is important is because there may
be a diplomatic reason why a military sale or an export, dual use
export license should go through, and you need somebody there to
say wait a minute, let us look clearly at the proliferation impacts.
That is one of the things that we do more and more of.

Senator FEINSTEIN. Let me just stop you on this one point. OK,
these are the legal movements of weapons. What is concerning me
most are the illegal movements, the things that are found in flukes
where you discover large caches of weapons that may be moving
from one country to another. I think this is something to really be
concerned about. How can you meet that? Does your budget allow
for it? Do you consider this as part of your mission?

I happen to believe, and I am just speaking for myself, that this
is a major problem in the world today, and we had better be on top
of it.

Mr. HOLUM. Well, I personally believe that the most serious pro-
liferation threat, certainly in the nuclear area, that we have to ad-
dress is the danger that material coming out of nuclear weapons
in Russia or out of research reactors scattered across the former
Soviet Union, out of naval fuel facilities, will fall into the wrong
hands. ACDA does not have the resources to deal with that issue
exclusively, nor should we. It requires a whole range of answers,
including by law enforcement agencies. We have an FBI office in
Russia for the first time. Including, obviously, by the intelligence
community, by military planning.

But there certainly is an arms control role in dealing with
strengthening safeguards of those materials, arguing for and nego-
tiating for limitations on the production and secure storage, and
ACDA is very much involved in that, but it is something that needs
to involve all agencies with relevant expertise because the danger
is so high.

I hope that is responsive to your question.
Senator FEINSTEIN. Yes, except to this point. I think we are in

a non-traditional time, and I think the seeds of potential future de-
struction can be well established in this non-traditional window of
opportunity that is out there. Some agency—I understand law en-
forcement, I understand the FBI, I understand the CIA, I under-
stand all of this—but somebody on behalf of this nation has to real-
ly take the responsibility. In terms of arms control, I think the
whole kind of untapped area is the illegal movement of arms, and
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there I think we are way behind the action. I do not think we are
ahead of the action. I do not think we have the intelligence sources
that are adequate.

You say your agency really is not staffed to do this, and, Mr.
Chairman, I would agree they are not staffed to do it, but in my
opinion this is an unmet need out there and I think we have got
to get cracking to take a look at it.

Mr. HOLUM. I would make the argument that there is quite a bit
going on.

Senator FEINSTEIN. Well, tell me who knew about Aum
Shinryko?

Mr. HOLUM. I am glad you brought that back up, because that
is one I would specifically want to refer to. There is not a silver
bullet to deal with these issues. It requires a whole range of capa-
bilities. That is one of the reasons why I think the Chemical Weap-
ons Convention will help. I do not maintain that this treaty is even
aimed at terrorism. Its purpose is to be a treaty that deals with
chemical arsenals maintained by countries, and obviously terrorist
groups do not join.

But the treaty requires every country that is a member of the
treaty to adopt domestic implementing legislation to make posses-
sion of chemical weapons against the law. It is not against the law
here now, and it was not against the law in Japan at the time
when the Aum Shinryko cult was buying chemical weapons precur-
sors. That would be controlled by the treaty and would be con-
trolled under implementing law on the market in Japan. Japan’s
reaction was to ratify the Chemical Weapons Convention and to
pass, more particularly, the domestic implementing legislation.

We have had experiences here to show how that can help. Under
the Biological Weapons Convention, which does not have a verifica-
tion regime but does have domestic implementing legislation, we
have interrupted potential domestic terrorism using biological
agents. In 1995 there was a case where a medical supply house in
Rockville, Maryland got an order from an organization in Ohio for
plague bacillus, and they filled the order but reported it to the au-
thorities because of the domestic implementing legislation. They in-
terrupted the shipment, which turned out to be, I think it was a
skin head group that was trying to acquire this stuff.

So I think it goes to the point that you need the whole range of
additional tools, and obviously an enforcement determination,
strong intelligence capabilities. And I agree with you, Senator, the
non-traditional threats are the ones we need to worry about the
most now.

Senator FEINSTEIN. Could I just ask one other question? Could
you provide to this committee, and if you need to do it on a classi-
fied basis that is fine, I am also ranking on the terrorism sub-
committee of Judiciary, how the specific components of the Aum
Shinryko sarin gas was purchased, and from where it was pur-
chased, and exactly how this was done?

Mr. HOLUM. Sure. We can do that.
Senator FEINSTEIN. I appreciate that very much. Thank you.

Thank you, Mr. Chairman.
Senator GRAMS. I have just one clarifying question before you

leave, Mr. Holum. Declassified statements by the intelligence com-
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munity make it quite clear that the CWC would not have done any-
thing to stop that terrorist chemical attack in Tokyo. Is that true?

Mr. HOLUM. I am not sure I agree. It is true that that is what
the statements say, or the examinations say. But what I am refer-
ring to is the broader chilling effect of the domestic implementing
legislation and the impact that might have had. You would still
have to have law enforcement under that domestic implementing
legislation. I started out by saying the treaty is not aimed at that
kind of thing. I have said that I think it would help deal with that
kind of problem.

Senator GRAMS. So it would not provide the type of security or
calming effect that we might have it projected to do?

Mr. HOLUM. On the contrary, Mr. Chairman. My feeling is that
the treaty, by giving us more information about the dangers, will
cause us to be more prepared than we are. This treaty is not going
to make the danger of chemical weapons, either by countries or ter-
rorists, go away. What it will do is give us some additional tools
to deal with those dangers, but those dangers will persist. There
are going to be countries that will join and try to cheat, there will
be countries that will not join. So we are still going to need to keep
our guard up, and we are going to need the political will, and to
amass the political will internationally to enforce the treaty.

Senator GRAMS. I want to thank you for your time. I know you
have to leave, but I just wanted to ask unanimous consent that this
hearing’s record be kept open for 3 business days for the submis-
sion of written questions by any member of the Foreign Relations
Committee. Mr. Holum, I do not believe that these written ques-
tions will be unreasonable. Of course, in view of the fact that the
Foreign Relations Committee is preparing the State Department
Authorization Bill, I would just like to ask if you could assure this
committee that you will be able to respond within a week of the
submission to you?

Mr. HOLUM. I am quite confident we can, and would be happy
to do that. I would also like to submit for the record, if I can, more
specific detail, if I did not ask to do that, on the breakdown of sci-
entists and professionals.

Senator GRAMS. We would appreciate that information.
I have a couple of questions that I will submit in writing, and

others have as well. So again, if you could promptly get them back
to us so we can move ahead with this project.

Thank you very much, Mr. Holum. I thank you for your time.
Mr. HOLUM. Thank you.
Senator GRAMS. Our next panel, again I want to welcome the

Honorable Princeton Lyman, Acting Assistant Secretary of State of
International Organization Affairs. Mr. Lyman, welcome to the
committee. I want to thank you for taking your time to be here,
and I would like to open it up for your opening remarks if you have
those, and again just ask if you could keep them brief if possible.
Welcome.
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STATEMENT OF AMBASSADOR PRINCETON N. LYMAN, ACTING
ASSISTANT SECRETARY OF STATE FOR INTERNATIONAL OR-
GANIZATION AFFAIRS
Ambassador LYMAN. Thank you very much, Mr. Chairman, and

Senator Feinstein. First of all, let me express my personal appre-
ciation and gratification for the support of the committee for my
nomination. I am very honored. I am grateful also for the oppor-
tunity to testify this morning on behalf of the administration’s re-
quest for our contributions to international organizations. I have
provided the committee a written statement, and with your permis-
sion, perhaps that could be put in the record and I will just sum-
marize some comments here.

Senator GRAMS. It will be accepted into the record.
Ambassador LYMAN. Before going into the details, however, with

your permission I would like to call attention to a presentation I
heard just the other day on the child survival program, a program
that involves both multilateral and bilateral donors and a major
role by the private sector. As you know, this program has operated
over 10 years with very strong bipartisan support, and it seeks to
immunize children and provide other support to decrease dramati-
cally the tragedy of child mortality. I learned in this presentation
that because of this program 3 million children each year are now
saved, children that would otherwise just a few years ago have died
in infancy.

My wife and I know the pain of losing a child, so perhaps that
is why I was so attracted to this presentation. Millions and millions
of children are alive today, and so much terrible family pain and
tragedy is avoided because of this collaborative effort. I raise it be-
cause it is a program of which we can all be proud. It has been a
bipartisan effort. It involves international organizations such as
UNICEF and WHO. USAID has been a major donor; the private
sector—Rotary, Kiwanis—are involved in a major way. It is the
kind of results that we all want from the U.N.

When we talk of dreary things, if you forgive me, like budgets
and reform and restructuring, we are all of us, as you said to me
yesterday in your office, Senator, we are really talking about mak-
ing the U.N. a strong, effective organization that delivers results
like these to people, our people and people around the world. We
want a U.N. that will deliver just as strongly as it does in this pro-
gram of child survival in preventing new infectious diseases from
spreading across the world, dealing effectively with the threats of
terrorism and drugs, which have been discussed earlier, with cor-
ruption that robs countries of development and business of honest
profits. We want a U.N. that helps in conflicts which cause such
havoc and humanitarian disaster and send thousands upon thou-
sands of refugees and migrants out of their country. This is what
U.N. reform and U.N. support are all about.

There is another aspect of our interest that I would like to call
attention to. In the proposals that I will summarize shortly is our
proposal to address the arrears problem. There are many reasons
to do this, but the one that concerns me the most is the preserva-
tion of U.S. influence. And let me be very candid. Today the Euro-
pean Union countries provide 35 percent of U.N. finances, some-
thing the EU is very quick to point out. Japan provides nearly 18
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percent. Together they provide more than half the funding for the
United Nations, the specialized agencies like the FAO and for
peacekeeping. They are our allies, and their contributions are a
boost to our own interest.

But we also differ on some issues, and in the economic area we
are competitors and our interests do not always coincide. Many of
the organizations that we are discussing today are charged with
making findings, sometimes very technical but which have a major
bearing on our trade. For example, FAO—where the European
commission is a member in addition to the EU member states—to-
gether with WHO sets the phytosanitary standards which govern
much of the $60 billion of U.S. agricultural exports. At this very
time FAO is studying the issue of biotechnology and its proper role
in setting these standards. It is an issue of tremendous importance
to our agribusiness industry, affecting virtually every State in the
union.

Up to now the FAO has responded to these issues with the best
evidence and on a scientific basis. Our voice has been strong. But
agricultural interests in the U.S. are worried about the future if we
continue to fall behind as others maintain their place. Today we
owe FAO over $100 million in arrears, more than a full year’s as-
sessment. I want the United States to maintain its influence, its
presence, its place in all these discussions, in all these decisions,
so that they remain scientifically based and fully fair to our trade.
We cannot concede our proper place.

That, and a dozen other examples I might give, are the concerns
that have led the administration to seek to deal with the arrears
question comprehensively this year, to remove it from the inter-
national agenda, keeping the U.S. in a strong position wherever its
interests are at stake.

We are thus at a critical juncture regarding future U.S. partici-
pation in international organizations, but it is also a time of excep-
tional opportunity. We believe we can accomplish three ambitious
and demanding tasks working together over the next few years.

First, substantially reform and reinvigorate the system so that it
can meet the challenges of the 21st century. Second, reassert and
sustain American leadership. And third, reduce U.S. financial con-
tributions to a politically sustainable level in the United States.
And that is what our proposal is designed to achieve.

In concrete terms we are proposing $969,491,000 to cover the full
assessment of these organizations for the calendar year 1997,
which we pay from our fiscal 1998 appropriations. For peacekeep-
ing, $240 million, and I want to note that that is $66 million below
last year’s request. It is still vitally important, but we have been
able to reduce the number of peacekeepers from 85,000 a few years
ago to just over 25,000 today. And for international conferences and
contingencies, $4.9 million. Finally, and I know those are not the
subject necessarily of our hearing today, international organiza-
tions and programs, our voluntary contributions, $365 million.

At the same time, as you noted, Mr. Chairman, we are request-
ing that we pay in full the arrears that we recognize under the first
two of these accounts, that is the contributions to international or-
ganizations and to peacekeeping. We are requesting $100 million in
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fiscal 1998 for this purpose, and an advance appropriation for fiscal
1999 of $921 million.

I want to underscore the importance of all these requests because
they all serve American interests. From your opening remarks, Mr.
Chairman, and from those of the distinguished Senator from Cali-
fornia, I think we are very much in agreement on the principles by
which we should proceed to address these problems, because par-
allel to the provision of the funds that we have requested, the ad-
ministration does indeed intend to continue its very vigorous pur-
suit of U.N. reform.

Largely at U.S. instigation and indeed with very strong Congres-
sional support, several significant reforms have already been intro-
duced. We have a no growth budget in the United Nations, we have
the creation of an inspector general function, we have substantial
cuts in staffing, we have an informal moratorium on future global
conferences, we have, as I said, a substantial reduction in the num-
ber of U.N. peacekeepers, and much closer review and consultation
in the U.N. and with the Congress on any new or expanded peace-
keeping operation. But we still have a long way to go, and we know
that.

We are pursuing a broad range of reforms designed to introduce
better efficiency and budgetary discipline in every part of the U.N.
system in which we operate, in UNCTAD, in the economic commis-
sions, and in the specialized agencies. On the budgetary front in
particular, and parallel with this funding request, we seek this
year to cut overall U.N. costs and the U.S. share of these costs. It
is particularly timely this year because in these next few months
the budgets for the specialized agencies will be established for the
1998-’99 period, affecting our contributions in our fiscals 1999 and
2000. And this is the year in which the scale of assessment will be
set for the next 3 years. So this is the year, if we are going to not
only bring about budget discipline but lower the share of U.S. costs.

We have put on the table at the U.N. in New York a proposal
to do that, to do two things: To get the U.N. to recognize the con-
gressionally mandated cap of 25 percent on peacekeeping, and to
bring our regular assessments down closer to 20 percent. That is
going to be debated and it is going to be a tough debate, and we
need your help. We have had support from allies, from others, from
the Secretary General, from the U.N. General Assembly President,
whom I think you met here in Washington not long ago, to carry
out these and other reforms. But everybody says to us the same
thing, we have to have a commitment from the United States that
your arrears are going to be paid and this future funding arrange-
ment will be one on which we can count.

That is why we have asked for the good faith indications present
in both the FY–98 request and the advance appropriation. We
think we need that leverage this year, indeed in the next few
months, to carry out these reforms. I think with that we are going
to get them, I really do.

I just want to say, Mr. Chairman, in closing, that, as you know,
the Secretary has emphasized how important this is for the admin-
istration for our overall foreign policy. She welcomes, as do all of
us in the administration, the formation of the leadership group to
work with her and Ambassador Richardson and ourselves on this.

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00222 Fmt 6601 Sfmt 6602 E:\HEARINGS\47753.005 INET01



218

I want to assure you, Mr. Chairman, on behalf of the administra-
tion, that we want to work with the relevant committees who au-
thorize and appropriate throughout this process. This has to be a
collaborative process, it has to be one in which we reach an agree-
ment on how to proceed.

On that basis, Mr. Chairman, I am more than happy to answer
any questions that you have. Thank you.

[The prepared statement of Ambassador Lyman follows:]

PREPARED STATEMENT OF AMBASSADOR LYMAN

Mr. Chairman, members of the subcommittee;
I am grateful for this opportunity to testify before the subcommittee in support

of the Administrations request for funding for international organizations and con-
ferences for fiscal year 1998. This is considerably more than a routine funding re-
quest, and I hope to be able to use this session to explain what we are trying to
achieve by it. Let me note at the outset that Secretary Albright and other Adminis-
tration representatives are looking forward to the meeting with the Congressional
leadership later today to engage more fully on proposals for reform of the United
Nations.

We are at a critical juncture regarding future U.S participation in international
organizations, especially the United Nations system. As recent experience has
shown, the and its affiliated organizations are vitally important for the United
States, as a forum for pursuing our broad policy goals in such diverse areas as secu-
rity, trade and human rights, and as a source of practical benefits to the American
people and American business. For example:

• The UN has helped to end civil wars and build democracy throughout the globe,
notably in several Central American countries close to our own borders; massive
flows of refugees from these countries can now be concluded;

• The World Health Organization, having eradicated smallpox at a savings to the
U.S. of more than $300 million annually in immunizations costs, is now em-
barked on a similar worldwide campaign against the scourge of polio;

• The Food and Agricultural Organization sets quality and safety standards that
help protect American consumers and facilitate U.S. food exports, which earn
us more than $60 billion annually;

• And in the new threat areas of terrorism, crime and drugs, the UN is becoming
an important force in mobilizing the international cooperation we need.

• The UN system serves our interests well. But our ability to use it effectively
in the future will be undermined unless we can accomplish three ambitious and
demanding tasks over the next few years: first, substantially reform and rein-
vigorate the system so that it can meet the challenges of the 21st Century; sec-
ond, reassert and sustain American leadership; and third, reduce U.S. financial
contributions to a politically sustainable level. The Administrations budget pro-
posal is designed to give us the tools to achieve these goals.

In concrete terms, this proposal is as follows:
—for Contributions to International Organizations (CIO), $969,491,000, which
would fully fund our assessed contributions for calendar year 1997;
—for Contributions to international Peacekeeping Activities (CIPA),
$240,009,000;
—for International Conferences and Contingencies (ICC), $4,941,000;
—and for International Organizations and Programs (IO&P), $365,000,000.

In addition, the Administration is seeking funding to pay, in full, our arrears under
the first two of these accounts. We are requesting $100 million in FY 1998 funds,
$54 million for UN regular budget arrears in the CIO account and $46 million for
CIPA; and an FY 1999 advance appropriation of $921 million as an FY 1997 supple-
mental.

While requesting this funding to cover our current obligations and past arrears,
the Administration will at the same time continue its vigorous pursuit of UN re-
form. Largely at U.S. instigation, several significant reforms have already been in-
troduced: adoption of a no-growth regular UN budget; creation of an inspector gen-
eral function; and substantial cuts in staffing. An informal moratorium on global
conferences is in place. The number of troops involved in UN peacekeeping oper-
ations has been reduced from 78,000 to about 25,000 over the past two years. New
peacekeeping proposals are far more carefully reviewed for size, mission and exit
strategy, as well as appropriateness to the task.
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We have made a good start on our reform agenda, but clearly much more is re-
quired. And indeed our efforts continue unrelentingly. We are pursuing a broad
range of reforms designed to introduce greater efficiency and budgetary discipline
in every part of the UN system in which we participate—in UNCTAD, the economic
commissions, FAO, the ILO and every other part of the system.

The Secretary General has the authority to adopt significant managerial reforms
within the UN Secretariat, and we will continue to urge that he do so as quickly
as possible. But the broader budgetary and structural reforms that we also seek
must be negotiated with the other member states of the UN as well as with the
governing councils of affiliated organizations. If we are to succeed in these negotia-
tions, we will need the powerful leverage that will come from having in hand an
authorized and appropriated funding to pay our arrears. This is where the advance
appropriation we are seeking for fiscal year 1999 is so important to our reform ef-
forts.

The broad reforms that we intend to pursue fall into five general categories: budg-
etary, personnel, oversight, management peacekeeping. We seek to eliminate func-
tions that are no longer relevant, consolidate overlapping programs, and set prior-
ities that are clear and achievable. We aim to set up or strengthen effective over-
sight systems in the major UN specialized agencies.

Specifically on the budgetary front, we seek to cut both overall UN costs and the
U.S. share of those costs. Our goal is a reduction of five percent in the budgets of
the major UN specialized agencies for the 1998-99 biennium, together with a ceiling
of zero nominal growth in other UN budgets. We will also seek to trim the budgets
of other international organizations not part of the UN system. In upcoming nego-
tiations on the United Nations scale of assessments, our objective will be to lower
the U.S. share of regular UN costs from 25% to something closer to 20%. At the
same time, we would bring our UN assessment for peacekeeping down to the 25%
mandated by Congress. We will work to ensure that any revised scale of assess-
ments agreed in New York would also be adopted by the specialized organizations
affiliated with the UN.

Our intent here, with the help of the Congress, is to reduce U.S. assessed con-
tributions for FY 1999 and 2000 to international organizations currently funded by
the CIO account to about the level actually approved by the Congress for fiscal
years 1996 and 1997—about $900 million. This would represent a reduction of about
ten percent in our current obligations to these organizations. Assuming the Con-
gress would be willing to continue to appropriate funds at this level, the U.S. would
not incur further arrears. We would thus have established a sound and sustainable
basis for U.S. participation in a reformed and more effective UN.

The Administration has heard the message from the Congress. You want a UN
system that is leaner and more efficient, that costs less, and that is responsive to
U.S. interests in the international arena. So do we. This is the overall purpose of
our reform effort.

But reform will not be an easy task. Crucial to the success of our efforts will be
decisive action on our part to pay our current arrears to the UN and to prevent any
future build-up. These arrears now total more than $1 billion, and if we are not able
to reduce our assessments as planned and Congressional appropriations remain at
the FY 1997 level, they will grow by some $100 million annually. Our influence and
reputation have already suffered appreciably as a result of this heavy indebtedness;
further erosion of our ability to lead is manifestly not in our interests. Our allies
and friends are increasingly eager to work with us to bring about the reforms that
we need; but without exception they insist that we must at the same time dem-
onstrate that we will promptly pay our arrears.

Thanks in large part to the groundwork that we have carefully laid over the past
few years, there is a momentum for reform throughout the UN system. The new
Secretary General has voiced strong support for reform and has undertaken both
to introduce managerial improvements in the Secretariat and to put forward propos-
als for wider reform for consideration by the member states. The current President
of the General Assembly is likewise a firm supporter of reform. We need to move
swiftly and decisively to take full advantage of this window of opportunity.

The coming nine months present a unique opportunity to achieve budgetary re-
form. During this period budgets for the 1998-1999 biennium will be set and the
triennial review of the scale of assessments will be conducted. Decisions on several
of these budgets will be made by June. We are fully committed to pursuing the tar-
gets for these negotiations which I have just outlined. But our ability to achieve
them will depend substantially on our credibility regarding our arrears. Early ap-
proval of our FY 1997 supplemental request for an advance appropriation of $921
million, payable in FY 1999, to help clear these arrears will provide us the negotiat-
ing leverage we require during this critical period to achieve the reforms I’ve been
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discussing with you today. We are asking the Congress to come together with the
Administration to give a prompt and clear signal that the U.S. will pay its debts.
If we can do this, we stand a good chance of success. But if we cannot, then we
will have lost a valuable opportunity to secure the changes in the UN system that
we both agree are necessary.

I would stress one other point: this proposal for the U.S. to get out of debt and
stay out of debt depends not only on budgetary reforms and provision of funds to
pay existing arrears but also. on full funding to cover our regular contributions for
FY 1998. U.S. assessments for calendar year 1997—paid out of FY 1998 monies—
are already set in the 1996-97 biennial budget. They cannot be changed in the budg-
et negotiations we will undertake this year. Failure to fund these FY 1998 assess-
ments fully would land us back in debt right away.

Mr. Chairman and members of the subcommittee, Secretary Albright has empha-
sized in recent statements the importance that the Administration attaches to mov-
ing forward with a better set of international organizations led by a strong and re-
spected United States. But doing this, as she points out, requires us to put the issue
of arrears behind us, for once and for all.

The Administration and the Congress share the goal of a reformed UN system
that costs less and in which the U.S. continues to lead. We are prepared to work
intensively with the leadership group established by the Majority Leader as well as
with the relevant committees and subcommittees of Congress in order to reach
agreement on the means to achieve this goal.

Thank you very much.

Senator GRAMS. Thank you very much, Mr. Lyman. I would like
to just start out talking about the arrears, and of course the man-
dated U.N. reforms that Congress is looking for. Just to kind of go
back a little bit, you know, the administration has frequently dis-
agreed with some of the congressionally mandated withholdings of
U.S. payments to the U.N. to gain leverage on the reforms that we
have been seeking. However, we should look at the results.

Do you think that the U.N. and other member states would have
agreed to set up an inspector general’s office or adhered to a no
growth budget for the 1996–1997 biennium without this type of
pressure from the U.S.?

Ambassador LYMAN. I think there is no question, Mr. Chairman,
that without extraordinary U.S. efforts and pressure this would not
have been accomplished. I think that the U.S. has unquestionably
been the leader in getting these reforms. No question about it.

On the other hand, there is also a negative side to it in that
there is a very strong feeling, including among some of our allies
in the reform process, that the United States tends to be unilateral
about it, tends to legislate on commitments that need to be worked
out in the context of the United Nations, such as on the scale of
assessment. So it cuts a little both ways. But I have to tell you,
Mr. Chairman, I agree, there is no question that without the strong
pressure from the United States, and I mean both the Congress
and the administration, we would not be where we are today.

Senator GRAMS. In fiscal year 1997 Congress did appropriate $50
million to begin repaying some of the peacekeeping arrears. How-
ever the payment was conditioned on at least two of the following
three reforms being achieved. One would be the savings of at least
$100 million in the expenses of certain U.N. divisions and activi-
ties. Two, a reduction of 10 percent in the number of U.N. staff.
Or three, the adoption by the U.N. of a budget outline for the
1998–1999 biennium that was below the current no growth budget
for 1996–1997. So although we are now almost halfway through the
fiscal year 1997, the $50 million still has not been released, pre-
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sumably, because the administration cannot certify that the above
reforms have been achieved.

Ambassador Lyman, can you give us an update on the status of
the certification that would be able to release the $50 million?
What are some of the specific problems making the certification yet
to this point?

Ambassador LYMAN. I am glad you raised that, Senator. We take
these certifications very, very seriously, and we look at them with
a great deal of attention, including all our lawyers. We have just
sent up to the Congress our certification determination on the in-
spector general’s office, which was also in the legislation. We want-
ed to be very, very careful in that case that we had indeed satisfied
ourselves that the terms of the legislation were met.

I am very confident we are going to be able to meet the terms
with regard to the $50 million, particularly the latter two of the
three that you mentioned. As you know, we have been working
very hard to get detailed figures on staffing, which we just got yes-
terday, and that is going to help us greatly on one of those. The
budget outline has been submitted but we have to see the recosting
of it to get the final costs of it. I am confident that we will be able
to meet those criteria, but I want to be absolutely certain and on
very solid ground before I recommend to the Secretary.

Senator GRAMS. In another area, on U.N. tax credit, kind of con-
troversial, but in the State Department’s budget request the ad-
ministration is utilizing a U.N. tax credit of $27 million from the
1994–1995 biennium. Those dollars are being used to offset new
U.S. contributions to the U.N. for fiscal year 1998. Now, that is
kind of complicated for me anyway, but can you explain exactly
how this U.N. tax credit, how the procedure works and why this
credit is left over from the 1994–1995 biennium?

Ambassador LYMAN. Boy, I was afraid you would ask about that.
That is one of the most complicated things in this whole business.
In essence what the U.N. does is reimburse employees of countries
who require their citizens to pay income taxes, because in general
international employees do not. So what they do is estimate the
amount that they would have to reimburse the American employ-
ees for their payment of income taxes, and put aside funding for
that from our contribution.

What happened in this case is that after the fact they discovered
that they set aside much too much money, and they have now said
they have $27 million in excess. They wanted to apply that to our
arrears. We said no, we would rather use it to reduce our assess-
ment, and we want to deal with the arrears question in the way
we have. So that is the way it works.

It is not a happy situation. We do not like this whole set-up. To
change it we have to work with our Internal Revenue Service on
a different way of doing it. We are engaged with them on that, and
it is one of the things we hope to work on over the next year.

Senator GRAMS. Why not apply it to the arrears rather than fu-
ture contributions?

Ambassador LYMAN. Well, because we thought in the first in-
stance we would be able to reduce our request for this fiscal year
and second, we wanted to deal with the arrears, as we said before,
in the context of getting changes in the way we are financed across
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the board in the U.N. as part of this overall package. We felt that
it was best to not apply that to arrears, but to just reduce our re-
quirements for this year. It could have gone either way, but we just
felt this was better.

Senator GRAMS. In February of this year, two officials with the
Rwandan war criminals tribunal were forced to resign after the
U.N. office of Internal Oversight Services, the OIOS, found serious
problems in the operation of their offices. Do you know what other
actions have been taken to address the serious management and
operational difficulties at the tribunal at all?

Ambassador LYMAN. Yes. They have put new people in charge
there of those operations. Two senior officials have been dismissed.
I think there are further actions being studied which have not been
announced yet. I think that is a good example of why it was so im-
portant to get an independent inspector general function into the
United Nations. I do not know what further steps, whether restitu-
tion or other things are being pursued, and I will try and get you
that information.

[The following material was subsequently supplied for the hear-
ing record by Ambassador Lyman.]

Upon the issuance of the report by the UN Office of Internal Oversight Services
(0105), Secretary-General Kofi Annan stated that he is ‘‘committed to closing the
gap identified by the 0105 and taking all required measures to streamline and
strengthen the Secretariat’s support to the Tribunal.’’ The 0105 report made 26 rec-
ommendations for improving the functions of the ICTR. Certain of the recommenda-
tions, such as appointment of a new Registrar and a new Deputy Registrar, have
already been completed. The report also recommended selection of a qualified Dep-
uty Prosecutor, and we are aware that Chief Prosecutor Louise Arbour is close to
making her selection to fill this key post. She is also visiting the region frequently
and reviewing prosecution strategy.

Previously, no single Department of the UN Secretariat had been assigned to
oversee the Tribunal’s operations. The 0105 report recommended that the UN De-
partment of Administration and Management be designated as the lead department
in the UN Secretariat to support and monitor the Tribunal’s operations.

The U.S. mission to the UN is having meetings with appropriate UN Officials to
impress upon them that, in addition to implementing other 0105 recommendations,
the Department of Administration and Management must carry out this responsibil-
ity completely, intensively, and on a sustained basis.

The OIOS has committed to conduct a follow-up review in the areas where serious
problems were noted. This review is scheduled to take place in the second quarter
of 1997.

Senator GRAMS. But right now do you feel the U.S., or maybe the
U.N. are confident that the Rwandan tribunal is now competent to
deal with the crimes that it is investigating?

Ambassador LYMAN. I think so, and at least we have put an end
to what was going on before and we have got better people out
there to do these functions. You know, it comes at a very sensitive
time because the trials are beginning, and they are very important
trials of people accused of genocide. So it came at a terrible time.
They work under very difficult conditions in Arusma They work
under much more difficult conditions physically than in The Hague.
But I think the Secretary General has acted very quickly. He
wants to put this on a very sound basis.

I will get you updated information as we get it on what is being
done.

Senator GRAMS. Thank you very much, Mr. Lyman. Senator
Feinstein.

Senator FEINSTEIN. Thank you very much, Mr. Chairman.
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I am glad you mentioned Rwanda and the war crimes tribunals.
I have had real concern, Mr. Lyman, for some time, particularly
with respect to Bosnia. I gather in Bosnia there have been some
75 people who are wanted for prosecution in The Hague for war
crimes, and I cannot remember the exact figure, like 5 or 6 deliv-
ered.

To those of us that happen to be women, and I have discussed
this with women of both political parties in the Senate, I think it
is fair to say that we feel very strongly that these people should
be brought to justice. This is the first, well, not the first time, but
a major instance where rape was used as an instrument of war,
and to let people get away with this I find is most obnoxious and
unacceptable.

I notice this small amount in the budget of $6.2 million for Bos-
nia and $6.2 for Rwanda. How exactly is this money used? Where
does the money come from for the exhuming of graves? Many of us
would like to see the situation in Srebrenica, where there are still
some 6,000 or 7,000 people missing, resolved. Could you explain
how this part of that budget works, and how we can have some
confidence that these war crimes criminals are going to be brought
to justice, and that these graves are going to get exhumed?

Ambassador LYMAN. Well, on the funding, the tribunals are fund-
ed in an unusual way. They are funded half through the peace-
keeping assessment and half out of the regular U.N. budget. It just
happens to be the way in which the tribunals got started. We fully
fund our share in both cases, both through the regular budget and
through the peacekeeping. Funding is not a major problem for the
tribunal. I might add that we have seconded expert staff to the tri-
bunal.

Senator FEINSTEIN. So what you are saying is there is adequate
money.

Ambassador LYMAN. There is adequate money. The problem is
more in access and, of course most of all, the cooperation of the
parties in turning over those who are indicted.

This is of major concern to us. Cooperation with the tribunal was
written into the Dayton Accords. It continues to be a major concern
on our part. I know the administration is giving a lot of thought
to how to have this more fully implemented.

I might say, you point out something very, very important. I dis-
cussed this question with Justice Goldstone, who was the first pros-
ecutor and whom I had known in South Africa, and he felt too that
it was extremely important that the tribunal had identified and
made this kind of terrible rape a war crime. That had never been
done before; now that the tribunal has so designated it people can
be indicted on that basis and brought to justice.

There is a lot of thought and work going on, which I can have
briefed to you, on what we believe can be done to get the war
crimes aspects of Dayton fully implemented. But it is not a funding
problem. It is much more a political problem.

Senator FEINSTEIN. This is just my feelings, Mr. Chairman, but
I am going to express them not being terribly reserved. In some
way aid development help really ought to be conditioned on the
turning over of war crimes criminals. If we cannot do it in this sit-
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uation, think of what the future could portend. The atrocities that
were committed, I mean, I really thought that the whole world
learned from World War II. If anything, what this war points out
is that the world did not learn at all. I think what some of the situ-
ations in African countries point out is that the world did not really
learn at all. So I think those of us that really believe that there
has to be some morality, some responsibility for that morality in
the world, this becomes a very important focus. I really want to
stress that.

Ambassador LYMAN. Senator, you are absolutely right. Not only
is it a moral necessity, but there is no way to end this kind of en-
mity and conflict if there is not some justice. If people do not feel,
for example in Rwanda or in Bosnia, that there is culpability and
justice, then what will happen is a thirst for revenge will fester and
fester and manifest itself in a worse way. So it is not only a moral
necessity, which it is, but it is also necessary to take this kind of
a conflict out of the revenge-counter revenge cycle, and get at it
into a way that people do not continue to carry out this kind of
thing.

Senator FEINSTEIN. Are we pushing for more exhumation of
graves?

Ambassador LYMAN. I will have to get an answer from our people
who work directly on Bosnia on that, but I will get you an answer
on that.

Senator FEINSTEIN. I would appreciate it if you would.
[The following material was subsequently supplied for the hear-

ing record by Ambassador Lyman.]
Under the auspices of the Office of the High Representative (OHR), the Bosnian

parties have agreed on an exhumations program which will commence in a few
weeks. The U.S. Government is supporting the program by providing demining as-
sistance. We see exhumations as a confidence-building measure among the parties.

Senator FEINSTEIN. There is one other area that I wanted to ask
you about, and it has to do with Afghanistan. I have watched this,
and it is just one horror story after another. I believe that since
1979 more than a million of Afghanistan’s 16 million inhabitants
have been killed, and millions more have become refugees. Kabul
has virtually been obliterated by factional fighting, with over
45,000 civilians killed, almost every prominent building is either
destroyed or damaged.

Now, with the ascendancy of the Taliban, Afghanistan really is
going through a new conflict. Some say it is true Islam, others say
it is rampant abuse of human rights, with the women of Afghani-
stan really becoming the latest victims. Could you provide us with
more detail on exactly the contours of a United Nations led peace-
keeping mission in Afghanistan? What it might look like, what sort
of plans are being used to provide you with the means to estimate
the costs of the operation? Beyond the $15 million requested in this
budget, would there be any additional U.S. obligations or involve-
ment?

Ambassador LYMAN. Senator, I share your horror at what has
been happening in Afghanistan over these many years. We put in
a budgetary request for Afghanistan on the hope and possibility
that the conditions would be right some time during the coming
year for the U.N. to play a peacekeeping role. But one thing we
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have learned painfully over the last few years is the only time a
U.N. peacekeeping force or presence is effective is where the par-
ties have come to an agreement that they want peace, and where
the U.N. is therefore an effective bolster to that process, and there
is a political process going on to resolve the issues.

Those conditions do not exist today in Afghanistan, and without
them, putting in a U.N. peacekeeping would be like the terrible
things we saw in Bosnia when the U.N. went in when there was
no peace. But there is a U.N. envoy and there are lots of other ef-
forts going on trying to get to that point, either because the parties
get exhausted from fighting or because they realize there is no
military solution or because moderates who feel that enough is
enough decide that it is time to have a process and to stop the
fighting. At that point we hope the U.N. can indeed play a role.

We have done very rough estimates here, and they are not based
on any detailed planning from the United Nations, because we are
not at the point where we have the conditions to say OK, here is
what the parties are ready to do, here is the kind of peace process
they are willing to engage in, and here is what the U.N. specifically
has to do, whether it is to observe, whether it is to walk a line, et
cetera. Until we get to that kind of a point, I am afraid we do not
have those details. But as soon as we think that is possible we will
start consulting with the Congress on it. For now, the efforts are
overwhelmingly on the diplomatic side to bring about those condi-
tions.

Senator GRAMS. Thank you, Mr. Lyman. We will move onto an-
other round of questions here while the Senator gets a drink. Du-
plication among some of the international organizations is what I
would like to focus on, and to refer back to the fiscal 1998 budget,
the State Department is requesting contributions of $50 million for
the Pan American Health Organization, which is an inter-Amer-
ican organization, and then another $107 million for the World
Health Organization, which is a U.N. specialized agency.

Can you explain the relationship between these two organiza-
tions in the funding requests?

Ambassador LYMAN. The Pan American Health Organization pre-
cedes the U.N. it was created earlier and was in existence when
WHO was created. The agreement was that the Pan American
Health Organization, in addition to its original role, would also
serve as the regional arm of WHO. But when the Pan American
Health Organization puts together its budget, it does so based on
the contributions that come through the inter-American system
and a contribution from WHO, and presents a single budget to the
board. So we are able to look at that budget in terms of what we
contribute to each organization.

PAHO has been very well run. I have to say much better run
than WHO is right now. It has been doing some very fine things
in the Americas. There is a worldwide campaign, as you know, to
stamp out polio. Already the transmission has been stopped in the
Americas. No measles cases have come into the United States in
the last year from other parts of the Americas. So it is a good oper-
ation.

But there too we are going to call for some budget reductions.
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Senator GRAMS. Has there been any concern by the U.S. of any
overlaps of the two organizations? And if so what has been done,
are efforts made there?

Ambassador LYMAN. We do it by looking at the total budget
which incorporates both the contributions to the inter-American
system and the WHO, so that in effect anything that is carried out
in the Americas from WHO is really carried out through PAHO.
They are the arm. So by looking at the PAHO budget, examining
it, seeing what it is doing, we get a handle on what WHO does in
the region.

As I said, their budget is more transparent than the WHO cen-
tral budget. They are better managed. And therefore we have a
better understanding of where there is duplication or overlap or
just not lack of prioritization. We have lots of problems with WHO
on this.

Senator GRAMS. I guess the obvious question would be why are
they not just merged, consolidated?

Ambassador LYMAN. Well, in effect they are because PAHO is the
entity.

Senator GRAMS. But with separate budgets.
Ambassador LYMAN. They get a contribution from the central

budget, but the larger part of their budget comes through the inter-
American process.

Senator GRAMS. Are there any other reforms that the U.S. is
looking at as far as PAHO goes that you would like to highlight
or talk about?

Ambassador LYMAN. I think in PAHO and in WHO in general we
are arguing for much more prioritization. In health you can look
at almost everything, and we are saying, you know, there are some
things that PAHO and WHO do not have to look at. Therefore we
think by focussing on the most prominent disease threats PAHO
could reduce its staff somewhat, reduce some of its studies and con-
centrate on things like measles, like polio, et cetera, and in their
strengthening country capacities to carry out these programs. That
is why—with that and some management improvements—we are
calling for a 5 percent reduction in their budget.

Senator GRAMS. Other international organizations in the ques-
tion of duplication, again I will go back to the fiscal 1998 budget
which requests contributions of $17 million for what is called the
Inter-American Institute for Cooperation on Agriculture, and $81
million for the Food and Agricultural Organization, which you
highlighted, the FAO. Again, one is an inter-American organization
and one is a U.N. specialized organization, both having the same
goals.

Could you explain again the relationship between the two, and
if there are any U.S. concerns over the overlap of responsibilities
or services?

Ambassador LYMAN. Where the overlap comes is in a problem we
have with some of the specialized agencies. In other words, we
think an organization like FAO ought to concentrate on establish-
ing norms, setting standards, providing a scientific and profes-
sional basis for trade and agriculture for problems of food security,
et cetera, and should be less of an operational, technical assistance
agency. FAO, because most of its members are developing country
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members, is under pressure to do a lot of technical assistance as
well as these other things, and that is one of our problems in the
FAO because then it ends up duplicating UNDP or the World Bank
or the Inter-American Development Bank.

The IICA in our view can focus best on issues particularly in the
Americas of producing better trade in agriculture, better develop-
ment of seeds and testing, and things that facilitate growth of agri-
cultural trade and development in the Americas. It is a very coun-
try-specific and region-specific organization.

There are problems of overlap, and it is part of the reform we
are pushing in this organization and in FAO exactly along the lines
you have suggested.

Senator GRAMS. Again, the question is why not consolidation,
where both sides could work for a mutual goal, still having their
specialties but under one set of administration, so to speak, and be
able to downsize?

Ambassador LYMAN. I think some of the Latin American coun-
tries would probably prefer to have FAO consolidated in IICA than
the other way around. Your point is very well taken, and we will
pursue that further, Mr. Chairman.

Senator GRAMS. Going back to the World Health Organization, I
had another question I would like to ask on that. Again, a Feb-
ruary 1997 GAO report indicated that WHO trails other agencies
in management and budgetary reforms. I think you have kind of
alluded to maybe not as good as PAHO. But according to the report
the U.S. and others have urged the organization to eliminate non-
priority programs to bring the budget in line with available re-
sources. Instead of eliminating non-priority activities to meet short-
falls caused by late or non-payment of regular budget assessments
in 1995, WHO froze 10 percent of the budget program. In addition
GAO reports that from 1991 to 1995 the number of senior level pro-
motions given by WHO’s director general have increased. Senior
level ungraded posts increased by 23 percent, and also other senior
level graded posts increased by 16 percent.

So, should the U.S. pay its arrears to WHO if reforms to correct
these kinds of problems are not implemented?

Ambassador LYMAN. Mr. Chairman, as I mentioned before, we
have serious, serious management problems at WHO, and we feel
very strongly, and we make no secret of it, that it needs new lead-
ership. Some of the reforms—most of the reforms—probably are not
going to be implemented until we get new leadership. Here is one
of the most distinguished, and should be one of the most revered
organizations in the international system, with a history of
achievement and importance, but quite frankly the very things you
have mentioned have bothered us.

We are not getting the shifting of resources into the priority pro-
grams. We are not getting the staffing transparency that we want
or the allocation of staff that we want.

What some other donors have done, because they feel differently
than we do about assessed contributions—they do not feel that they
can withhold those under treaty provisions—but some of the other
donors cut back their voluntary contributions. For example, a year
ago Denmark, which is a major contributor in foreign aid, cut its
voluntary contributions to WHO by 50 percent in order to get cer-
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tain reforms. One of the other Scandinavian countries did the
same. And they got the reforms in those programs they were work-
ing on. We have talked to them about this question and they said
well, they do not believe in doing that with assessed contributions
but they agree with us on WHO reform.

With an eye to the general assembly of WHO, the World Health
Assembly in May, we have already started demanding not only
budget reductions but a much more transparent budget. We are
going to keep fighting for that. There is a lot of resistance for a lot
of reasons, but I think we are building up support. Quite frankly,
I think we need new leadership to get the full range of reforms we
want.

Senator GRAMS. Some of the concern has been we are facing
these budget restraints and the reforms have not been coming. Full
funding of WHO, how would that lead to reform?

Ambassador LYMAN. WHO has done something we do not like,
and we have raised this throughout the U.N. system. When they
have shortfalls they borrow internally, including from their own
pension fund. It is not a way to deal with financing. It is not a way
to deal with budget transparency, and that is another complaint we
have had and one of the reasons we have argued for a different ap-
proach to the budgeting in WHO.

Senator GRAMS. The U.S. has completely withdrawn from some
agencies. An example is the United Nations Industrial Develop-
ment Organization. We withdrew at the end of 1996. Could you ex-
plain the reasons for the U.S. withdrawal from this organization?

Ambassador LYMAN. We have a lot of problems with UNIDO for
two basic reasons. One, we did not think it was terribly well man-
aged, and second, we did not think it deserved to continue to oper-
ate as a separate entity.

One of the things I think we have all learned is that when it
comes to industrial development, the private sector plays the major
role and should play the major role. Where assistance can be useful
is in developing the laws, the framework, et cetera, to allow private
investment to flourish. And there are other aspects of training, et
cetera, that could be valuable.

We did not think UNIDO was therefore playing a role that justi-
fied this kind of assistance and we withdrew because we were not
getting the changes we wanted. Other donors to UNIDO feel very
much the same way. They are debating now a number of things,
either reform of the entity or its being folded into another organiza-
tion. Some people want to fold it into UNCTAD so it is strictly re-
lated to policy and training; others want to fold it into UNDP for
technical assistance purposes. We are not party to that discussion
anymore because we are not there.

The treaty required that we pay the following year’s dues when
we withdrew. We have not done so. Congress has not permitted us
to do so. But even if you abolish the organization, some of the other
donors pointed out, you have got to fund out the pension plan; and
if the U. S. does not make its last contribution we all get stuck
with it. So we do owe that money, but I think there is a lot of feel-
ing that UNIDO is not carrying out a function of the kind that was
originally intended and which is as relevant today.
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Senator GRAMS. I think you have half answered my follow up on
that. The administration is asking, I believe it is for $68 million
to fund an organization that we have pulled out of. Again, why
should we fund this? But maybe you can elaborate on that.

Ambassador LYMAN. The agreement governing UNIDO, to which
we were a party—and this is true of most of the U.N. organiza-
tions—says that if you withdraw from the organization it takes ef-
fect at a certain date but you are obligated to pay that and the fol-
lowing year’s dues. So we owed them the following year’s dues and
there was a shortfall from the previous year, and that is what adds
up to this. So by the agreement we entered into when we joined
UNIDO we are obligated to pay those funds even though we with-
drew. Congress put a prohibition on doing so last year, but we feel
that we should come back because we will not get that wiped off
the books as arrears because it is clearly part of the obligation
when we joined.

Senator GRAMS. So even if the organization was disbanded, the
obligations would still be there in some respects?

Ambassador LYMAN. The obligations would still be there, and as
I mentioned, some of the people I have talked to who are thinking
of abolishing it are worried about how one takes care of things like
pension funds, et cetera.

Senator GRAMS. In addition to that organization, UNIDO, the
U.S. also withdrew from the Pan American Railway Congress Asso-
ciation and the World Tourism Organization. Again, can you out-
line the reasons for the U.S. decisions to withdraw from these orga-
nizations?

Ambassador LYMAN. Well, we took a look at all the international
organizations to which we belong—and you made a very good com-
ment in your opening remarks about the number of such organiza-
tions of which we are members. We did two things: We prioritized
them, and then we looked at ones that really did not serve Amer-
ican interests enough to be worthwhile. We did not think either of
those organizations served significant enough interests to stay in
them.

Tourism issues can be taken care of much better in other forums,
and frankly I do not think anybody is going to miss our participa-
tion in the railway commission.

We looked at the other smaller organizations that deal with high-
ly specialized parts of our economy or trade or law. In those areas
they are very, very important, but we needed to prioritize them
since last year Congress’s appropriation was $85 million short of
our total assessments. So we took the priorities and we said OK,
there are certain organizations for which we will make no cuts, like
NATO, et cetera. Then there are others which are of very special
importance to the United States because they touch a lot of Ameri-
cans in a very significant way or they are very close to our region,
like OAS, OECD—we will cut them a little. And then for the other
organizations we will hold back even more. Now, we buildup ar-
rears in doing that, but we took the largest percentage cuts in the
category that we felt had very specialized but not very broad scale
interest.

We are continuing to look at this list, and have to continue to
evaluate whether we should stay in each and every one of the orga-
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nizations. For each one there is a constituency, but we have to de-
cide whether that is a significant enough interest for the United
States, for taxpayers’ funding.

Senator GRAMS. So in other words of all the organizations we
still are members of, this prioritization is going on and assessment
is being made on whether we are going to remain or maybe the
possibility of withdrawing from some others?

Ambassador LYMAN. You are exactly right.
Senator GRAMS. Outside of the U.N. system the largest amount

of funding for arrears that the administration has requested is a
line of $24 million for OAS, the Organization of American States,
an inter-American body. Since the U.S. already pays for almost 60
percent of the OAS budget, the sum of which I guess totals $53
million in fiscal year 1998, how can the arrears really affect our in-
fluence within that organization?

Ambassador LYMAN. Well, I think we are, as you point out, pay-
ing close to 60 percent. We obviously play a major role. What hap-
pens when you fall into arrears is you do not immediately lose in-
fluence in that sense. You do create some resentment because peo-
ple feel it is an obligation and they worry that we are setting a
precedent that individual countries can decide yes or no, whether,
when, where they want to pay their obligations. We remain a major
player in the OAS. I think the issue about arrears in this case is
more that this organization is important and it does good work,
and that when we fall into arrears there are some things that the
OAS is just not going to be able to do.

OAS has really come a long way in being an important force for
democracy and human rights in Latin America in a way that just
was not true 10 or 15 years ago. It has played a very important
role in preventing reversals of democracy in places like Paraguay
or Haiti or Peru. Now it is focussing more on the agenda of the
Summit of the Americas to produce more trade, more economic de-
velopment, more markets. So the real problem with the arrears is
just reducing the amount that the OAS can do. I cannot say hon-
estly that at this point it is curbing our influence.

Senator GRAMS. When we talk about assessments versus vol-
untary participation, and again I will go back, we have 49 inter-
national organizations for which the President is requesting as-
sessed contributions. The U.S. participates in dozens of inter-
national organizations programs that it funds on a voluntary basis.
Last year, just to throw some figures out, those voluntary contribu-
tions totaled $267 million, which the U.S. thought was important
to be a part of, to support and to help, and that included donations
to such programs as UNICEF, the U.N. High Commissioner for
Refugees, et cetera. As you know, your predecessor, Mr. Bolton,
had recommended that the U.S. consider moving to a more vol-
untary agreement for many of the organizations to which we cur-
rently must make those assessed contributions.

I guess the question would be if we went to more of a voluntary
system would it create more of a free market type of an attitude
in which contributions were directly linked to the performance of
the organization? In other words, try and get them to respond to
the most important part, and that is to donations. So would it help,
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would it be a good idea to increase this and be more accountable
to the taxpayers, again looking for the results from these agencies?

Ambassador LYMAN. Well, the assessed contributions are for the
maintenance of an organization in general, which does not nec-
essarily cover assistance programs for example, but does include,
like in WHO’s case or FAO’s case, setting norms, standards, et
cetera. These functions require a constant infrastructure of exper-
tise. There is a very strong feeling within the U.N. that you need
a base of assessed contributions to maintain that structure.

On the other hand, we have taken the position that in major as-
sistance programs, whether humanitarian or development, we want
to do those on a voluntary basis. So UNDP, UNICEF, et cetera, are
done by agreement on a voluntary basis. That is the distinction we
have made, giving our country and others the right to judge wheth-
er a particular assistance program is a good one, is in our interest,
and is well run.

But if you applied that approach to many of these organizations,
their very future would be uncertain. The ability to keep a certain
minimum staff, to maintain a basic set of ongoing operations would
always be subject to up and down fluctuations. I think we would
get tremendous resistance from the other countries if we tried to
move many of these particular organizations in that direction.

Many other countries prefer the assessed system anyway. But I
think it is more because of the need for a certain base infrastruc-
ture that has to be predictable.

Senator GRAMS. Would it not mean that the well run and the
well producing agencies would always get the funding, and that
would be the incentive?

Ambassador LYMAN. That is true, but it may be essential to keep
going even one that is not running as well as you want. I men-
tioned how some of the other donors have handled the WHO prob-
lem, for example. They cut the voluntary side but not their as-
sessed contributions to WHO, and it had some impact. In fact
WHO’s voluntary programs are larger than their assessed pro-
grams, because other donors like us make a distinction between
that basic infrastructure, which is to set norms, standards, et
cetera, and carrying out assistance programs overseas on which do-
nors should make individual decisions.

Because you enter into an agreement at the beginning to provide
a certain base contribution on a regular basis, that is the way al-
most all of these organizations are set up. I think we would get
very great resistance trying to change that.

Senator GRAMS. One of the biggest areas of concern of course has
been peacekeeping contributions. Many Senators will note that the
President’s request for U.S. contributions to international peace-
keeping activities has gone down to $240 million, and I think that
is from $304 million in fiscal 1997, excluding the proposed arrear-
age payments. Moreover, this is significantly less than the U.S.
contribution of over $1 billion as recently as back in fiscal year
1994. As you know, the U.S. unilaterally lowered the U.N. peace-
keeping assessments from 35 to 21 percent, and that was done in
1994. The law passed, then by a Democratic controlled Congress,
and was signed into law by President Clinton.
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The question is, Ambassador Lyman, do you think this action by
the U.S. has caused the U.N. and also some of its member states
to think more carefully about what peacekeeping operations they
initiate, and then to calculate and to try and determine how much
they are going to cost in advance? So again, has this not been a
move to try to reign in some of these budgetary questions?

Ambassador LYMAN. I think, Senator, that what has motivated
the U.N. the most to reevaluate peacekeeping operations much
more carefully were the failures in Bosnia and Somalia and Rwan-
da. There was recognition that all of the members were attempting
to put peacekeeping operations in place of political settlement, if
you will, to try to put in peacekeeping where there was no peace.
Out of that came a very extensive internal study in the United
States, and most of the principles that came out of that study have
now been adopted by the Security Council itself and its peacekeep-
ing office—principles such as looking very, very carefully at the
mission, its appropriateness, its size, and its cost before you com-
mit. I think that sobering experience has had more to do with it,
frankly, than the change in our contribution.

What has caused a problem from the contribution side—not so
much the reduction to 25 percent as the general arrears—is that
peacekeeping nations are not being paid. This creates a problem in
recruiting peacekeeping nations in the future.

I think we all learned a lesson, and I think the consultation proc-
ess that Congress has called upon us to do and which we have been
carrying out has been very helpful to us. It gives us the chance to
discuss peacekeeping operations—we meet, as you know, with the
staffs once a month for a review—and then we formally notify Con-
gress in advance of any new or expanded peacekeeping mission. I
think it has given us all a chance to look much, much more care-
fully at these operations.

Senator GRAMS. Just a couple of quick questions before we ad-
journ, one dealing with Haiti and another with Africa. On Haiti,
the administration is required by statute to brief the Foreign Rela-
tions Committee monthly on U.N. peacekeeping missions around
the world, and during the December 1996 briefing of the committee
the State Department officials informed the committee that the Se-
curity Council had renewed the U.N. special mission in Haiti, but
it also added that the council did decide this would be the final ex-
tension of the Haiti mission, so this operation would end no later
than July 1997.

The President has not requested any fiscal 1998 funds for peace-
keeping in Haiti, yet during the March 1997 peacekeeping brief the
administration did inform the committee that consultations cur-
rently are underway to create a third mission for Haiti, so that
would thereby extend the U.N. presence there.

Ambassador Lyman, does the President’s fiscal year 1998 budget
request accurately reflect the administration’s current consulta-
tions at the U.N.? And how does the administration, how would it
intend to pay for any follow up mission in this regard?

Ambassador LYMAN. It is a very good question, Senator. This is
a difficulty in so many of these peacekeeping operations. You al-
ways have to look at the situation on the ground and make sure
not only that you have examined the appropriateness to start with,
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but that the exit strategy is right in terms of the objectives. In the
case of Haiti we had a lot of opposition from some members of the
Security Council to continuing the operation at all, and the agree-
ment was to make it final. But there is a feeling that some kind
of international presence, although not the same structure, is going
to be needed when this present operation ends.

What the form of that will be is still very unclear within the
U.N. and in our own discussions. If there is a follow on, and if it
is under U.N. auspices, there are two ways it might be financed.
It might be financed still in fiscal 1997 because the bills might
come in then, or we might have to come to you with a revision of
those estimates in 1998, within the overall total though, and say
look, now we think we need to reprogram to cover it.

But no decision has been made on that yet. I know that there
have been a lot of discussions, there are still more visits going on
down to Haiti. We will be keeping very closely in touch with you
on what, if any, U.N. presence is going to follow the July 31 dead-
line.

Senator GRAMS. So the administration is not committed then to
an exit date yet out of Haiti?

Ambassador LYMAN. We have not made a final decision on what
kind of international presence is appropriate after this particular
presence reaches the July 31 date. A lot of focus is on the police
side; that is where a lot of the attention is being put.

Senator GRAMS. On the police?
Ambassador LYMAN. On the police.
Senator GRAMS. Also, in dealing with the Africa issue, in the fis-

cal 1998 budget for peacekeeping the President is requesting $50
million for an African crisis fund. As you know, the administration
created this fund I think last year. It was appropriated $20 million
for peacekeeping efforts in the great lakes region of Africa, particu-
larly again Rwanda and Burundi. Ambassador Lyman, the Budget
in Brief for fiscal year 1998 indicates that the money will be used
for large scale peacekeeping efforts in the great lakes region. Does
the administration support sending a large scale mission to the re-
gion, and if so, what kind of conditions would have to exist for the
U.S. to support such a mission by the Security Council?

Ambassador LYMAN. I am sorry we used that term.
Senator GRAMS. Which term?
Ambassador LYMAN. Large scale. First of all, I think the Con-

gress was tremendously responsive in putting in the $20 million in
1997. It was an extraordinary act by the Congress. We were faced
at that time with what we thought might be an immediate and im-
pending crisis in the Great Lakes region which would require a
peacekeeping effort. That has not developed yet, and we have not
drawn on those funds yet, but that situation remains so delicate
and explosive in Burundi in particular. Now we have this whole
new situation in Zaire.

Quite frankly, Senator, we have been looking very hard at this
issue. There are very different opinions in the international arena
about how the U.N. might play a role in this. We continue to feel,
as we do in general, that you do not structure an operation in that
area of that kind unless you have some framework, some political
framework and some process of cease-fire and political movement.
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You cannot just put a peacekeeping operation in the middle of a
civil war.

We are very concerned about the humanitarian circumstances.
We are working very closely with UNHCR to see if they can get
to those refugees without the need for a force to do it.

When you look at Zaire and you look at the size of that territory,
I think we feel very strongly you cannot just assume that you can
put in enough forces to monitor the whole country. So what we are
looking at is first of all the political process, to get stabilization of
that situation politically, so that the sides are ready to talk about
peace and about a political process, in which the United Nations,
beyond its diplomatic efforts, can play a role. Then we would look
very, very carefully at the most practical way in which the U.N.
and/or others could reinforce that process; but we would not be
looking at it in a massive, large scale way. We do not think that
makes a lot of sense at all.

It is too early to give you details, because we do not really have
them. That is why I said I am sorry about that term, large scale.
The shape of this is still yet to be seen, and we have to think of
not only the Zaire case but the still very dangerous situation in Bu-
rundi. But we do not have specifics, we are not ready to even agree
that a force should be put there, and we just have to stay very,
very closely in touch with you on a regular basis.

Senator GRAMS. If no money has been drawn on the account yet,
the $20 million, and another $50 million being requested, is this
going to be used as some kind of a slush fund for activities in Afri-
ca like Angola, et cetera? You mentioned Zaire.

Ambassador LYMAN. No reprogramming nor other use of that
fund will be made without consultation with Congress. That is
clear and certain on our part. This year we may still have some use
for that fund. There is an operation possible in Sierra Leone, but
again the conditions are not yet right. But most likely of all, we
could have the conditions for doing something in the Great Lakes
region before this fiscal year is out.

I am glad we have not spent the $20 million without the right
conditions, quite frankly. We will not use it as a slush fund. We
will come to you whenever we think the conditions are right for
spending that in an appropriate way.

Senator GRAMS. One final question, I would just like to know
how long did it take to learn all the acronyms for all these pro-
grams, and do you have them all down pat now? You have done
a good job.

Ambassador LYMAN. I am glad you did not quiz me on it. It has
taken a long time.

Senator GRAMS. You have done a great job on it. Thank you.
Finally, I just want to ask unanimous consent that this hearing’s

record be kept open again for 3 business days, and that is to allow
for any further questions by any member of the Foreign Relations
Committee or this subcommittee to submit to you in writing any
questions. Again, Mr. Lyman, I do not believe these written ques-
tions will be unreasonable. In view of the fact that the Foreign Re-
lations Committee is again preparing the State Department Au-
thorization Bill. Again I would just ask you, can you assure me

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00239 Fmt 6601 Sfmt 6602 E:\HEARINGS\47753.005 INET01



235

that you will do your best to have them back within a week of re-
ceiving these?

Ambassador LYMAN. We will do so, Mr. Chairman.
Senator GRAMS. Thank you very much again, Mr. Lyman. Thank

you for your time today. I want to thank you for all of your an-
swers.

Ambassador LYMAN. Thank you.
Senator GRAMS. The committee stands adjourned.
[Whereupon, at 12:44 p.m., the hearing was adjourned, to recon-

vene at 10:05 a.m., April 9, 1997.]
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MULTILATERAL DEVELOPMENT BANK
FUNDING REQUEST FOR FISCAL YEAR 1998

WEDNESDAY, APRIL 9, 1997

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL ECONOMIC

POLICY, EXPORT AND TRADE PROMOTION,
OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.
The subcommittee met, pursuant to notice, at 10:05 a.m. in room

SD–419, Dirksen Senate Office Building, Hon. Chuck Hagel, (chair-
man of the subcommittee), presiding.

Present: Senators Hagel and Sarbanes.
Senator HAGEL. The committee will come to order.
Today the subcommittee meets to receive testimony in support of

the President’s Fiscal Year 1998 budget request for multilateral de-
velopment banks.

We are pleased to have with us the Deputy Secretary of the
Treasury, Hon. Larry Summers.

Secretary Summers, welcome. It is nice to have you.
The President’s 1998 request for the multilateral banks totals

$1.5 billion. This amounts to $583 million more than Congress ap-
propriated for Fiscal Year 1997, and $143 million more than the
President’s Fiscal Year 1997 request.

Secretary Summers, you and I had an opportunity to meet in my
office a little earlier this morning and I appreciated that oppor-
tunity because we were able to talk a little bit about your assign-
ment and what we hope to accomplish this morning.

This is a challenging time for you, for all of us, as we prioritize
resources. And I really do, as I said in the meeting this morning,
look forward to understanding in more detail, as I am sure that the
committee does, what your thoughts are, as well as the Secretary’s,
as to what we want to do and what we want to accomplish as we
go forward into the next fiscal year.

Most Americans and many Members of Congress do not accept
the notion that the foreign aid budget must be increased at a time
when our Nation is $5.4 trillion in debt and is running an almost
$200 billion annual deficit.

I appreciate that this administration has negotiated new replen-
ishments with various multilateral institutions and I suspect my
colleagues are grateful for that as well. These replenishments are
40 percent lower than in previous years, as we discussed. But the
President’s budget will face a bumpy road ahead. Given our Na-
tion’s enormous debt and deficit and given that the World Bank
has just celebrated its 50th anniversary, it seems to me, and I sus-
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pect to many of my colleagues, that we must reassess our Nation’s
role in these institutions to determine if they are worthy of U.S.
support into the next century.

Again, we were able to talk a little bit about that this morning.
As I said to you, Mr. Secretary, I certainly did not come to the U.S.
Senate to defend the status quo. Let’s look at all our programs, all
our resources. Let’s prioritize them, let’s sort out what works and
what does not work. I think along with that we will, and should,
develop some confidence in the American public and within the
American public, which is, after all, the taxpayer and the bill payer
for all of this. We want them with us as we go forward and use
this money in efficient and effective ways.

The United States should participate in multilateral lending in-
stitutions — the World Bank, IDA, and the other regional banks
— only if they can demonstrate tangible, positive effects on the
lives of Americans and only if we have the ability to stop loans
which run counter to U.S. economic and security goals.

The first question we should ask is do these banks further U.S.
national interests and bring stability, democracy, and respect for
human rights to the developing world. Often they do not. Many
times they do. Let me cite a few examples. I cite these, Mr. Sec-
retary, for the record. You have been up here many times and you
know the drill around here. We do things for the record. Then we
can get into some serious dialog.

Syria, black listed by the State Department for its support for
international terrorism, received $660 million from the World
Bank. Mauritania received $20 million from IDA in 1996. Mean-
while, the State Department’s 1996 human rights report states,
and I quote: ‘‘Mauritanians continue to suffer the effects of slavery,
many years and generations of slavery.’’ The people of Somalia and
Liberia have watched while their countries’ economies collapsed de-
spite $760 million from IDA. And, of course, the Government of
China, which has received 173 loans from the IBRD and IDA worth
more than $25 billion, as we know, is no champion of democracy
or basic human rights and we should take a careful look in that
direction.

Second, we must ask ourselves do the multilateral banks pro-
mote economic growth. Let me again cite for the record some exam-
ples. According to the Heritage Foundation, of the 66 developing
countries which have received World Bank loans for the past 25
years, 37 are no better off today economically than they were prior
to receiving World Bank loans.

The Ivory Coast, which received more World Bank aid than any
other African nation in 1996, has seen its Gross Domestic Product
fall 18 percent since first receiving World Bank aid in 1968. Be-
tween 1965 and 1995, Nicaragua received $637 million in World
Bank aid. Meanwhile, its GDP has plummeted by 50 percent dur-
ing the same period.

Perhaps as we consider these examples, we will see that some
are exceptions rather than the rule for these institutions and I am
well aware of that. But in any event, literally billions and billions
of American taxpayers’ dollars have been misspent over the years
in pursuit of policies at these institutions that are fundamentally
inconsistent with American interests.
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If these organizations claims that they are worthy of continued
United States taxpayer support, they are going to have to change
the way they have traditionally done business in some respects.

Again, Mr. Secretary, as you and I discussed earlier, I think we
all agree that we want to pursue that and that is in the interest
of all of quite. Quite frankly, it is in the interest of the recipient
nations as well and the people of those nations.

I look forward to your testimony and I would now like to say that
the ranking minority member, my distinguished colleague from
Maryland, Senator Sarbanes, I think is engaged in another hearing
where I should be. But you take precedence, Mr. Secretary, so I am
going to leave the housing issues of America at this time to Senator
Sarbanes and trust that his able leadership will see us through
this morning. And if he trusts me to get started, which I under-
stand he does, we will move forward, sir. I am very, very pleased
now to ask you for your comments.

STATEMENT OF HON. LAWRENCE H. SUMMERS, DEPUTY
SECRETARY OF THE TREASURY

Mr. SUMMERS. Thank you very much, Mr. Chairman. I am grate-
ful to the close attention that you have paid to a set of issues that
I think are profoundly important to the future of our country.

In many ways, the most important foreign policy challenge we
face, as the post World War II generation faced the challenge of
containing communism, is addressing the tremendous change that
is taking place in the developing world where five-sixths of human-
ity lives and where almost all of the world’s future population
growth is going to come.

Differences across the developing world are seismic, with more
than 2 billion people living in countries where standards of living
double within a decade but with hundreds of millions of other peo-
ple living in countries that are poorer today than they were 20
years ago.

Prospects for the United States remaining secure depend criti-
cally on what happens in the developing world and so, too, the ca-
pacity of the United States to remain prosperous. Nearly 42 per-
cent of our exports, nearly $350 billion last year, went to develop-
ing countries. Our exports to the developing countries of Asia ex-
ceed our exports to Japan.

I believe that the international financial institutions are a cen-
tral tool of U.S. policy addressing change in the developing world.
That is why I welcome this opportunity to discuss them today.

I believe that these are extraordinarily cost effective tools of pol-
icy in the sense that they lever U.S. resources in an extremely effi-
cient way. They lever U.S. resources because our contributions are
pooled with the resources of other countries, and they lever U.S. re-
sources because, by virtue of providing loans to other countries
rather than grants, we get something back.

Indeed, the leverage is so profound that the $1.2 billion of sched-
uled payments from the United States to the multilateral develop-
ment banks give us a profound influence over some $46 billion of
annual development lending that they undertake each year. This
is far more than we can afford to do bilaterally.
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By far, the multilateral development banks are the world’s larg-
est supporters of AIDS programs, child survival programs, girls’
education programs, clean water, and other essential investments
in basic poverty reduction. They are also a principal tool that we
have in seeking to bring about trade liberalization.

Indeed, it is worth remembering that a large fraction of the trade
liberalization that has taken place in the developing world has
taken place in the context of adjustment programs supported by
the multilateral development banks. Mexico’s tariffs came down
from 30 percent and more to 10 percent in the context of a World
Bank structural adjustment program prior to discussions on
NAFTA beginning. India’s tariffs were brought down very dramati-
cally in the context of an IMF/World Bank program in 1991, follow-
ing their financial crisis. These kinds of examples can be multi-
plied.

The international financial institutions also have a crucial role in
advancing our security interests by supporting reconstruction in
places like Bosnia where the World Bank is coordinating donor
funds, in Russia where the IMF has played a crucial role in encour-
aging a process that, while still incomplete, has produced a sea
change in the value of the Russian currency and a very important
disinflation.

In Africa, where the international financial institutions have
struggled, there are some important results. Uganda and Mozam-
bique have pursued concerted economical forms that have trans-
lated into annual growth rates of nearly 10 percent a year. Overall,
in Africa the growth rate has risen from 1 percent to 4 percent in
the last 3 years.

You mentioned in your prepared statement Cote d’Ivoire. While
Cote d’Ivoire has struggled and is, indeed, poorer today than it was
2 decades ago, in the last year supporting a vigorous adjustment
program, growth in Cote d’Ivoire has actually come to approach 7
percent.

The many disappointments that we face in the effort to develop
some of the poorest countries should not blind us to profound
progress that has taken place in the last generation. For IDA coun-
tries, countries that are only eligible for concessional lending, the
poorest countries in the world, standards of living on average have
doubled in the last 25 years. Infant mortality rates have declined
by nearly 40 percent, fertility rates have declined by nearly 40 per-
cent, primary education rates have increased by a third, and life
expectancy has increased by 8 years. It is worth putting that last
figure in perspective.

If you eliminated all cancer in the United States, life expectancy
would increase by less than 3 years. So that 8 year increase rep-
resents a substantial achievement in human development. This is
not to say there have not been huge disappointments, there have
not been occasions where resources have not been used as well or
as selectively as they could have and they should have been.

The United States has an important role in shaping policies of
these institutions to the extent that we are able to meet our obliga-
tions. The IMF is now emphasizing earlier detection of emerging
problems, encouraging countries to cut unproductive expenditures,
and expanding its financial market surveillance.
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The World Bank has increased the transparency of its operation,
encouraged much greater participation of affected peoples in project
design, created an independent inspection panel and auditing de-
partment and focused more attention on basic issues of governance,
such as corruption.

The World Bank’s reform efforts have culminated in a major new
program recently proposed by President Wolfensohn. Under a stra-
tegic compact, the bank will move staff and decisionmaking into
the field and develop an improved information system so that orga-
nization can better learn from its experience.

The administration supports this effort at reform and we con-
tinue to work with the bank on ways to refine the compact.

Let me say this, Mr. Chairman. I am convinced that leadership
is not free and that we cannot lead with other people’s money.
Questions legitimately raised by others regarding our commitment
to these institutions as large arrears accumulate erode our inter-
national influence and our credibility.

To preserve our capacity to lead, it is essential that we find a
way to pay off our large and persistent arrears to the multilateral
development banks which currently total $862 million. These ar-
rears have accumulated. They are a legacy of commitments that
have been made over many years.

Over the last 4 years, we have negotiated, as you mentioned in
your statement, down the continuing budgetary cost of the multi-
lateral development banks by 40 percent. In fact, the total of sched-
uled commitments of the United States to the multilateral develop-
ment banks is now less than the annual commitment just to the
IDA program that was entered into by President Bush and his ad-
ministration. And yet, our failure to meet even these reduced com-
mitments calls into question our commitment to the international
system. We are at a critical point in our relationship with other do-
nors and with these institutions. Our $1.56 billion request for the
MDB’s therefore includes $314 million as the first of 3 installments
to clear our arrears by the year 2000.

Let me just in conclusion spend a couple of minutes ticking off
the specific authorizations we are seeking.

For the IMF, we are requesting approximately $3.4 billion for
U.S. participation in the new arrangement to borrow. This action,
which does not have budgetary cost, represents a contingent set of
credit lines to the IMF to deal with financial crises that could po-
tentially threaten the stability of the international financial sys-
tem. It provides us a way of locking in burden sharing in the event
of any future Mexico type crisis.

IMF members are also reviewing the adequacy of current IMF
quotas which finance the ordinary lending of that institution. If as
a result of that review we believe that an increase in IMF quotas
is needed and we are able to negotiate a satisfactory agreement, we
will propose the Congress authorize an increase in the U.S. quota.
We will consult with Congress as this review proceeds.

Again, let me emphasize that the administration and the Con-
gress have agreed for many, many years under administrations and
Congresses of both parties that transfers to the IMF, such as the
new arrangement to borrow and the quota increase, are treated as
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exchanges of monetary assets and, therefore, do not — do not —
increase the budget deficit.

We are also requesting authorization for the remaining $75 mil-
lion of the $100 million that we pledged to the ESAF program, the
IMF’s program for the poorest countries in 1993.

Let me turn to the multilateral development banks. Our author-
ization request for IDA is $1.6 billion, which we have pledged to
fund the 2 year IDA replenishment for Fiscal Year 1998 and 1999.
This commitment of $800 million per year is a 36 percent reduction
from the $1.25 billion annual IDA 10 contribution negotiated by
the Bush administration in 1992.

IDA has improved its effectiveness by increasingly concentrating
on supporting health and institution building and education, which
are building blocks of market led development. IDA has also — and
this, Mr. Chairman, I think is a crucial point and one that Sec-
retary Rubin and I have asked our executive directors in the banks
to push — concentrated on becoming more selective and focusing
resources on those countries that can use it well. 84 percent of
lending over the last 4 years has gone to countries rated average
or above average in terms of economic reform.

Our second request is for authorization for the final 3 years of
the Inter-American Development Bank’s eighth capital increase,
agreed to in 1994. This would, at a cost of only $25 million a year
to the United States, support $7 billion per year in lending to our
hemisphere.

Third, we are requesting authorization for what we expect to be
an important milestone, a final recapitalization of the European
Bank for Reconstruction and Development. Our request for $35
million per year for the next 8 years is a 50 percent reduction from
our previous annual commitment and would represent a terminal
capital increase for that bank after which it would be operate in
a fully sustainable way without further Congressional funding.

Fourth, we are requesting authorization for the Asian Develop-
ment Fund, where we have recently concluded a remarkable suc-
cessful replenishment agreement despite our $237 million arrears.
This 80F7 agreement incorporates a 41 percent reduction in the an-
nual U.S. commitment, as well as increased burden sharing from
Asian donors.

Finally, we are requesting $34 million to cover recognizing the
reality of debt reduction costs for the poorest countries and for Jor-
dan.

Mr. Chairman, as I said in beginning my statement, I believe
that what we do in the developing world will probably be the most
important chapter that we will contribute to history books a cen-
tury from now. I believe that these institutions, because of their le-
verage, because they take relatively small sums of American money
and are able to do large things in the developing world, are as po-
tent a tool of leverage in the developing world as any that we have.

At this point, we face a fundamental choice as a Nation. We can
meet our obligations to these institutions and change them so they
pursue our interests or we can fail to meet our obligations and
allow them to pursue other agendas that may be much less related
to American interests.
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So I believe an agenda of meeting our obligations for bringing
about the necessary changes is the right one for this country, and
that is what is reflected in this budget.

Thank you very much.
[The prepared statement of Mr. Summers follows:]

PREPARED STATEMENT OF MR. SUMMERS

Mr. Chairman, it is a pleasure to testify before you today on the President’s au-
thorization requests for the International Financial Institutions (IEFIs). I have
worked with these institutions for many years and I am pleased to have the chance
to discuss with you how they serve our interests and how our continued leadership
can make them better.

I will focus my comments today on authorization requests for the IMF’s New Ar-
rangements to Borrow (NAB) and Enhanced Structural Adjustment Facility (ESAF),
on Multilateral Development Bank authorization requests for the World Bank’s
International Development Association (IDA), the European Bank for Reconstruc-
tion and Development (EBRD), the Inter-American Development Bank (EDB) and
the Asian Development Fund (ADF), and on our debt reduction programs. These in-
stitutions are a critical piece of the Administration’s overall international affairs re-
quest which also includes our diplomatic resources, our bilateral aid programs, and
agencies such as the Export-Import Bank and OPIC which level the international
playing field for American companies.

The President has often said that America is the world’s indispensable Nation --
that there are certain critical tasks on which the world depends that only the
United States can perform. Leadership of the multilateral economic system is un-
questionably one of these tasks.

As the world’s largest economy, its largest exporter, and a country with truly glob-
al interests and reach, we have an enormous stake in ensuring that the global econ-
omy remains stable and growing. America’s prosperity depends on the prosperity of
our trading partners, who increasingly are in the developing world. The share of our
exports going to developing countries is 42% and rising. US exports to developing
countries were $351 billion in 1996.

The IFIs serve more than just our economic interests. Peace and democracy can-
not flourish amidst abject poverty and financial crisis. In places like Haiti and Alba-
nia poverty and economic collapse were a prelude to social upheaval and violence.
In the Middle East, lack of economic opportunity is a major factor contributing to
political conflict. In the former Soviet Union, the path to stable democracy depends
on the success of economic reforms. Our economic leadership is thus vitally linked
to our national security and to our values as a Nation.

The Role of the IFIs
The IFIs -- which include the International Monetary Fund (IMF) and the Multi-

lateral Development Banks (MDBs) -- are the linchpins of U.S. international eco-
nomic leadership.

The IMF oversees the operation of the international monetary system and re-
sponds to shocks to the global financial system such as the debt crisis in the 80’s
and the Mexican financial crisis in 1994-95. It provides essential guidance and sup-
port to countries making free market economic reforms. Its normal lending, pri-
marily to middle income and emerging market countries, promotes sound fiscal and
monetary policy and open markets. Its concessional loans to the poorest countries
through the Enhanced Structural Adjustment Facility (ESAF) support comprehen-
sive reform programs which prepare countries for full participation in the global eco-
nomic system.

Our participation in the MDBs determines our direct influence over $46 billion
of annual development financing and our indirect influence over at least as much
in co-financing. This is far more than we could ever provide bilaterally. MDB loans
and policy advice support basic infrastructure, human capital development and in-
stitution building -- all essential building blocks of equitable, sustainable, private
sector-led growth. The MDBS, led by the World Bank’s International Development
Association (IDA), are by far the largest supporters of AIDS programs, child sur-
vival, girls’ education, clean water and other essential investments in basic poverty
reduction. The MDBs directly invest in private sector projects in countries where
their presence can unlock additional foreign investment. The MDBs often take the
lead in coordinating aid programs, as the World Bank is currently doing in Bosnia,
and thus are a major leverage point for how other international assistance is di-
rected.
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IFI Support for U.S. International Interests
By leveraging our relatively small contributions to these institutions we ensure

that they are responsive to our priorities and support our foreign policy. Let me cite
just a few examples of where the IFIs are advancing our interests:

• In Bosnia, where the U.S. has provided the leadership to begin the reconcili-
ation process, the World Bank and the EBRD are coordinating $5.1 billion of
their own and other donor funds to support the massive rebuilding process.
These efforts, which build upon and extend U.S. bilateral assistance to the re-
gion, are critical to maintaining peace once the U.S. military presence is re-
moved.

• In Russia, the IMF and the MDBs have helped keep fundamental economic re-
forms moving forward. The government’s commitment to the program objectives
of the IMF’s current $10 billion loan remains strong, and the close working rela-
tionship between IMF and Russian government officials maintains momentum
despite periodic difficulties. The World Bank and EBRD have supplied nearly
$10 billion thus far in direct investments in private sector ventures, and to pri-
vatization and institution-building projects which lay the groundwork for for-
eign investment.

• In the Middle East, the World Bank is financing jobs programs in the West
Bank and Gaza to help alleviate the employment crisis -- a key requirement for
regional stability. Long-term MDB support for countries such as Tunisia, Jor-
dan, Morocco and Turkey have helped those countries achieve economic
progress and encouraged them to be moderating forces in support of the peace
process. In the future, key MDB support for Middle East peace will be provided
by the Middle East Development Bank which Congress authorized last year and
for which the Administration has requested appropriations. This Bank will sup-
port cross-border infrastructure projects and regional private sector investment
that will help to cement a peace agreement.

• In our own hemisphere, the World Bank, the Inter-American Bank and the
IMF’s ESAF program are providing hundreds of millions of dollars to support
the difficult transformation of countries like Haiti and Guatemala. In Mexico,
IMF balance of payments support has been integral to the recovery that has al-
lowed the country to repay its loans to the United States.while continuing on
its reform path. The MDBs are working aggressively on the basic policy reforms
needed to cement the gains made thus far.

• In Africa, the MDBs are providing support for basic health care, institution
building and infrastructure to countries such as Uganda and Mozambique.
These programs underpin ESAF and IDA sponsored economic reforms which are
allowing these countries to return to growth and stability after years of civil
war. In Uganda, the rewards of nine years of concerted economic reform have
translated into annual growth of around 10%. Mozambique is also showing
signs of accelerating growth as a result of an IDA-led fiscal stabilization, privat-
ization and demobilization plan. Foreign investment was nearly $500 million
last year and, according to The Economist magazine, an additional $6 billion
is under consideration by investors.
The recent records of these countries belie the view that the IFIs cannot effec-
tively assist African countries in private sector-led development. When the insti-
tutions and the countries themselves pursue a sound, market-driven growth
strategy, the results can be impressive.

In these and many other areas, the IFIs are vital partners in our foreign policy.
We have a strong interest in maintaining our leadership position so that they re-
main responsive to our international priorities.

The IFI Reform Agenda
Our traditional leadership role in the IFIs also gives us a strong voice in setting

the reform agenda for the institutions.
In the IMF, we have concentrated on improving the quality of the Fund’s eco-

nomic reform advice and its early warning capacities. With strong U.S. encourage-
ment, the IMF is emphasizing earlier detection of emerging problems, and in its
lending programs is focussing on the quality of fiscal adjustment. It is also encour-
aging countries to cut unproductive expenditures such as military spending and to
shift more resources to primary education and health care and to essential capital
investment. Since 1990, military spending has declined significantly in countries
with IMF programs while social spending has increased as a share of government
outlays.

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00249 Fmt 6601 Sfmt 6621 E:\HEARINGS\47753.006 INET01



245

Responding to G–7 initiatives, the IMF has expanded its surveillance activities to
give greater emphasis to financial markets and has developed a Special Data Disclo-
sure Standard (SDDS) to guide countries in the provision of comprehensive, timely,
and accurate economic and financial data. To improve its capacity to deal with cri-
ses in the event that prevention fails, the IMF has adopted new streamlined emer-
gency procedures that permit the institution to respond more quickly to a member’s
request for emergency access to Fund resources.

The MDBs have also been actively reforming. Largely as a result of U.S. efforts,
the World Bank has increased the transparency of its operations, encouraged great-
er participation of affected peoples in project design, created an independent inspec-
tion panel and an auditing department to evaluate project implementation, and fo-
cussed more attention on issues like the environment, corruption and labor rights.
The Bank has also cut its administrative budget by 10% in the last two years.

The World Bank’s reform efforts have culminated in a major new program re-
cently proposed by President Wolfensohn. The ‘‘Strategic Compact’’ is an ambitious
plan designed to improve the effectiveness of Bank programs in addressing poverty,
particularly in Africa, and to focus the Bank on a fundamental set of development
issues private sector development, environment, governance, corruption and partici-
pation which are key to sustainable development in a world where private capital
flows are surging. Under the plan, the Bank will move more staff and decision-mak-
ing to the field, develop an improved information system so the organization can
better learn from experience, and adjust its skill mix to fit its evolving role in devel-
opment. The Administration supports this effort at reform and has been working in-
tensively with the Bank on ways to further define the Bank’s mission -- including
phasing out of some current activities -- and to reduce the cost of the Compact.
President Wolfensohn and his staff have been responsive to our concerns and are
committed to continuing to refine the Compact.

The Need for Continued Engagement
Mr. Chairman, the IFIs support our international interests and they are actively

reforming along lines that we support. But they will not continue to do so if we fail
to meet our obligations and pay our fair share. Leadership is not free and we cannot
lead with other people’s money. Questions regarding our commitment to the IMF,
and our large arrears to the MDBS, erode our international influence and credibil-
ity.

Our leadership in the IMF over the last 50 years has helped ensure adequate re-
sources for the Fund to meet both normal and extraordinary challenges to the global
financial system. But with the rapid growth in world GNP and trade -- growth that
this institution has directly helped to bring about -- the Fund has been steadily
shrinking in size relative to the world economy and capital markets, even after the
increase in quotas agreed to in 1990 and endorsed by the Congress in 1992. World
GDP and trade have roughly doubled from the time of the quota review which re-
sulted in that increase. The rapid growth of international capital markets increases
the risk that crises can erupt very suddenly, resulting in a large financing gap for
a country in crisis. In this time of rapid global economic change, it is particularly
important that we remain fully engaged in determining and supporting an appro-
priate level of resources for the IMF which includes emergency borrowing capacity.

Paying off our large and persistent arrears to the MDBS, currently $862 million
after the recent release of IDA funds appropriated in FY97, is also vital to preserve
America’s international leadership. Ironically, these arrears have accumulated dur-
ing a period in which we were already sharply reducing our new commitments to
the IFIS. Account by account, over the last four years we have negotiated down the
budgetary costs of the MDBs by an average of 40%. This is appropriate given the
increased capacity of other countries to share the burden and higher repayments
from borrowers. Yet we have consistently failed to meet even our reduced obliga-
tions, calling into question our commitment to the international system that we
largely created and that we have shaped over the last 50 years. As other donors
have stepped in to pick up the slack, we have faced procurement restrictions on U.S.
business and threats to our voting power in the Banks. I believe that while our lead-
ership position in the multilateral arena remains largely intact, continued failure
to meet our commitments would pose a growing threat to our long-term interests.
We are at a critical point in our relationship with other donors and with these insti-
tutions and we must act decisively to fulfill our promises to them.

The Administration’s Budget Request
Before I discuss our proposed authorizations, I would like to highlight the Admin-

istration’s proposed $1.6 billion budget request for the IFIs which is part of the
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President’s 5-year plan to balance the budget. This amount does not include the re-
quired budget authority for the U.S. share of the IMF’s New Arrangements to Bor-
row (NAB), since transfers under these arrangements are treated as exchanges of
assets that are not scored as outlays and thus do not increase the deficit.

Our request achieves the following main goals:
• Meets our $1.2 billion of scheduled MDB commitments -- what we owe exclud-

ing our arrears. This reduced annual commitment level to the entire institutional
system is less than our annual IDA commitment alone under the prior IDA-10
agreement, reflecting the 40% reduction in U.S. commitments we have nego-
tiated.

• Fully clears our $234 million of arrears to IDA, which is the most important
source of development aid to the poorest countries and where arrears present
the greatest problem for our international leadership.

• Begins a three-year process of clearing our $862 million of overall MDB arrears.
This will lead to a permanently lower level of required MDB funding after the
year 2000.

• Provides approximately $3.4 billion in budget authority, and a related adjust-
ment to the budget caps, for U.S. participation in the NAB, the IMF’s new
emergency reserve tank to be used in the event of a major international finan-
cial crisis.

The Administration’s request for the IFIs represents our firm belief that, in the
context of diminishing budget resources, these institutions cost-effectively serve the
foreign policy, economic and security interests of the American people.

IMF Authorization Requests
The Administration is requesting authorization to provide the dollar equivalent of

2.462 billion Special Drawing Rights (SDRS) (approximately $3.4 billion) for U.S.
participation in the NAB. This amount would be in addition to the SDR 4.25 billion
previously authorized and appropriated for the General Agreements to Borrow
(GAB).

The NAB was endorsed by the IMF in January, 1997. Modeled on the GAB, which
was created in 1962, the NAB is a set of contingent credit lines to the IMF to deal
with financial crises that threaten the stability of the international financial system
in the event that the ordinary resources of the IMF are inadequate. The NAB would
double the resources available under the GAB, bringing the total credit line to SDR
34 billion or approximately $47 billion. The GAB would remain in effect and could
be activated independently, but the NAB would be the facility of principal recourse
and no more than SDR 34 billion could be provided under the GAB and NAB com-
bined. G–10 countries would participate in both facilities. By bringing in additional
countries, the NAB provides better burden sharing among the international commu-
nity than the GAB, while enhancing our ability to block inappropriate activation.
The United States will have just under a 20 percent share of the total amount of
the NAB which gives us sufficient voting power to block activation with the concur-
rence of one other participant, or in some cases on our own.

IMF members are also reviewing the adequacy of current IMF quotas, which fi-
nance the ordinary lending of the institution. If, as a result of that review, we be-
lieve that an increase in the IMF quotas is needed to ensure that the IMF has ade-
quate resources to carry out its responsibilities well into the next decade -- and if
we are able to negotiate a satisfactory agreement -- then we will propose that Con-
gress authorize an increase in the U.S. quota. We will consult closely with Congress
as this review proceeds.

With respect to credit lines to the IMF and quota subscriptions, the Administra-
tion and Congress have agreed since 1968 that transfers to the IMF are treated as
exchanges of monetary assets and therefore do not increase the deficit. When we
provide such resources to the IMF, we get a liquid interest-bearing claim on the
IMF which is backed by its substantial reserves, including gold. Our claim is like
a deposit in the soundest of banks on which we are paid interest and which we can
withdraw on very short notice if needed. Since 1980, authorizations and appropria-
tions have been required, but the ‘‘no outlay’’ treatment has remained in place. Con-
sistent with this treatment, the Budget Enforcement Act of 1990 (BEA) provided for
an adjustment to discretionary spending limits to accommodate the previous in-
crease in the U.S. quota for the IMF. Following the precedent of the BEA, we will
propose that there be an adjustment to the discretionary budget authority caps for
the NAB and have already done so for a possible quota increase.

We also are requesting authorization for the remaining $75 million of the $100
million we pledged in 1993 to the ESAF for its Interest Subsidy Account. The ESAF
provides up to $1.4 billion annually in concessional lending to the poorest countries
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in Africa, Latin America, the Caribbean and the former Soviet Union who commit
to making comprehensive, market-oriented structural reforms. The ESAF is also the
vehicle for IMF participation in the multilateral initiative to relieve the
unsustainable debt burden of the most heavily indebted poor countries (HIPC).
ESAF donor funds are drawn very slowly and we are only asking for $7 million in
appropriations for FY98. Nonetheless, as a way of affirming our commitment to this
program which has helped create budding success stories such as Uganda and Mo-
zambique, it is important that we provide full authorization. If we step back from
our commitment to the poorest, others will join the retreat.

Finally, we may request authorization to vote in favor of an amendment to the
IMF articles of agreement to provide a special, one time allocation of SDRs to enable
newer members of the IMF to participate on an equitable footing in the SDR ar-
rangement. Any allocation of SDRs would not require appropriation of budget au-
thority

MDB and Debt Reduction Authorization Requests
Mr. Chairman, our current arrears situation with the MDBs makes this year’s

multi-year authorization requests for the Banks particularly important. It is vital
that we send the signal that we are committed to these institutions for the long
haul and are willing to bear our share of the financial burden.

Our authorization request for IDA is for $1.6 billion, which we have pledged to
fund the two-year IDA-11 replenishment for FY98 and FY99. This commitment of
$800 million per year is a 36% reduction from the $1.25 billion annual IDA-10 con-
tribution negotiated in 1992.

IDA has become increasingly effective in its role of fostering private sector-led
growth in the poorest countries. By concentrating on support for basic education,
health and infrastructure, it is fostering the building blocks of economic growth. By
helping build institutions to improve the legal system, enforce contracts, and reduce
corruption, it is helping create an atmosphere where the free market can thrive.
IDA has also become more selective by concentrating its resources in countries who
show commitment to reform and privatization but do not have access to private cap-
ital. Eighty-four percent of lending over the last four years has gone to countries
rated by the Bank as average or above in terms of economic reform. China will grad-
uate from IDA in FY99 and its borrowing this year will be less than 20% of prior
levels.

Results are starting to show. Average growth among IDA-only borrowers, exclud-
ing blend borrowers India and China, went from 1% in 1991 to 6% in 1995. In Afri-
ca, even with all of the crises of the last few years, overall growth has risen from
1% to 4% during the same period. As the World Bank continues to reform and the
effectiveness of IDA programs improves, the return on our modest investment in
this institution in terms of better trading partners and increased stability will con-
tinue to grow.

Our second request is for authorization of the final three years of the Inter-Amer-
ican Development Bank’s eighth general capital increase, agreed to in 1994. This
authorization would continue our annual commitment of $25.6 million of paid-in
capital to the EDB which lends approximately $7 billion per year and leverages an
additional $2.4 billion in co-financing. It continues to be instrumental in supporting
the region’s dramatic shifts toward greater democracy, lower tariffs, fiscal respon-
sibility and economic growth. On the ground, the IDB is helping cement the Guate-
malan peace process by funding roads into isolated areas and rural development
programs to raise incomes in indigenous communities. It is helping countries like
Mexico and Argentina to privatize and strengthen their financial sectors to reduce
vulnerability to external shocks. It has also been a leader in developing effective
micro-enterprise programs which bring financing and technical assistance to private
enterprise at the grass roots level.

Third, we are requesting authorization for what we expect to be the final recapi-
talization of the European Bank for Reconstruction and Development. Our request
for $285 million of paid-in capital over 8 years, or $35.8 million per year, is a 50%
reduction from our previous annual commitment. We nevertheless maintain our sta-
tus as the largest single shareholder in the Bank with a 10% share.

After deep internal reform, the EBRD has matured into an effective catalyst for
economic reform and democracy in transition economies. Seventy percent of the
EBRD’s $10 billion in cumulative funding has gone directly to private sector projects
where it has leveraged over $20 billion in private co-financing. As part of its char-
ter, the Bank may only operate in market-oriented economies applying the prin-
ciples of multi-party democracy. If a country’s reform program lags, the EBRD re-
duces or ends it participation. The EBRD also is effectively targeting its resources
to where they are most needed. As countries such as Poland, the Czech Republic
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and Hungary attract more private capital, the EBRD is shifting its focus further
East to the former Soviet Union, where its role as an a magnet for private capital
is more sorely needed.

Fourth, we are requesting authorization for the Asian Development Fund where
we have recently concluded a remarkably successful replenishment agreement. It is
remarkable because we face arrears in the ADF of $237 million, slightly larger than
our arrears to IDA. Despite this situation, the ADF-7 agreement incorporates a 41%
reduction in the annual U.S. commitment with only a small reduction in our share
from 16% to 15%. In addition, we achieved all of the major goals we had laid out
when negotiation began:

• There are no procurement restrictions or special funds in the ADF which mirror
IDA’s Interim Trust Fund (ITF). I credit this result in large part to Congres-
sional reaction to the ITF and the strong case the Administration made to lift
the ITF’s procurement restrictions.

• Despite the wishes of many donors, China and India will continue not to have
access to the Fund.

• Very importantly, the Fund has set a goal to become self-financing in half a
generation (about 15 years) which would eventually eliminate the need for fu-
ture funding from donors.

• New high-growth Asian donors such as Korea, Malaysia and Thailand are tak-
ing a greater share of the burden. For the first time Asian donors as a group
will provide 1⁄2 of the total funding for the replenishment. The new donor’s
among them have benefited greatly from the Asian Bank and Fund’s support
and are now showing their commitment to helping their poorer neighbors lift
themselves out of poverty.

Finally, we are seeking authorization for our debt reduction programs for the
poorest countries. Of the $34 million that we are requesting, $22 million will fund
U.S. participation in Paris Club debt reduction for approximately 10 countries that
may be eligible in FV98. Our request anticipates that Cote D’Ivoire, Ethiopia, Mo-
zambique and Bolivia may qualify for treatment under the new Heavily Indebted
Poorest Countries (HIEPC) Debt Initiative. Our debt reduction programs are part
of a coordinated multilateral effort to ensure that the poorest countries which are
undertaking economic reforms can reduce their debt burdens to sustainable levels.
The remaining $12 million in our request will allow us to finalize the U.S. program
of debt reduction for Jordan.

In conclusion, let me say that these MDB and debt agreements are a good deal
for America - they significantly reduce the MDBs budgetary cost and they advance
American interests. Together with the IMF programs you are considering, they will
enhance our financial security and improve our long term trade opportunities. But,
as I have said, we cannot lead in the multilateral system if we are unwilling to fund
our commitments or to act to head off potential crises. I urge you to support the
Administration’s budget request and full authorization of these institutions as a
statement of our commitment to international engagement and leadership.

Thank you. I look forward to your questions.
Senator HAGEL. Secretary Summers, thank you very, very much.

What I would like to do is start a flow of exchange here with a
number of questions and then we can, I suspect, use this oppor-
tunity to talk about all the dynamics of what you want to talk
about and some of the things that we want to talk about for the
record and just enter into a good, open dialog.

Mr. SUMMERS. Terrific.
Senator HAGEL. Some of my colleagues will be coming, and while

they are not here I will take advantage of the chairmanship to
enter into and engage you in some of these issues.

First, I think our role as the preeminent world leader is not only
critical to understand and essential to implement, as you are talk-
ing about the resources that you and Secretary Rubin have obvi-
ously given some thought to as to where we want to go and how
we want to prioritize those resources, but, as I said earlier and you
and I have had a private conversation about this, this is a very
unique opportunity and time in our history where we can prioritize
our resources not just with what you are doing financially but as
you touched in some of the areas on what we will want to do and
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how it affects people, our national interest, and how it develops our
foreign policy.

I think that is something that we want to get at, Secretary Sum-
mers, as much as anything else. Obviously we want to talk about
numbers and dollars, but we want to talk about the long-term in-
vestment in lives and how that, then, relates in a relevant, direct
manner to foreign policy for this country and our people.

With that, I see my distinguished colleague, Senator Sarbanes,
has joined us. Since he has cured all of the housing ills in America,
he can now turn to foreign policy. Senator Sarbanes.

Senator SARBANES. Well, we have only begun, Mr. Chairman. I
have to go back to that hearing as well.

First of all, I want to welcome the Secretary before our sub-
committee this morning. The Secretary and I have worked together
over the years on a number of important international economic
issues and we look forward to continuing that cooperation in the
period ahead of us.

I actually think that this issue of the multilateral development
banks is an important issue. We can’t on the one hand argue that
we want to share the burden with other countries whose economies
have advanced, the international burden of one sort or another, you
know, recognizing the importance of development for the under de-
veloped countries, and then pull back on our support for the multi-
lateral institutions which are a classic example, I think, of effective
burden sharing.

In fact, the U.S. percentage contribution in those institutions is,
I think it is fair to say, on a very steadily declining downward
trend line. I think there are a lot of misperceptions about the mul-
tilateral development banks and how they work. They have not
been an unalloyed success but they have had some good stories,
and I think if the U.S. is smart, the international financial institu-
tions can play a key role in advancing our foreign policy and secu-
rity interests.

As I noted, by leveraging contributions from other countries, each
dollar we provide to the MDB’s allows us to have far greater influ-
ence over policies and events than we otherwise would be able to
exert.

Finally, let me say that I really have a very strong view on this
question of arrearages. As I have just indicated, I would argue that
the MDB’s play an important role and, therefore, we should be sup-
portive of them out into the future. But it seems to me there is no
acceptable rationale that would justify failing to pay off the past
commitments that the United States undertook and, therefore,
other countries undertook commitments, in effect matching the
U.S. decision. The other countries, with few exceptions, have paid
those commitments and we have not yet made good on these obli-
gations.

I know the administration has made some requests here in order
to try to meet that problem, and I very much hope that the Con-
gress will respond to that.

I, frankly, see this as a whole separate issue. This was an obliga-
tion we undertook. We constantly pound our chests that we are the
world’s leading power, the leader of now the entire world since
there has been an implosion of the Soviet Union, and I think it is
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a highly embarrassing position in which to find ourselves to be in
arrearages to these institutions.

So I think it is critically important that we meet those arrear-
ages. Failure to do so undercuts our influence in these institutions.
Any time the U.S. comes to the table and sort of insists on reforms
or on a policy change, everyone sits around the table and if they
don’t laugh directly in our face they laugh up their sleeves in the
sense of who are you to come to the table when you are the biggest
deadbeat here in the institution.

I just find that an embarrassing situation in which to find our-
selves. Many of these replenishments that we are talking about
date back to previous administrations. It is not a Democratic or Re-
publican issue. These undertakings have been made and continue
to be made over time in more or less consistent fashion by adminis-
trations. I just think we should meet the arrearages, clearly.

The next issue is what do we do going forward. I am supportive
of continuing participation. But that is an issue for debate and we
will have to weigh the pluses and the cons of doing so, and I would
hope that the pluses would prevail out and that then we would
move forward. So that is how I see the issue.

I hope, Mr. Secretary, we will be able to do something in this
Congress to try to respond to this situation.

Now, Mr. Chairman, am I in a question session as well? Have
you had a chance to ask your questions?

Senator HAGEL. Senator, since the two of us are running the
show this morning, I think we will just do about anything we want.
So you go right ahead.

Senator SARBANES. Well thank you. I do have a couple of ques-
tions.

Am I right in my perception that our failure to pay our full as-
sessments in some of these MDB’s has impacted negatively on our
influence in the institutions?

Mr. SUMMERS. I don’t think there is any question about it. As
you may know, Senator, before I came into the administration I
worked for 2 years at the World Bank. So I have a fairly clear
sense of that institution. If you think about things that are impor-
tant to the American Government—lending, finding ways to chan-
nel more money to the private sector and less money to public en-
terprises, putting a larger fraction of lending into support for pro-
grams like girls’ education, putting more emphasis on selectivity
and the avoidance of lending where there are serious corruption
problems, applying leverage through lending to other countries,
former colonies, to reduce their military budgets, just to give exam-
ples of the kinds of issues that those institutions face where we feel
strongly, and making records public would be another one—these
are all issues where American attitudes differ somewhat from those
of our allies. And while we have made progress on each of those
things over the last 4 years, I don’t think there is any question but
that if the United States was meeting its financial obligations and
people didn’t say why are you even voting as you are not paying
your bills, that we would have been able to move those institutions
much further and we would have been able to much more potently
influence the way that $46 billion was being lent at a price that
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I think would have been relatively small for us, small numbers of
hundreds of millions of dollars per year.

I think regarding influence, our executive directors come back
each year for a retreat where we discuss our policies toward all the
banks. We are always saying we’ve got this idea, we’ve got that
idea, we think it is very important that you get your bank to do
something different in Country X, and they say to us look, on the
ground the only thing the bank wants to talk about with us is how
come we have not paid our bills. Countries with a tenth of the per
capita income of the United States have paid their bills. How come
the United States has not paid its bills and met its commitments?

So I think it has a tremendously corrosive influence in the sense
that we have just been emphasizing that it reduces our influence.
It also, frankly, reduces our leverage and our ability to get others
to contribute more money to these institutions. And it leads to an
unraveling of the multilateral approach to assistance in these situ-
ations, since you get these situations where each country decides
not to work through the World Bank but to do its own projects and
to plant its own flag. And when there is a good project to be done
on the West Bank, you have 9 different countries rushing to do it
first, bidding up the salaries of a small number of officials who can
carry on a program competently.

So I think it is terribly destructive in terms of our influence in
these institutions and I think it is terribly destructive to coopera-
tion and efficiency in assistance efforts in places that are des-
perately important, like Bosnia and Haiti.

Senator SARBANES. Let me turn to another area.
I am concerned about the amount of information and disclosure

that these institutions make on occasion. Much of it involves envi-
ronmental issues. For instance, I understand that the IFC, the
World Bank’s private sector arm, has an information disclosure pol-
icy that is quite restrictive. I am told it does not allow for the re-
lease of any information once a project is approved by the Board
of Directors.

I wonder if our representatives at the IFC have any plans to try
to improve this information policy.

Also MIGA, the bank’s political risk insurance arm, needs an in-
formation policy. As I understand it, you cannot even get informa-
tion about environmental assessments of MIGA backed projects.
They are not publicly available.

How much of a problem do you perceive this as being and what
can be done about it?

Mr. SUMMERS. This is something that has been a concern of ours,
and I think most people would agree that there has been real
progress in the last 4 years, particularly at the bank, but that
there has been somewhat less progress at the IFC.

We actively support the creation of an independent inspection
function in the IFC which would serve to permit much of this infor-
mation to come out in the way that many of the environmental
groups have been concerned about. This has been a concern in par-
ticular of Congresswoman Pelosi over the years.

There are some important issues that need to be worked out. The
issues I think are of two kinds. One is that the businesses that are
carrying on these projects do not want full descriptions out for
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their competitors to see for a variety of competitive reasons. The
other is that other countries, frankly, are less enthusiastic about a
fully transparent approach. But this is one of the—and I don’t
know whether it is one or two, or three or four—but this is one of
the highest priorities of our officials at the World Bank and it is
something that President Wolfensohn has proposed.

So I think we are likely to see progress on that going forward.
But the thing that has to be balanced and that I think we can do
a better job of balancing, frankly, is business interests and not dis-
closing all of the details of projects versus the legitimate environ-
mental interests in knowing what is going to happen to affect the
people.

I think this is very much a work in progress.
Senator SARBANES. Some of the environmental interests have as-

saulted the bank and even suggested it ought not to function. Now
that, it seems to me, would raise very serious questions about how
you get sustainable development around the world.

The argument that the environmental groups made is that the
bank’s private sector lending operations are replicating what the
commercial banking sector can do and are not focused sufficiently
on the sustainable development issue. Then, of course, it is com-
pounded in that, even when they do focus on that issue, there is
not sufficient transparency to allow the environmental consider-
ations to be taken into account.

What is your response to that line of argument?
Mr. SUMMERS. Let me, if I could, Senator, just step back slightly

from your question to try to put it in a framework.
We did an exercise several years ago as we thought about the

various replenishments that were coming up of asking what was
the role of the banks in today’s world. When these banks were set
up, there was no private capital market that financed projects in
developing countries. The idea of India issuing an international
bond issue was just something that was not on the radar screen.

Today, $250 billion a years in private capital is going into the de-
veloping world. So the question is what is the role of the banks in
a world where that is happening.

Our answer was that there were three crucial roles that the
banks have to play in such a world. First is support for projects
that had a high social return but not a pecuniary bankable return,
such as educating girls, which many of us have estimated as maybe
the highest return project in the developing world. Carrying out
sewage treatment, protecting tropical forests are others. These
need to represent a much larger share of the banks’ portfolio in the
future than they have in the past.

In fact, over the last 4 years, the share of lending to these sectors
has more than doubled, to the point where it now represents about
a third of lending, and that has been in response to pressure from
us and some other share holders, reflecting exactly the salience of
environmental concerns.

Second, we recognize that there are many countries that are not
yet fully able to access private markets for which the banks had
a role in bridging their work to private markets. Of that $250 bil-
lion, some 90 percent goes to 12 countries.
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Third, the banks have an important role in doing what is very
difficult for a private sector agency to do, which is making loans
that are conditioned on policy changes. For example, loans that are
conditioned on policy changes to reduce subsidies to coal, which, in
turn, lead to a great deal of environmental degradation; or loans
that support infrastructure development but only on the condition
that there is full popular participation.

So our focus in the banks is on supporting the kinds of policy re-
forms that promote our environmental, democratic, economic val-
ues, focusing on countries which will have difficulty accessing the
private market and on supporting the kinds of projects that are not
bankable in a commercial sense.

I think that approach, which was quite unconventional 4 years
ago, has come to be a much more conventional approach and is
leading to substantial reallocations of their portfolios.

I also think under Jim Wolfensohn’s leadership and under
Enrique Iglesias’ leadership at the Inter-American Development
Bank, the banks have drawn closer to a number of the environ-
mental groups and have come to a greater understanding of the
concerns of a number of the groups.

Senator SARBANES. I think Iglesias, in particular, has provided a
really first rate leadership at the IDB. I attended an IDB con-
ference many, many years ago in which he, or I think the first
amongst many of the multilateral development banks held almost
an all day session with the environmental groups and has subse-
quently tried, I think, to show a sensitivity to their concerns.

Mr. Chairman, could I just put two more questions to our wit-
ness? I don’t want to impose.

Senator HAGEL. Sure. Go ahead.
Senator SARBANES. Thank you.
Would you say, Mr. Secretary, that often—because you men-

tioned this conditionality issue—by working through the multilat-
eral institutions, the U.S. is able, along with others, to have impor-
tant conditions imposed that are really necessary to get the dis-
cipline into the economies but without taking the blame or the fin-
ger pointing, which would occur if we tried to do that with respect
to bilateral assistance. People sometimes say why do it multilater-
ally rather than bilaterally. Well, of course, multilaterally you get
leveraging and you get burden sharing. But it also seems to me you
can get discipline without being made the fall person in the politics
of the country for doing that, which might well be the case and
often is the case if it is done in connection with bilateral assistance.

Mr. SUMMERS. Senator Sarbanes, that is an absolutely crucial
point and it is a point that is probably particularly crucial with re-
spect to the International Monetary Fund, although it is also cru-
cial with respect to the World Bank.

I give you an example of an area in which we have pushed the
IMF and the World Bank to be more active. That is the whole area
of financial supervision.

One of the security issues that has been in the headlines for the
last several weeks has been events in Albania. That situation basi-
cally has, as its root, a failure of financial regulation, a massive
pyramid scheme that blew up, impoverishing a significant fraction
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of the population and almost completely undermining legitimacy of
large parts of their government.

If we can avoid those kinds of situations within countries in the
future, we need to have a mechanism that does that. It will always
be extraordinarily difficult for the United States to say we are
going to condition financial support on your having a bank regu-
latory system that meets the standard, or that standard, or some
other standard.

On the other hand, an institution that can speak with the legit-
imacy of the entire international community, not just the United
States, and which is there to take the heat—so it is not America
that is doing this to Country X, or Germany that is doing this to
Country X, or Japan that is doing this, but it is an international
institution that is set up for this purpose, that has common stand-
ards that it applies to a large number of countries—I think there
is no question that the kind of conditionality that is involved would
be something that would be almost impossible for us to pursue dip-
lomatically.

It is difficult in a session like this to give some of the specific ex-
amples where loans have been held up until corrupt officials were
changed or until an instance of corruption was removed. But they
represent a kind of activity that I think would be extremely dif-
ficult for us or for any other single country to undertake unilater-
ally.

Senator SARBANES. And, of course, if a single country tries to do
it, then other countries may not do it in order to be able to gain
an inside track in the country.

Mr. SUMMERS. Particularly where procurement is involved.
Senator SARBANES. Yes. I want to ask, finally, about procure-

ment. Am I correct that, at least with respect to many of these in-
stitutions, the amount of procurement done in the United States
significantly exceeds the U.S. contribution to the institution?

Mr. SUMMERS. I think in aggregate, Senator, we will furnish
exact numbers for the record. But I recall numbers that are now
probably a couple of years old that suggest that our procurement
that is generated for U.S. firms in aggregate from the banks is
about twice as large as the U.S. annual contribution to these insti-
tutions. So just in a very direct sense of payback, in terms of de-
mand for U.S. products, they pay off, not to mention the contribu-
tion from, for example, joint ventures. Recently I have been in
touch with officials from the European Bank, which works in Cen-
tral Europe and Russia. They have a quite impressive record. $1
in every $7 of investment that has gone into their region has gone
in in connection with one of their projects.

[The following information was subsequently received for the
hearing record from Mr. Summers:]

The latest complete procurement data (1995) indicates that US firm procurement
from the MDBs was $3.2 billion including loans and equity payments, while our con-
tribution in that year was $1.8 billion, a roughly 1.8:1 to 1 ratio.

Mr. SUMMERS. Often their contribution is only 10 percent. They
have really leveraged a large part of the private investment into
it, and nearly 25 percent of those projects, those joint ventures, are
with American companies, even though our share in the bank’s
capital is only 10 percent.
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I have just been passed a number. Recalling that our annual
commitment to these institutions is $1.2 billion, last year we re-
ceived over $3.2 billion in business from the institutions. So that
is a 2.7 to 1 ratio.

Senator SARBANES. Just to underscore the obvious, the balance
of that procurement was, in fact, resulting as the consequence of
the contributions made by other governments to these institutions.

Mr. SUMMERS. That’s right. Exactly.
Senator SARBANES. Do you have all your positions filled at the

various institutions?
Mr. SUMMERS. I believe that all the executive director positions

are now filled, yes. They have been filled.
Senator SARBANES. Well, we are anxious that that be the case,

that you have your team in place.
Mr. SUMMERS. Yes. We have actually been very fortunate. We

have a first rate group of executive directors, and many of them,
at least one of them has at least some past service as a staff mem-
ber of this committee. This is Karin Lissakers at the IMF.

I am told that we have an executive director designate at the Eu-
ropean Bank for Reconstruction and Development who has already
been in a position to provide us with some very important advice
on issues facing that bank. We are very much focused on the need
to fill this team out.

Senator SARBANES. Yes, and Senator Hagel, to his credit, sched-
uled a hearing for her at really the earliest opportunity. We have
reported it from this committee, and I think it is now pending on
the Senate calendar. Hopefully, we will be able to get it through
the Senate shortly.

Mr. SUMMERS. Yes, and thank you very much.
Senator SARBANES. I want to thank the chairman again. He real-

ly moved with great alacrity in handling that nomination.
Thank you, Mr. Chairman.
Senator HAGEL. Senator, thank you.
Secretary Summers, let me go back to the arrears issue that Sen-

ator Sarbanes talked a little bit about. As you know, I am a United
States Senator for all of about 3 months. So I do not have the tra-
ditional base of information that most of my colleagues have.

Explain to me why we are in arrears, how that works. Are ar-
rears considered in these multilateral banks definitionally the
same way we reference arrears at the U.N.? Are these commit-
ments that we make or are the terms that we use the same? Are
they obligations? Are they voluntary obligations?

If you can, take me back through that and start with this ques-
tion. Why have we found ourselves in the position, as you state, of
being behind in these payments?

Mr. SUMMERS. If I commit a legal inaccuracy, somebody behind
me will whisper in my ear.

In many ways it is parallel to the U.N. situation, but not in all
ways. The administration negotiates replenishment agreements or
capital agreements for these various banks. These agreements are
negotiated with representatives of the other countries that are in-
volved and they represent a total, and then that total is allocated
among the different countries and an agreement is reached.
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We, as a matter of practice, which I suspect is nearly compul-
sory—it probably is legally a compulsory practice—have close con-
sultations with the Congress prior to entering into the replenish-
ment negotiations and on what the U.S. strategy will be. So while
there is no formal role prior to entering into the agreement, there
is close consultation, and my staff and yours, for example, have
been and will be in touch with respect to future negotiations that
are coming up and that would require this committee’s authoriza-
tion.

The commitments typically are multi-year commitments, and the
commitments are then authorized by the Congress. The question is
then whether the funds are appropriated by the Congress to meet
the commitment.

When I speak of $862 million in arrears, I am speaking about
money that has been committed by the executive branch to the in-
stitutions and subsequently has been authorized by the Congress.
So the only gap is that the funds have not been appropriated and,
therefore, they cannot be paid.

But all of the $862 million in arrears represents funds that were
committed with prior consultation and then were authorized by the
Congress.

I should emphasize that, while I do not have the exact figures
in front of me, the lion’s share of the commitments which produced
these arrears are commitments that were entered into by the pre-
vious administration.

Senator HAGEL. Do you think it is a result of the Congress not
feeling that objectives have been met as to why we have had this
arrearage problem? Are there thresholds or are there standards?

Obviously, one of the things that you stated earlier, when talking
about investment, is measurable standards. These, in many cases,
as you get down into these 7 multilateral institutions, are loans,
not grants. I am trying to get my arms around a little bit as to why
we are in this problem and then, second, what do we do about it
and how you can make your best case to the committee, to the Sen-
ate and to the Congress as to how and why we should get caught
up, which I assume you would like to do.

Mr. SUMMERS. I am not sure that I am the best authority on why
the funds have not been appropriated. While clearly there is a
range of concerns of the kind that you expressed in your statement
and I expressed in mine about the performance of the banks, these
are funds that were authorized. So I think the failure to appro-
priate them in part reflects the very strong budget pressures that
Congress has felt in recent years. And it may reflect some sense
that it doesn’t make any difference, that it’s, oh, just some inter-
national institution, it is a long way away, and it won’t have any
effect.

Well, I am here to tell you that it has a very, very important ef-
fect on our leadership.

I suspect also—and this is a tendency that I know exists I think
with all of us—that it is more exciting in certain ways to start new
things than to meet old obligations. So there is a tendency to want
to earmark money for the newest international program or to start
a new international initiative, rather than say well, we have not
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been meeting our obligations and now we are. It does not have
quite the same sizzle.

This is why we took a look at this situation starting in 1993 and
set very strong standards that, given the budget situation of the
country, there were limits to what we were going to be able to do.
We negotiated the commitments downward to the level that we
could sustainably afford.

This was, I think, a very important step. But this does not solve
the problem of the overhang from the commitments that were nego-
tiated in the early 1990’s. So I think we have to work off that obli-
gation, and when we do, we will be in a position to have these ac-
counts be running at a much lower level.

But I don’t think there is a tenable alternative approach. It is
hard to see how we could justify the United States being a kind
of international outlaw, failing to meet what was a solemn agree-
ment on which other countries reasonably could have relied. I
think that if we continue to try to do that, we will pay a very sub-
stantial price, not just in terms of lost influence but I think as we
are already starting to see in the IDA case, U.S. businesses will
pay a price because their access to procurement will be put under
increasing pressure if we are not contributing to the institutions
that are generating the procurement.

Senator HAGEL. I note here from some of the information I have
that, if these numbers are correct, African nations now owe more
than $52 billion to the World Bank and IDA. I suspect things like
that have an effect as well on how the representatives of the people
in this body have pulled back a little bit and are concerned about
where is this money going if we have a $52 billion debt that is out-
standing by African nations.

I am not picking on Africa, but I suspect you could go across the
globe and find that elsewhere as well. It gets back to our original
point about investment. I don’t know if those numbers are correct,
but certainly that is having an effect that is out of your control, too.

Mr. SUMMERS. If I could say, though, the figure you cite rep-
resents a cumulation of 40 years of lending.

Senator HAGEL. Yes.
Mr. SUMMERS. I think if you look, and we have looked rather

closely at the financial position of the World Bank, you will find
that it is really very, very strong; that the number of defaults has
been quite low; that that has been the case even in situations
where—of course, when you hear the statistic that the number of
defaults are quite low, you ask the question has there just been re-
lending to avoid default.

Senator HAGEL. Sure. There is then a new infusion of capital
coming from the United States and everybody else.

Mr. SUMMERS. Sure. But I think you would find that there have
been quite a number of countries that have been, for a period of
several years, in a position of repaying the World Bank, even when
they weren’t getting new loans from the World Bank, which I think
is really the right test for whether the loans are good.

Senator HAGEL. Do you have that number, by the way, that ratio
of bad debt versus good debt?

Mr. SUMMERS. We will furnish it for the record.
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[The following information was subsequently received for the
hearing record from Mr. Summers:]

The number of countries with net negative flows to the World Bank -- ie. who on
balance are repaying old loans rather than incurring new debt is 57 out of the 96
current and former borrowers from the Bank.

Mr. SUMMERS. The number of loans that are nonperforming now
I suspect is under 2 percent of the portfolio and the reserves are
much closer to 10 percent of the portfolio.

Mr. SUMMERS. I think it is also important in assessing the $52
billion figure to note that at least a part of that, and I suspect a
significant part of it, is concessional loans that are 40 years loans
at interest rates of 1 percent, which have been budgeted for and
are part of what we paid for up front. But it is not that on those
kind of loans there would be the same concern that there was an
unpleasant surprise awaiting for us, since we have already budg-
eted for them to have a substantial concessional component.

I think that the concerns about lending and whether adequate
standards of credit worthiness have been applied, I think most of
the experts who have looked at this would say that that was not
a major concern at the World Bank. I think that concern would be
more serious, perhaps, at some of the regional development banks,
and particularly that concern could be asked at the African Devel-
opment Bank.

We have been working very hard with that bank to assure a
tightening of standards and to assure that lending on a hard basis
goes only in situations where it is warranted.

I think you will find at the World Bank, though, that one should
never be absolutely certain, but that most of the people who look
at it, who look at the performance record on loans and then look
at the size of reserves, would feel that there is a lot of financial
prudence there.

Senator HAGEL. Well, certainly you were there and you had your
strong, insightful, clear-eyed arms around that when you were
there. I know that.

Mr. Secretary, let me get back to a point that you made, too, be-
cause it kind of intrigues me and you started to get into it with
Senator Sarbanes. If I have this right, you mentioned that $250 bil-
lion of private capital is going into developing countries. Is that
right, as you know it?

Mr. SUMMERS. (Nods affirmatively)
Senator HAGEL. Should we be restructuring these multilateral

banks in some way? I don’t know where $250 billion stacks up in
the last 40 years. I suspect we have never had that much private
capital going in. I don’t know that. But what I am getting at is
something you and I talked about earlier, which is how do we do
this better. How can we do it better? You talked in your statement
about leveraging these resources.

Do you have any ideas about that?
Mr. SUMMERS. Yes. First, Senator, your premise is right. Flows

in the last several years have been almost unprecedented, far larg-
er than they have been in the past.

But, again, I think the first point to emphasize is that the vast
majority of that goes to 12 countries, and there are another 100
countries that get much less.
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I think the basic restructuring that is called for in response to
that in the banks’ activities is lending only where there is some-
thing to add. I tried, in answering Senator Sarbanes’ question, to
identify what I thought were crucial categories where the banks
had things to add.

There is the whole human development and environmental area,
where it is profoundly important to send a kid to school but there
is not a payback screen to pay back a bank for doing that. The
countries where credit worthiness has not been fully established
but where the opportunity to borrow from the World Bank contrib-
utes to the establishment of credit worthiness is another example.
Also are loans where the World Bank, by virtue of being an inter-
national, kind of quasi-governmental organization, can impose con-
ditions of a kind that a private bank could not on reducing tariffs
or privatizing enterprises. Finally there are loans that are directed
at catalyzing further private sector lending.

For example, when I was in Russia just several weeks ago, I vis-
ited a project under development for the World Bank where the
World Bank’s only role would be to provide a guaranty against ex-
propriation type risk that would then be cross-guaranteed by the
Russian Government. That makes it easier for a major U.S. aero-
space company to come in there and once they are in there, there
is no incentive to violate the covenants because the Russian Gov-
ernment would just have to make a payment to the World Bank.

So you can lend in a way that supports without supplanting the
private sector.

I think these kinds of ideas, restructuring around what the pri-
vate market cannot do, are very much the essence of what Jim
Wolfensohn is trying to do in his strategic compact at the World
Bank and is very much what Enrique Iglesias at the IDB has done.
I think that we, the United States, can take some credit for the fact
that the terms that we have reached in these agreements that you
asked me a few moments about—you know, how we came to these
arrears—as part of these replenishment agreements, there is a re-
plenishment agreement which addresses in important ways the
bank strategy.

So there are, in effect, conditions on the institutions as a condi-
tion for getting the money. We have negotiated a set of conditions
that have basically produced substantial movement toward this
kind of reinvention, away from things that the private sector could
be and perhaps should be doing in today’s world.

I don’t want to oversell this. I don’t want to tell you that there
aren’t more ways in which we would like to see the banks change,
or that they are not still doing some things that it might be better
if they stopped doing. But I think we would be in a much greater
position to accelerate this process of reinvention if we were meeting
all our financial obligations.

Senator HAGEL. Do you think the multilateral institutions that
we are involved in are more significant today, less significant,
about the same, than, say, 20 years ago?

Mr. SUMMERS. I think they are probably more significant for
three reasons.

First, they have a crucial role in addressing problems within
countries. If you think about our crucial security problems today,
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whether it is Bosnia, whether it is Haiti, whether it is Russia, they,
in many, many cases, not to mention global warming security prob-
lems, in many, many cases they involve problems that take place
within countries rather than problems that take place between
countries.

So our capacity to influence policies within countries in our inter-
ests, I think these are our best tool for doing that for the reasons
Senator Sarbanes and I discussed, in terms of the ability to main-
tain political distance.

Second, I think that the developing world, frankly, 25 years ago
was marginal to U.S. economic interests. Today it is the most rapid
growing source of export demand and exports are the most rapidly
growing source of advantage for our economy. So supporting eco-
nomic reform in developing countries is much more important then
than it is now.

Third, I think they are most important right now in a political
sense because with the security organizations in some cases less
salient than they once were, they are the one set of institutions
where countries come together and they do not just talk but actu-
ally do something. They work together to promote common inter-
ests in key regions, like Latin America.

In a real sense I think you might say that the multilateral devel-
opment banks are to the New World Order what the collective se-
curity organizations were to the former world order.

So I think they are much more important, basically, because the
developing world is much more important than 25 years ago. Some-
thing that is very disturbing to me is if you look at the size of our
contribution in real terms, after correcting for inflation, now versus
20 years ago or now versus 15 years ago, it is just way, way down.
That makes it a particular tragedy, that we are not even able to
meet the size of the contribution that we have committed, which
is much reduced from a time when these institutions were probably
less central to our interests than they are today.

Senator HAGEL. Would you apply that to China, for example?
China is receiving as massive amount, as you know, of private in-
vestment, still, I believe, taking down World Bank loans.

Would you characterize China as still being in that part of the
orbit that you have just characterized as to the importance of these
multilateral banks today versus 20 years ago?

Mr. SUMMERS. China is a complicated case.
As you know, China had a major change in course in 1978 to-

ward economic reform. A substantial part of the blueprint for that
reform and for moving toward more capitalist institutions came
from a major World Bank six volume study that was done in 1980.

Frankly, it has been my view, and I think the view of most
American officials for some time now, that China was an inappro-
priate candidate for concessional lending.

As part of the international negotiation process since others dis-
agreed, we continued concessional lending in the current IDA, but
have now reached an agreement that starting in 1999 the World
Bank will cease making any concessional loans to China, which I
think is an important milestone given the size of their reserves.

The bank will continue to have a role in making loans on hard
money terms to China in certain areas, and I think their lending
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has been importantly catalytic with respect to certain aspects of en-
vironmental sensitivity and certain aspects of private sector devel-
opment in China.

But, clearly, in looking at the lending program for China, it is
very important—and this is the guidance our executive directors
give—that the lending be directed at being constructive with re-
spect to our broad agenda with respect to China, rather than sup-
porting the kinds of things we would like to try to bring about
change in China.

But I think the end of concessional lending to China represents
a really substantial and important milestone.

Senator HAGEL. Thank you.
Senator Sarbanes.
Senator SARBANES. Mr. Chairman, I do not really have any fur-

ther questions. I do want to make this observation.
I think it is important to recognize on the public record the ef-

forts that Treasury has made to reduce the budgetary costs of the
international financial institutions. I mean, when we do these hear-
ings, it is always about the budget request for the next year and
there tends to be a focus, then, on the amount that is being asked
for in the budget context in which we find ourselves.

It seems to me, just to sort of broaden the context a little bit, as
I understand it, there has been a sort of multi-pronged effort to ad-
dress this question.

First of all, I gather you have lowered the ratio of paid in to call-
able capital.

Mr. SUMMERS. (Nods affirmatively)
Senator SARBANES. Second, you have stretched out replenish-

ments over longer periods of time, so the cycle has been length-
ened. Reflows and net income are being used for the soft loan win-
dows as a way of addressing that issue, and new donors have been
brought in. I think the percentages of some countries have, I think,
been adjusted upward—I am not certain about that, but I think
that is correct—to reflect the relative strengths of their economy.
And there has been a major negotiation reducing the U.S. commit-
ment.

Am I right that our overall annual commitments are now 40 per-
cent lower than they were under the prior set of replenishments?
Is that correct?

Mr. SUMMERS. That’s correct, yes.
Senator SARBANES. Well I think that is a very striking achieve-

ment, frankly, to in effect continue out the work of the IFI’s and
to have the subsequent replenishments, but for the U.S. burden in
those subsequent replenishments to have been reduced 40 percent.

One of the problems we are facing now is we are trying to meet
the current obligations and clear the arrearages. Now if we could
once clear the arrearages, as I understand it, the permanent obli-
gations would represent a significant drop from the previous level
of obligation.

Is that correct, Mr. Secretary?
Mr. SUMMERS. That is correct. In the current appropriation, in

the current request, about more than 20 percent of it, in excess of
$300 million, is to clear about one-third of the arrearages we have
accumulated in the past.
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Senator SARBANES. Then you are going to have to ask for that
in subsequent years to finally clear it all.

Mr. SUMMERS. That’s right.
Senator SARBANES. Once it is finally cleared off, where are we

going to be in terms of what you will be asking for each year—this
is with no arrearages, then, to deal with—compared with what was
previously being sought? Will not there have been a significant
drop in the amount?

Mr. SUMMERS. That, Senator, is the 40 percent reduction. We
will be seeking about $1.2 billion, just above $1.2 billion a year for
these institutions, and the commitments that were inherited in
January 1993 were in the range of $1.9 billion to $2 billion a year.

We have negotiated those commitments down with, frankly, I
think it has been two parts good negotiating and good financial en-
gineering and one part, because we are able to contribute less, the
institutions are able to do with a little bit less. So it is both, I
think, some tough minded financial management and it is also just
a recognition of reality and making painful choices.

Senator SARBANES. But that part of it is accepted by the inter-
national community, is it not?

Mr. SUMMERS. That part has come to be accepted. It has come
to be accepted.

So I think it is important to emphasize in the overall budget con-
text that the cut the Congress has put in the appropriation for the
multilaterals in the last 2 years of 45 percent is one of the deepest
cuts that you can find anywhere in the foreign affairs area or, in-
deed, more generally, looking across the whole budget.

Senator SARBANES. And, of course, that is right in the face of a
very skillfully negotiated reduction in the U.S. undertakings.

I think that really needs to be put on the record because there
is a tendency to take what you have done and just kind of put it
in your pocket without recognizing the achievement it represents.

Mr. Chairman, I think it is very significant that if we could just
clear this arrearages problem at a level of $1.2 billion, they could
carry through from what was previously a level of just under $2
billion annually, which is obviously no small achievement, particu-
larly when you factor in, which we do not, the fact that on the pro-
curement side we are getting $2.50 in American procurement for
every $1 that we are putting in.

I don’t think we ought to let the Secretary come and go without
some recognition of the skillful negotiating they have been doing in
the face of having to carry this burden of the arrearages problem,
which is not a good way to be at the table trying to negotiate a
tough deal.

Thank you very much.
Senator HAGEL. Senator, thank you.
Mr. Secretary, let me ask a couple of other questions and then

we will submit questions for the record as we always do. Then I
would be pleased to entertain any additional comments.

I wanted to ask a question regarding the budget. In your testi-
mony, you make clear that the administration wants very much to
participate in the IMF’s new agreements to borrow. The President’s
budget contains a line item of $3.4 billion to help establish this
new international line of credit.
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However, the President’s budget did not seek a waiver, as I un-
derstand, of Section 251 of the Budget Act relating to how this
funding will be scored against overall discretionary spending caps.

I understand Senator Domenici, the chairman of the Senate
Budget Committee, would like the administration to request a
budget waiver for NAB funding. Can you shed a little light on this?

Mr. SUMMERS. It is our intention to seek the waiver that Senator
Domenici would like us to seek.

Senator HAGEL. All right. Thank you.
I have some prepared questions here that we have really kind of

gotten to in general ways and in some more specific direct ways.
But let me ask you, Mr. Secretary, if you would like to add any-
thing for the record or conclude with any remarks.

Mr. SUMMERS. If I could, I will not try to summarize the basic
argument, because I think I have stated it. But let me try to just
make three additional points if I could.

First, there are important programs that are not being funded
that do not require authorization that we have not mentioned here
today—new authorization. I would highlight in particular the Glob-
al Environmental Facility, which has been the lead international
organization in taking on problems like biodiversity, the deteriora-
tion of international waters, and depletion of the ozone layer. We
have been funding only a small portion of what we owe to that in-
stitution, and I think in light of our commitment and desire to
show leadership on global environmental problems our failure to
make an additional contribution, whatever it is—the increment is
less than $100 million a year, the total that we would need is $100
million a year; we have been funding it at a rate of closer to $30
million—is just a terrible tragedy for America’s ability to be able
to be a leader in those institutions.

Second, we have spent most of our time talking about the multi-
lateral development banks. I just want to highlight for a second
that there is also the question of support for the IMF, which really
is crucial to economic reform in many countries. One thing that I
think the science of economics does know is that economies and de-
mocracies do not survive hyperinflation, and that if we are to have
a chance of promoting the kind of stability in countries that we
want to see, we have to enable them to create a stable financial en-
vironment. That is the task of the IMF and it has had a number
of very conspicuous successes in that task in recent years.

If we do not want to be called on when there is a financial crisis
to provide a bail out, we need for there to be an IMF that is work-
ing to prevent financial crises.

I think they have done a particularly important thing in the last
year by setting a standard that exists for countries on the way they
have to disclose all their data. In many ways, it is like generally
accepted accounting principles here in the U.S. we are finally get-
ting something like that for developing countries.

I think that is going to have a big effect in making markets sur-
veil people and, probably more importantly, as accounting stand-
ards do in this country in reducing the tendency to slip and slide
when you have a problem.

The third thing I would just say is that if I had to reduce every-
thing we have been saying here today to one thought, it would be
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this one. This is forward defense of American interests. This is for-
ward investment in our security, by creating conditions that will
prevent kinds of conflicts from emerging in which Americans will
have to intervene much more expensively in a military way and
much more expensively in terms of human life. And to invest an-
other few hundred million dollars in making it possible to create
greater stability in the developing world where most of the world’s
people live, even if there is only a small chance that each bit of it
will prevent another Somalia, or another Bosnia, or another Haiti,
just in terms of its direct consequence for the U.S. budget, not men-
tioning any economic benefits to exporters and all of that, if it has
even a small chance of preventing one of those incidents, fully
meeting our obligations will pay for itself many times over.

Thank you very much.
Senator HAGEL. Mr. Secretary, as always, we are grateful for you

coming before us today and giving us your thoughts. I might echo
my colleague, Senator Sarbanes, and his compliments to you and
your team. We appreciate the work you are doing.

We all have an obligation here and a responsibility. We are on
the same team and we will look forward to working with you as
we go down the road.

Mr. SUMMERS. If we have done things right in the last few years,
it is in no small part due to Bill Schuerch, who has worked on
these issues for many years from both a Congressional perspective
and, more recently, from an executive branch perspective, and his
extraordinarily able predecessors, Lionel Johnson and Susan Le-
vine, who I think have really done an absolutely fantastic job of
standing up for the United States in these negotiations.

Senator HAGEL. Thank you. The record will reflect that.
I got acquainted with Susan Levine many years ago, when we

were both interest he real world and actually making more
progress maybe than what I am doing here. She has always been
very talented and has been an asset to this country in every way.

I would remind you, Mr. Secretary and your team, that we will
keep the record open until close of business on Friday for my col-
leagues to submit any questions. We will have written questions.

Thank you.
[Whereupon, at 11:30 p.m., the hearing was adjourned, to recon-

vene at 2 p.m., June 12, 1997.]
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MARKUP: THE FOREIGN AFFAIRS REFORM
AND RESTRUCTURING ACT OF 1997

THURSDAY, JUNE 12, 1997

U.S. SENATE,
COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.
The committee met, pursuant to notice, at 2 p.m. in room SD–

419, Dirksen Senate Office Building, Hon. Jesse Helms, (chairman
of the committee), presiding.

Present: Senators Helms, Lugar, Coverdell, Hagel, Smith, Thom-
as, Grams, Ashcroft, Frist, Brownback, Biden, Sarbanes, Dodd,
Kerry, Robb, Feingold, Feinstein, and Wellstone.

Also present: Senator Gregg.
The CHAIRMAN. Thank you, Senator Robb, for joining us. The

committee will come to order. This afternoon the committee is
meeting, of course, to consider the Foreign Affairs Reform and Re-
structuring Act of 1997, which, as is well-known, provides sweeping
and long-overdue reforms to America’s foreign affairs agencies, and
mandates tough reforms of the United Nations.

From the beginning it has been my hope that this effort would
be a bipartisan one, dedicated to the reorganization and revitaliza-
tion of our foreign policy institutions. Unfortunately, in the 104th
Congress the effort degenerated into regrettably a partisan battle,
and when Congress finally enacted legislation to send it to the
President, the President vetoed a bill that would have eliminated
just one Federal Agency which had temporary status for half a cen-
tury. Ronald Reagan used to say there was nothing so near eternal
life as a temporary Federal Agency.

In any case, this year I was determined that this spectacle would
not be repeated. Shortly after the election last November I spoke
with the President and I expressed the hope to him that we would
and could work together this time around, thereby forging a pro-
posal to give the American taxpayers a break, certainly a more effi-
cient and effective foreign affairs apparatus, and the President
agreed.

I also conveyed this hope both publicly and privately to Secretary
of State Albright, who unhesitatingly agreed to work with us in a
bipartisan fashion, and she has been true to her word.

Also, I discussed this matter with the distinguished Ranking
Member, Senator Biden, who readily agreed that it was essential
that this be a bipartisan project.

Thereby, we together sent the administration a clear message
that there must be no repeat of the unsuccessful battles waged in
1995 and 1996, and to the credit of both the President and the Sec-
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retary of State, the administration came forward with a reform
plan addressing many, though not all of my key concerns, and in
the ensuing months Senator Biden and I, along with our respective
staffs, devoted dozens of hours to hammering out the final package
that we have before us today.

Let me make this clear. Neither of us got everything we wanted,
but the result of that give-and-take is the legislation that we have
before us, a bipartisan bill that will abolish two of those 50-year-
old temporary Federal agencies, the Arms Control and Disar-
mament Agency, ACDA, as it is known, and the U.S. Information
Agency, USIA, and bringing some of the functions of a third such
agency, the Agency for International Development, AID, under the
direct control of the Secretary of State.

Candor requires that I make clear that if I had my way we would
abolish AID entirely and start over again, but I also recognize that
this bill is the first step in a long process of inventing and reinvent-
ing our foreign affairs apparatus.

Now, rest assured we will seek further reforms in the years
ahead if I have anything to do with it, but for now this legislation
does disestablish AID’s independence from the Department of
State.

By transferring many AID functions to the Department, includ-
ing the legislative affairs and the public affairs functions, and it
will assure that the allocation of economic assistance henceforth
will be administered by the State Department and directed by the
Department of State. Under this reform package the Secretary of
State will at long last—at long last—have policy control over this
Nation’s foreign aid programs.

Now then, the legislation also contains the U.N. reform bench-
marks that I promised United Nations Secretary-General Kofi
Anon. He instructed me to remember that his last name rhymes
with canon, Kofi Anon when he came down and visited with our
committee back in January.

I believe it is fair to say that this bill represents the most com-
prehensive and far-reaching U.N. reform package ever considered
by the Congress of the United States. Among other reforms this bill
will require the United Nations to reduce the size of the U.S. con-
tributions from 25 percent today to 20 percent by the year 2000,
a measure that will save the American taxpayers roughly $100 mil-
lion a year.

It will require the United Nations to adopt a real negative
growth budget and eliminate at least 1,000 bureaucratic jobs. It
will prohibit future United Nations global conferences—for exam-
ple, the Beijing Women’s Summit and the Rio Earth Summit—
meaning that the American taxpayers will not have to pay the
large cost of such meetings.

It will require the United Nations to reimburse the American
taxpayers for United States contributions to U.N. peacekeeping op-
erations, meaning that the U.S. defense budget will no longer be
raided to support U.N. experimentation with such operations.

And most importantly, this bill would prohibit the payment by
the American taxpayers of any so-called U.N. arrears until—and
let me emphasize, until these congressionally mandated bench-
marks have been met by the United Nations.
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The message to the U.N. is simple but clear: No reform, no
American taxpayer moneys for so-called arrears.

Last but certainly not least, this legislation is authorizing fund-
ing for the Department of State and other related agencies, and im-
poses very strict and very specific disciplines on spending.

Now, let me reiterate at this point that this so-called chairman’s
mark is a bipartisan effort. It does not contain everything that I
wanted. Senator Biden is a tough but fair negotiator. Nor does it
reflect everything that the Minority desires, but in the end, all
things said, I believe we have produced a bill containing important
reforms for this country and for the taxpayers of this country.

And let me say, with all the sincerity I possess, that I appreciate
Senator Biden’s effective cooperation in helping to move this proc-
ess along. It says a great deal that this package is being introduced
today as the Helms-Biden bill.

Of course, calling it the Helms-Biden bill is in a way a misnomer,
because this legislation would not have been possible without the
tireless efforts of the chairman of the International Operations
Subcommittee, Senator Rod Grams. Senator Grams has devoted
countless hours presiding over oversight hearings on issues con-
tained in this bill and to working with other Senators and me to
craft legislation that the committee can support.

I have particularly relied on Senator Grams’ special expertise as
the congressional delegate to the United Nations in the crafting of
a comprehensive United Nations reform proposal. Senator Grams
is the author of many of these historic reforms, and I believe he
has earned a place in the annals of U.S.-U.N. relations for his work
in designing this package.

I hope that the spirit of bipartisanship so evident today will con-
tinue throughout this meeting today, and that the committee can
complete its markup today.

As I said earlier, I intend for this committee meeting to continue
until we have finished our work on it, because if we can complete
our work today I am told by the Majority Leader that the full Sen-
ate can consider this legislation as early as next week, and in that
way this bill will be on the President’s desk at the earliest possible
time, at which point it is my full expectation that the President of
the United States, continuing the spirit of bipartisanship so evident
today, will sign this bill into law.

With that in mind, I now yield to the distinguished Ranking
Member.

Senator BIDEN. Thank you, Mr. Chairman. We are scaring the
living heck out of everybody. Helms-Biden, I am sure that half the
guys on your side are going, oh my God, it cannot be any good if
Biden signed on with you, and I know half the people on my side
are saying that to me.

But this is not just the Helms-Biden proposal here. I want to
make it clear that the administration has been aware of every sin-
gle solitary compromise that I have agreed to. They have not nec-
essarily agreed with every one of them, but they have been aware
of it all.

And so I fully expect—and I spoke with the President last night
about this. I fully expect—he did not comment, he did not respond
to me, I want to make clear—that I fully expect that if we pass this
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bill in the essential form it is in now that it will be signed by the
President.

I want to thank you personally, Mr. Chairman. I know that we
are sort of this year’s odd couple in the Senate, most people think,
but you and I have been working together for 24 years. We came
the same day, and we have very different views on a number of
things.

But when I took over this spot on the retirement of Claiborne
Pell you and I had a long talk, and I think it is appropriate to lay
it out here very briefly, which is that I went over to you not only
to pay my respects to you as chairman, but you and I talked about
the future of this committee, and I indicated to you then, as you
did, that we wanted to make this committee relevant.

We wanted to make this committee relevant in the sense it
makes no sense to be on this committee if we do not pass an au-
thorization bill. I might as well have joined the Appropriations
Committee and forgotten this committee, and there is the Appro-
priations Committee member who writes our bill for us, and he is
generous all the time, I know.

But I might as well have stayed on the Intelligence Committee
or moved to the Armed Services Committee, because the practical
fact of the matter is the major items on the agenda of this commit-
tee, in large part because of lack of any bipartisanship, have in fact
been determined by other committees, and I did not sign on for a
fifth term to be irrelevant in that sense.

You made it clear that it was your intention to do the same. As
a consequence of that you have made some, and I can see it on
your face, some very, very difficult compromises. I quite frankly
know it has been hard for you on some of these compromises, as
it has been for me, but these compromises have not been com-
promises that have, I think, in any way compromised principle that
we each of us share.

We are not in agreement on all that is in this package, but in
a sense, in the 24 years that I have been on this committee, I do
not know of any package that has been as significant or as broad
or as all-encompassing as this one effort we are attempting to
make.

And I might add Lee Hamilton and Chairman Gilman attempted
and thought we had all talked about this—they were going to at-
tempt to do the same thing. It is just a little more difficult over
there.

But this mark has three big components. When we talked at the
beginning of the year we both said there are five major items on
this committee. One we disagreed on, but agreed to fight out, and
that was the chemical weapons treaty.

The second one was the U.N. arrearages and reform. The third
one was the authorization. The fourth one was the reorganization
of the State Department, and one left to go—or these still have to
go, but the last one was the expansion of the United Nations. I
mean, the expansion of NATO.

That is a Freudian slip on my part, and my desire to expand our
efforts at the United Nations. I am sorry, Mr. Chairman.
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So here we are. This is the basic authorization legislation for the
Department of State, the U.S. Information Agency, the Arms Con-
trol and Disarmament Agency, and the Peace Corps.

The funding levels in this bill closely reflect the President’s budg-
et. The total bill for fiscal 1998 is $6 billion as compared to the re-
quest of $6.1 billion that the President asked. In fiscal 1999 the
amount provided in this bill is $5.9 billion. This is a modest reduc-
tion, and the reduction is in the international organizations ac-
count, consistent with the administration’s commitments.

Within this framework we have provided full funding for the
State Department’s core activities, and that is the diplomatic and
consular program salaries and expenses, protection and mainte-
nance of embassies. After years of reductions in spending on diplo-
matic readiness I am heartened that we have provided the full
amount of the President’s request in this account, 99 percent of the
funding for USIA diplomatic programs, full funding for exchange
programs, full funding for international broadcasting, full funding
for the National Endowment for Democracy, the Peace Corps, the
Asia Foundation, and most international commissions, and $819
million for 3 years, to pay on our U.N. arrearages.

The only reductions of note come in two accounts, Contributions
to International Organizations, and Contributions to International
Peacekeeping Activities. I regret the cuts in these important activi-
ties, but recognize we are closer today than last week, and hope we
can make further adjustments prior to this bill becoming law.

I point out to my colleagues who support these programs that
they are fully funded, or nearly fully funded in the House author-
ization bill. I also regret, as I am sure you do, various portions. I
also regret the inclusion of certain foreign policy provisions to
which the administration and some of my colleagues have reg-
istered their objections. I hope we can continue the dialog about
modifying these provisions as the bill moves forward, and in that
spirit I would hold proposing any amendments to these provisions
at this time.

A second point I would like to make. The bill provides a frame-
work for reorganization of the foreign affairs agencies that is con-
sistent—that is consistent with the plan announced by the Presi-
dent on April 18, and you have come a giant step in accommodat-
ing their registered concerns, sticking to your commitment to have
a fundamental reorganization downtown.

Like the President’s plan, the bill provides for integration of
ACDA into the State Department within 1 year, but ensures that
arms control function is maintained in the position of prominence
by establishing a position of Under Secretary of State for Arms
Control and International Security.

Like the President’s plan, the bill provides for integration of
USIA into the State Department within 2 years, and creates the
position of Under Secretary of State for Public Diplomacy. There is
only one minor difference. It integrates the Office of Public Liaison
and Legislative Affairs into State in 1 year.

In addition, the bill puts flesh on the bones of the President’s
plan with regard to international broadcasting. The President’s
plan is virtually silent on the question, stating only the ‘‘distinc-
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tiveness and editorial integrity of the Voice of America and the
broadcasting agencies would be preserved.’’

This bill upholds and protects that principle by providing the ex-
isting Broadcasting Board of Governors will be maintained as a
separate Federal entity. All the broadcasting agencies will be under
the oversight of the board. There will be a dotted line relationship
to the State Department, and the Under Secretary of State for Pub-
lic Diplomacy will have a seat on the board. Additionally, the Sec-
retary of State will provide foreign policy guidance to the board.

I should emphasize here that all the existing principles and
guidelines for international broadcasting set forth in the legislation
enacted in 1994 will be retained. So that everyone may have full
appreciation of these standards, we will circulate a copy of the rel-
evant sections of the existing statute and show how we have
amended the statute in the mark.

Like the President’s plan, the bill maintains AID as an independ-
ent agency. Let me repeat that. It maintains AID as an independ-
ent agency but provides for partial integration of the Agency for
International Development into the State Department.

Just as the President announced, the AID administrator will be
placed under the direction of the Secretary of State, and consistent
with the plan’s objectives to improving coordination between the re-
gional bureaus in State and AID, the Secretary will have the au-
thority to coordinate aid policy. This is hardly a radical concept,
Mr. Chairman. We have had aid coordinators in the State Depart-
ment since the early 1990’s to supervise aid programs in Eastern
Europe and the former Soviet Union.

This legislation is modeled on that concept. Indeed, the language
is borrowed directly from the Freedom Support Act, which I had
the privilege of coauthoring.

It bears emphasis that, unlike the bill reported by the committee
last Congress, this bill does not—does not—mandate specific reduc-
tions in budgets or personnel. Instead, it requires only periodic re-
ports on savings that are achieved.

Additionally, the legislation provides considerable flexibility to
the administration to reorganize the foreign affairs agencies within
the framework we have provided. The President and Secretary are
given the authority to develop and implement a reorganization
plan. Ultimately, there will be some transition and personnel au-
thority that the administration will need. I hope the administration
will be prepared, by the time we go to conference, to present us
with the proposed legislation in that regard.

The administration has submitted legislation which would au-
thorize it to reorganize with maximum flexibility—their phrase—
but this plan does not provide any less flexibility to reorganize.

To be sure, the plan locks in the date for the ultimate integration
of the two agencies into State, and it speeds up the partial integra-
tion of AID into State. That is the difference. But I think it is good
policy.

But within the broad outline, the administration has consider-
able flexibility to take and implement the thousands of decisions
required under the reorganization. Ultimately it will have to come
back to Congress for certain authorities. This is not extraordinary.
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This is the daily business of Government, and so I hope the admin-
istration will work with the committee on this procedure.

If the administration is committed to the reorganization outlined
by the President on April 18, as I believe it is, then it should have
no trouble implementing the legislative framework laid out in this
bill.

Finally, Mr. Chairman, the bill provides for payments of U.S. ar-
rears to the United Nations. The agreement which is before us in
division C will allow us to pay $819 million in arrears to the
United Nations over a 3-year period, contingent upon the United
Nations achieving specific benchmarks, to borrow your expression.

I will mention a few of the particularly noteworthy benchmarks.
The plan calls for a two-stage reduction in our regular assessment
from 25 to 20 percent. At today’s budget level, that would mean the
United States would save nearly $65 million in each year of regular
U.N. dues.

Now, those who say to me, and the editorials I read, and some
of my friends in this committee say, we should not be having any
benchmarks. Well, I have been here a long time, and I notice we
have tried to pay these arrearages for a long time, and we have got
nowhere, so we either compromise or we get nothing.

And the fact of the matter is, the House has nothing, and the
fact of the matter is, as well, that this notion of telling the U.N.
that certain things have to change I am not making a lot of apolo-
gies for, for if we were today to be establishing the U.N. in the first
instance, does anyone think, in light of the other world economies,
we would be assessed 25 percent?

Now, granted, it would be better if it was not conditioned, in my
view. That is where my friend and I have a disagreement. But my
choice here, as I see it, is to condition and get what the administra-
tion says is the bare bones they need, or get nothing, and it seems
to me it is vitally important to get what you were willing to commit
to, Mr. Chairman.

But again, I also think on a policy basis—just think of it in these
terms, folks. If the U.N. were being organized today in San Fran-
cisco, would the United States be assessed 25 percent? I do not
think any reasonable person would suggest that would be the as-
sessment.

The plan also requires the U.N. make a commitment that the
United States will be reimbursed for support we provided for
peacekeeping operations, something that is very important to the
chairman. It also conditions payment on assurance that the United
Nations has no designs on American sovereignty. I believe they
have none, but it makes it very clear.

In addition, the plan calls for a number of budgetary and over-
sight reforms that promise to improve efficiency in both the U.N.
Secretariat and the largest specialized agencies. I met with the
President of the General Assembly for a couple of hours and a
number of people who are part of his staff, and members of the
United Nations, and they came to see me, and they said, we do not
want any conditions.

I said, fine. What changes do you think have to be made? They
outlined changes, and they are the same changes you think should
be made.
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I said, well, you have choice here. You have a choice of making
the changes you think have to be made under the understandable
resistance of saying the United States is making us do it, or mak-
ing the changes on your own and getting no money.

So it seems to me again I would prefer it not be conditioned, like
my friend from Indiana, but the truth of the matter is, I would also
prefer that we get this behind us and get in good stead with the
United Nations and move on.

I thank the chairman for working through this issue on a biparti-
san manner. I would also like to take a moment and recognize and
commend the efforts of Ambassador Lyman and his team, who
probably spent more time in his office and my office and yours as
well, with your staff, than they ever intended to do and probably
hope never have to do again. Ambassador Lyman, who more than
anyone else in the administration—and this will probably get him
in trouble, by acknowledging how helpful he was—provided valu-
able assistance to me and to the chairman over 4 months of very
detailed negotiations that have led to this bipartisan agreement.

Let me conclude by saying this. I know a lot of you—and I do
not blame a lot of my colleagues on my side, at least—are under-
standable concerned that this is being presented to them in a way
where they are not in on every bit of the negotiation. Well, the
truth of the matter is we try to keep everyone informed. The ad-
ministration was informed. I do not blame them if they—but I do
not know any other way to do this. I do not know any other way
to do this.

Maybe I spent too much time doing criminal justice legislation.
I do not know how it gets done if it does not get done this way.
But I want to acknowledge that I respect the views of any of my
colleagues who may disagree with the totality of this. But put it
in this context. If the Senator and I had come to you all and said,
in January, we will be able to present to you a package we can
both agree on, that funds the U.N. to the degree the administration
says it needs, it reorganizes the United States foreign policy estab-
lishment in a way that the administration agrees with 99 percent
of, and basically fully funds for the next 2 years authorization for
the State Department, I think you all would have thought we were
crazy.

Well, that is where we are. Now I urge you all not to let the per-
fect become the enemy of the good. This is a first-rate move, in my
view. This is an important step in the direction of not only making
this committee relevant, but, in my humble opinion, of establishing
for the first time in a long while a genuine sense of bipartisanship
in the conduct of American foreign policy, at a time when much of
it is necessarily up for grabs.

And so I thank you, Mr. Chairman. I yield the floor.
The CHAIRMAN. I thank you, Senator. I thank you for the hours

that you have spent working with us and with the staff. You have
been most helpful and generous.

I note the presence at the table of the distinguished Senator from
New Hampshire, Mr. Judd Gregg. He is the distinguished chair-
man of the appropriations subcommittee which oversees the De-
partments of Commerce, State and Justice. I think what he may
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be preparing to see will be important, in terms of launching consid-
eration of this bill.

I guess it would be accurate to welcome you back, Judd. He was
formerly a member of this committee. But I understand why he
changed to Appropriations. But his expertise in foreign affairs obvi-
ously has served him well in his new role on the Appropriations
Committee.

As a matter of fact, to be honest about it, I do not think we
would be here today without Judd Gregg’s early and active support
of the concept of this legislation. He has been a major contributor
to almost every aspect of it. Indeed, his tireless work in promoting
this legislation signalled, I think, to the administration early on
that the appropriators and authorizers could not be divided and
conquered, that we were a united front, and that we meant busi-
ness.

So we welcome you and your comments sir. Welcome home.
Senator GREGG. Thank you, Senator. I appreciate the invitation

to be here. I recognize that you have got a lot of work to do. I
thank you very much for the chance to speak with you, which was
an invitation extended by yourself. I do not want to take a lot of
your time. A lot of what I have to say has been summarized by
yourself and Senator Biden.

I simply want to make a couple of comments. First, I believe the
bill that you are about to mark up is an extraordinary document,
that is a very positive step forward for our foreign policy as a Na-
tion. As chairman of the committee on appropriations, which has
oversight over a large percentage of this bill in the spending side
ledger, it is going to be the courses we are going to follow as we
sail down the process of funding the agencies.

Second, I want to speak specifically to the U.N. agreement. This,
as has been mentioned, was an agreement which took literally
months of intense negotiation. When it started out, I think most of
us did not feel we would reach an agreement. But with the strong
leadership of yourself, Senator Biden, and especially Senator
Grams, whose efforts in this area have been extraordinary, and the
imprimatur of get something done that was given to us by Senator
Lott, we were able, working closely with Secretary Albright and
Ambassador Richardson, to reach this understanding.

And the way I view this understanding is as follows: Basically,
what we are going to do—well, there were three issues. The first
was we had an issue of the amount. How much do we owe in ar-
rears? The second issue was, what should the benchmarks be?
What should we set as the goals that we feel the U.N. should try
to obtain? And, third, what would be the payment procedure?

What I think we ended up with was essentially a letter of credit.
We are saying to the United Nations, you reach certain conditions
and we will pay you. All letters of credit require that obligations
be met. So we are going to expect some obligations. But if they
meet those benchmarks, we are going to pay. The benchmarks that
we have set out are reasonable. They are negotiated benchmarks
with the administration and with the understanding of what the
U.N. felt it could do and it could not do. They are not unreasonable
demands.
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If you go down through the list, they involve fairly obvious
things, such as that our Constitution will be recognized as sov-
ereign; that there will not be a standing army at the U.N.; that
there will not be any tax policy initiated by the U.N.; and sub-
stantive things on the area of fiscal management, which I happen
to think are very important, because I think the U.N. has serious
fiscal management problems; things like an accounting procedure,
where we can actually find out where the money goes; a personnel
procedure, so we can know who they hire and why they hire them;
a procedure for evaluating when they deliver a service, whether it
was actually delivered or whether it was not delivered.

And then, third, an issue that has been of significant concern,
which is, what is the proper burden for the American taxpayer to
pay of the cost of managing the U.N.? And we have reduced that
burden, and reduced it, I think, in a reasonable way. We are still
picking up a huge percentage of the U.N. burden, but it will not
be quite as large as it has been in the past.

And, of course, the bottom line to all this is that I believe, after
you have passed your bill and we have put in place the language
which spends the money conditioned on the language of your bill,
that we will be able to return to our people in our States, our tax-
payers, and say yes, the dollars that you are sending to the U.N.
are going to be spent effectively. The U.N. is an institution which
deserves support. It is an institution which should have a positive
impact in international affairs. It is an institution which can have
a positive impact on American policy. But we have to make sure
that we can say to our taxpayers that they are spending our dollars
well.

And the end result of this effort, which has been put together by
Senator Helms, Senator Biden, Senator Grams, and Senator Lott,
who played a major role, Secretary Albright, and Ambassador Rich-
ardson, is to produce a package which accomplishes that goals.

Also, I would like to thank the staff. Because the staff hours on
this, as in anything else, were extraordinary. My own staff person,
Vas Alexopoulos, spent literally hundreds of hours on this; Tom
Kleine, Patti McNerney, Chris Walker, and of course the inimitable
and unreplaceable Admiral Nance, who did an extraordinary job of
keeping this moving.

So I thank you, Mr. Chairman, for allowing me to come here
today and just simply say thank you for the effort you put together,
because it is going to make my job as an appropriator a heck of
a lot of easier.

The CHAIRMAN. To the contrary, sir, we thank you. We thank you
for being here today. Thank you for your comments.

Now, then, my recommendation is that we should proceed
through the bill by division, beginning with division A, relating to
reorganization. Then we can turn to division B, related to State De-
partment basic authorities. Then division C, relating to reform at
the United Nations. If there are no objection, then, I suggest that
the committee now begin consideration of any amendments to divi-
sion A.

Now, on both sides, I believe—I know on my side—I want the ex-
perts to be able to answer technical questions that may be raised
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about phraseology or procedures and so forth. So I am delegating
Tom Kleine to do that job on our side.

Are there amendments to division A?
Senator COVERDELL. I move the adoption, Mr. Chairman.
Senator FEINGOLD. Mr. Chairman, I offer an amendment.
The CHAIRMAN. The Senator will state it.
Senator FEINGOLD. To strike the provisions establishing a new

independent Agency for International Broadcasting. Mr. Chairman,
if I can proceed?

The CHAIRMAN. Yes, absolutely.
Senator FEINGOLD. Mr. Chairman, I am very concerned about the

provisions included in the committee mark that will establish a
new independent Federal Agency to administer United States
international broadcasting programs. I just do not see how this sec-
tion of the bill makes any sense, in light of the hard work this com-
mittee invested in 1993 and in 1994 in restructuring the U.S. role
in overseas broadcasting by consolidating various programs and
taking clear steps to move Radio Free Europe and Radio Liberty
down the road toward privatization.

In 1994, this committee took the lead in doing something very
unusual in Washington. This committee wiped out a Federal Agen-
cy. It finally did it. I do not know if it was Reagan or Bush who
said that the only thing that is immortal in Washington is a Fed-
eral Agency. Well, unfortunately, if we take this step, we are going
to prove them right again.

The agency was called the Board for International Broadcasting,
or the BIB. We consolidated international broadcasting programs
in the Voice of America, along with all the surrogates within a Fed-
eral Agency—one Federal Agency, the USIA. We imposed tight fis-
cal controls on the two programs that were just rife with fiscal
abuses and mismanagement, and mandated steps toward privatiza-
tion for RFE/RL. In fact, we said that Radio Free Europe and Radio
Liberty should be completely privatized by 1999. It is Federal law
right now that that should happen. We have saved the taxpayers
close to $1 billion over a 9-year period by doing this.

At the time the committee took this action, Mr. Chairman, as
you well recall, RFE/RL was spending 25 percent of their budget
on administrative costs, while the Voice of America was only
spending 12 percent on theirs. Extremely lavish government-paid
salaries and perks for executives were a deeply ingrained way of
life for these programs.

Now, today we have before us a proposal to recreate what ap-
pears to be something virtually identical to the old Board for Inter-
national Broadcasting, an independent Federal Agency, governed
by a board of directors. Now, colleagues, this is a road map to re-
turn to where we were 3 years ago.

I find it incomprehensible that just as we, under the chairman’s
leadership, are consolidating our foreign policy apparatus under
the reorganization plan in this bill, that we would create a new
Federal Agency virtually identical to the one we wiped out less
than 3 years ago.

Let me very briefly outline the problems I have with the Biden
proposal. Let me just say that Senator Biden and I have been at
this for years and understand each other on this. We have agreed

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00280 Fmt 6601 Sfmt 6601 E:\HEARINGS\47753.007 INET01



276

on almost everything since I have gotten here, but this one was our
first encounter and it is going to be apparently a continuing en-
counter.

Senator BIDEN. And hopefully our last.
Senator FEINGOLD. Well, it depends on how it comes out.
But these are my problems. First of all, fiscal abuse. The struc-

ture Senator Biden has proposed has historically been a breeding
ground for fiscal abuses. These were not just uncovered in 1993. I
have a stack of GAO reports and I.G. reports going back two dec-
ades, documenting the fiscal abuses that this independent struc-
ture generated. Senator Howard Pastore, in his 1976 account of
this problem, said the abuse has reached the point of becoming al-
most scandalous. That is what we put an end to in 1994. We finally
put an end to the abuse.

Second, privatization. There was a commitment made in 1994,
put into the law, that we would eliminate this thing and completely
privatize it by 1999. Why would we recreate an independent agency
to administer the grants for RFE/RL for this short period of time?
If we recreate this entity, I can assure you, as all Federal programs
do, it will find a justification to continue. All the hard work and
consensus that was developed around the idea that RFE/RL should
be privatized will be under attack.

And, third, there may be attempts to suggest that this somehow
is not a new Federal Agency. But I assure you it is simply a new
Federal Agency. I find it hard to believe that the members of this
committee, many of whom are deeply committed to downsizing the
Federal Government and achieving deficit reduction, want to have
a hand in creating a new Federal Agency, an agency that not only
would be new, but just is not needed. That is exactly what these
provisions will do—create an unnecessary new Federal Agency,
with all the overhead and bureaucracy and trappings of a brand-
new agency.

And I am not alone in this view. I think, if I could, Mr. Chair-
man, I would like to put a letter from the Taxpayers for Common
Sense in the record.

The CHAIRMAN. Without objection.
[The information referred to follows:]

TAXPAYERS FOR COMMON SENSE,
June 12, 1997.

THE HON. RUSSELL FEINGOLD
United States Senate,
SH–716 Hart Building,
Washington, DC 20510

Re: Support Feingold amendment to
State Department reauthorization

DEAR SENATOR FEINGOLD: Taxpayers for Common Sense supports your amend-
ment to the State Department Reauthorization bill that will be marked up today.
We urge all members of the Committee on Foreign Relations to support your
amendment.

In 1994, Congress passed legislation terminating the Board of International
Broadcasting, (BIB), an independent federal agency responsible for administering
the grant for Radio Free Europe and Radio Liberty (RFE/RL). In doing so, the legis-
lation mandated that steps be taken to privatize RFE/RL. The legislation also estab-
lished a Broadcasting Board of Governors within USIA in order to curb extensive
internal problems that plagued the programs under the BIB structure.
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Contrary to the law and to congressional intent, the committee version of the
State Department Authorization Bill that will be marked up today would create a
new federal agency strikingly similar to the BIB. Congress terminated this just
three years ago by an overwhelming bipartisan vote. The BEB structure fostered
rampant fiscal abuses, lavish executive salaries and executive perks, despite numer-
ous GAO and Inspector General reports noting fiscal problems over the course of
two decades.

Your amendment would simply strike the committee’s language on this issue. TCS
supports your amendment because it would prevent creation of a new federal agen-
cy. While the budgetary savings may be relatively small compared to the entire fed-
eral budget, the principle at stake is large. Can Congress follow through on budget
cuts? Finally, your amendment is a step in the right direction at a time when many
believe it is important to restore confidence of American taxpayers that U.S. inter-
national programs are wise expenditures.

Sincerely,
RALPH DENNARO,

Executive Director.

Senator FEINGOLD. And if I may, Mr. Chairman, everyone should
have received a copy of this. It says as follows, in a letter dated
today to me, which I have distributed:

Taxpayers for Common Sense supports your amendment to the
State Department reauthorization bill that will be marked up
today. We urge all members of the committee on foreign relations
to support your amendment.

Contrary to the law and congressional intent, the committee ver-
sion of the State Department authorization bill that will be marked
up today would create a new Federal Agency strikingly similar to
the Board for International Broadcasting. Congress terminated this
just 3 years ago by an overwhelming bipartisan vote. The BIB
structure fostered rampant fiscal abuses, lavish executive salaries
and executive perks, despite numerous GAO and Inspector General
reports noting fiscal problems over the course of two decades.

Your amendment would simply strike the committee’s language
on this issue. Taxpayers for Common Sense supports your amend-
ment because it would prevent creation of a new Federal Agency.
While the budgetary savings may be relatively small compared to
the entire Federal budget, the principle at stake is large: Can Con-
gress follow through on budget cuts?

Mr. Chairman, I submit that this is a significant issue, just in
general, because of the deficit issue and our efforts on balancing
the budget, but specifically, in light of the spirit and the accom-
plishments embodied in the rest of the agreement, which is in the
direction of consolidating, not creating, new agencies in the Federal
Government.

Thank you, Mr. Chairman.
Senator BIDEN. Mr. Chairman, let me respond, if I may.
First of all, let us understand what the fundamental disagree-

ment the Senator from Wisconsin and I have. He does not believe,
I think it is fair to say—and please correct me, Senator, if I am
wrong—that there is a need for private, public or in any cir-
cumstance Radio Free Europe, Radio Liberty or Radio Free Asia.
That is the fundamental disagreement we have to begin with, num-
ber one.

Number two, if they are to exist, the issue is they only have effi-
cacy if they are totally independent. They cannot be the voice of the
official policy of the United States in order for them to have any
efficacy. That was why Radio Free Europe helped bring down the
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Berlin Wall. No one doubted its independence, its journalistic in-
tegrity.

So I will acknowledge one thing. If there is no journalistic inde-
pendence, then there should not be the radios.

So the key here is, if you start off and say there are to be the
radios, the radios make sense—if you agree with the Senator, hav-
ing the radios, public, private or otherwise, makes no sense, then
you are right. Because to fold them into the State Department com-
pletely eliminates their objectivity in the minds of the people we
are trying to get to. That is number one.

Number two, this notion that we are creating a new agency.
What we are doing is stripping everything out of an existing agen-
cy except for one thing. The only reason we are not stripping it
away is because of the need for independence, journalistic inde-
pendence.

Now, it may seem strange that a guy like me would be spending
so much of my time in the last 10 years doing this. But I think,
I truly believe, there is as much a need for unfiltered, reliable in-
formation, not able to be—not able to be—censored by even our
government, to get to a part of the world that will be in chaos and
confusion for the next two decades, particularly the establishment
of Radio Free Asia, which so many of you supported me on.

Now, this notion that it undermines privatization. I agree with
my colleague when we reached a compromise a year and a half ago
or whenever it was that we should work toward privatization. But,
quite frankly, that is more consistent with my notion of its inde-
pendence.

Let me ask you the rhetorical question: How many of you think
there is a greater chance of it being privatized if it sits out here
by itself with that mandate attached to it or if it is subsumed into
the State Department with USIA? What do you think, folks? Where
do you think it is more likely to have a shot at being privatized
and having the push to privatize it?

This does not in any way change the directive by 1999. Kevin
Klose is here. I do not want to take up the committee’s time, but
he is prepared to testify and tell you about the efforts toward pri-
vatization.

The third point—and there is much more to say, but we have
many more things to cover I acknowledge, and I am not in any way
trying to trivialize the amendment—it is very important, and it is
very important to me—but this notion that we are going to put in
place this sort of spendthrift cesspool that is going to go out and
do all these things now. The truth of the matter is this is a broad-
casting board we put in place 3 years ago. It has a direct line re-
sponsibility, answering to—in terms of connection to—we handed
out this little organizational chart for you here—to the State De-
partment. The State Department has, as a permanent voting mem-
ber, the Under Secretary of State, who will give policy guidance on
that board, but is only one of the board members—only one of the
board members.

Now, the idea that this broadcasting board of Governors, which,
by the way, all the savings my friend has acknowledged we have
accomplished, through his leadership on this, were accomplished by
this board—these are the folks that went out and did it. These are

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00283 Fmt 6601 Sfmt 6602 E:\HEARINGS\47753.007 INET01



279

serious people. They moved the operation from Germany to Prague.
They modernized it. They consolidated. They cut.

I love my staff, but I drive them crazy and they drive me crazy.
They want me to point out that this says dotted line, not straight
line. I apologize.

But, at any rate, they are the ones—they are the ones—the board
are the ones that initiated these savings. These are serious people.
This is not a boondoggle.

And the last thing I will ask you: Do you think it is harder to
hire, do you think it is harder to hide, do you think it is harder
to waste the taxpayers’ money sitting within the gigantic bureauc-
racy called the State Department or sitting out there all by yourself
with my good friend from Wisconsin, with his—as my kids would
say—spyglass, watching everything they do?

So I would argue the following, and conclude with this. One, pri-
vatization is more likely keeping it where we have it in the bill.
Chicanery relating to spendthrift tendencies is less likely with it
sitting out there in the cold light of day rather than buried in the
bowels of the State Department. Three, it is absolutely critical, if
you think Radio Free Europe, Radio Liberty and Radio Free Asia
has any relevancy, it is absolutely critical that they maintain their
journalistic independence. They cannot do that, with all due re-
spect to a Secretary of State I love and future Secretary of States
who I may, it cannot do that within the State Department.

So the fundamental difference my friend and I have—and we had
this conversation yesterday—is, at its root, in addition to saving
money, which this has become the most fiscally conservative guy
I know from the time he got here—I do not know, I mean this is
an unusual guy—but the root problem is not just saving money, it
is you do not think these Radios make any sense any longer, do not
have any relevance any longer. So, for all those reasons, I would
urge my colleagues to vote against the amendment if and when we
get to that vote.

The CHAIRMAN. I agree with the Senator, and I find it somewhat
novel that I am indirectly or implicitly being charged with favoring
the creation of a new Government Agency.

The fact is that this provision does not create a Government
Agency. What is does, as Senator Biden has so eloquently dem-
onstrated, it simply keeps a current function of USIA—namely, the
freedom radios—separate from the Department of State. No new
missions are created. No new bureaucracies are established. We
simply maintain the independence and editorial integrity of the al-
ready existing radios.

Now, I understand the arguments that the Senator has made. I
think I made some of them myself when I introduced the reorga-
nization in 1995. But then I was approached by a number of distin-
guished Americans who have been active in this field—people like
Jeanne Kirkpatrick, who made the case for their independence, and
Steve Forbes, and others. I took note then, as I do now, that the
clamor for maintaining the independence of the radios is coming
not from an entrenched bureaucracy opposed to reforms, but rather
from the very conservatives who have championed reforms.

So I think most Senators will agree that, thus far, freedom radios
have served us well, as Senator Biden has said. So well, in fact,
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that we recently created a new Radio Free Asia to broadcast to the
oppressed peoples of mainland China and Tibet and East Asia. At
the behest of Senator Brownback, we are, in this very bill, creating
a new Radio Free Iran, with a similar purpose, with offsets of
course.

So I thank the Senator for his comments, and I join him in hop-
ing that we will defeat this amendment.

Senator BROWNBACK. Mr. Chairman.
The CHAIRMAN. Yes.
Senator BROWNBACK. Thank you very much.
I want to reemphasize a point, if I could, and make certain

that—I know the chairman is with this—that we are going to con-
tinue the privatization effort on those entities within the radio free
area that we can, at the same time that we are adding into areas
where we think we really—we can go again and do and accomplish
again, with these new radio messages, into areas what we have al-
ready accomplished in some others areas that we ought to be
privatizing.

The CHAIRMAN. Exactly.
Senator BROWNBACK. And that the chairman and I think the rest

of the committee is committed to privatizing. I hope that message
goes through to the people that are operating these radio free oper-
ations.

The CHAIRMAN. I thank the Senator. I can assure him that will
be done.

Senator FEINGOLD. Mr. Chairman.
The CHAIRMAN. Yes, sir.
Senator FEINGOLD. May I respond?
The CHAIRMAN. The Senator is recognized.
Senator FEINGOLD. This is exactly how they told me it would go

once I got out here. Eliminate an agency, but then they would fig-
ure out a way to give it a different name, recreated a couple of
years later, and you are off to the races again. This is a boondoggle.
This is a boondoggle that is going to be recreated.

Senator Biden says let it sit out there in the plain light of day
and not in the State Department and see what happens. Well, we
saw what happens for 20 years when it sat out there by itself. Sal-
aries exceeding $200,000 and $300,000 a year for executives in Mu-
nich. This committee worked long and hard, with the support of the
chairman and others, to finally say enough is enough, there needs
to be accountability.

The only accountability that is left after this agreement is what
Senator Biden correctly said—one guy from the State Department
is going to sit on a board—one vote out of nine. There is no direct
budgetary responsibility to the USIA, which exists under the cur-
rent agreement. Under Senator Biden’s provision, this organization
does not have to go through the USIA for their budget. They go
straight to OMB. A separate, new pleader in the Federal Govern-
ment for Federal dollars.

And let me correct something Senator Biden said. I never said
I was against any form of RFE/RL. If it wants to privatize and
compete against CNN and BBC and the private, free enterprise
market to do a better job, I am all for it. Why should we subsidize
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it at this point? What is the justification for creating a brand-new
agency that will do this?

Senator BIDEN. Freedom.
Senator FEINGOLD. Oh, it is government-subsidized freedom.
Senator BIDEN. I do not care; it is freedom.
Senator FEINGOLD. Yes, well, the information I have gotten from

a number of my colleagues here is they think other entities that
are not government funded are able to do this and are doing it
well. But the point is that there is no credibility to the notion that
this is not a new Federal Agency. You can put as many words
around it as you want, but it is. It is appointed by the President.
It is accountable to no one but the President himself. I got a feeling
he has got a few other things to do than to micromanage this deal.

So, my colleagues, I assure you, I certainly will want it taken up
here and hope we can defeat it here, if not on the floor. But this
is just a classic example—a classic example—of where the rhetoric
does not meet the reality. We finally hunkered down on something,
consolidated, and saved. I thank the Senator from Delaware for ac-
knowledging the savings that came out of this.

You know, you made the comment that this agency worked hard
and made the savings. They did not make the savings. They were
mandated to by Congress. We cut their budget to $70 million a
year and they had to. It was not out of the goodness of their heart.

So the fact is here, Mr. Chairman, that this is reversing course
in a way that it is inconsistent with what I think is really a com-
mendable direction of your overall proposal. I think it is regret-
table, and I will certain revisit it as many times as I need to in
order to make sure that we do not make this mistake and start
moving in the opposite direction of why so many of us came here
in the first place—to bring this government spending under control
and to have a little rationality to the organization of the govern-
ment.

The CHAIRMAN. Senator Coverdell.
Senator COVERDELL. Senator Feingold, an interesting debate

here. Are you asserting that the mandates and construction in your
initial work is deemed obviated by the plan that is supported by
the chairman and ranking member? In other words, the financial
mandates and construct of your original work, is it not still in
place?

Senator FEINGOLD. I am suggesting—a portion of it, of course, is
still there. We still have the same financial limits that were there
before, and I do not dispute what Senator Biden has said on that.
What I do dispute, however, is the notion that we are not creating
the scenario where it will happen again. In fact, I think we are set-
ting up the road map, with no accountability, with a direct oppor-
tunity to plead for funding directly with the OMB. What you are
doing is essentially creating a Federal Agency that cannot be elimi-
nated.

And I think what will happen is that the very limits that we
have established will come off, just as I notice the slippage of the
commitment to consolidation on this very committee that was so
clearly identified a few years ago, when we did require that this
go under the USIA, on a 15 to 4 vote.

Senator KERRY. Mr. Chairman.
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The CHAIRMAN. Senator Kerry.
Senator KERRY. Mr. Chairman, having chaired that component of

what happened 3 years ago, I must confess that I am somewhat
baffled, and I share the feelings of the Senator from Wisconsin.
This is the 1993 committee report on what we did. It says the com-
mittee bill incorporates, with some modifications, the administra-
tion’s draft bill. This was the administration. I mean, are they sign-
ing off on this? It is a reversal of 3 years of policy if they are.

Because they said, the administration’s draft bill, to consolidate
the broadcasting activities of USIA and the Board for International
Broadcasting. We consolidated Radio Free Europe, Radio Liberty,
Radio and TV Marti, Voice of America, et cetera, for a lot of dif-
ferent reasons. One of the reasons was that it was out of control.
I mean we had spending abuses. We had extraordinary salaries.
We had lack of management. So we brought it in to get control of
it.

We mandated that. They did not do that because they were an
independent agency. It was because they were an independent
agency that we saw fit to rectify the problem. The consequences of
our action was the following. We created the board and we put the
board into USIA.

Now, that same board—I do not know what the administration’s
consolidation plans are, but USIA is now going into State. So what
is all this malarkey about independence? I mean you are going to
have the USIA board now in State. The board is going to be still
appointed. They are still going to seek money.

I mean if we are kidding ourselves that the United States of
America thinks that because we overtly set up some separate en-
tity, quote, but we are funding it every year, and they are compet-
ing for appropriations with everything else in the budget, that we
have created independence of editorial, I mean that is ridiculous.
No more than you can guarantee it in its current form, which
is——

Senator BIDEN. Will the Senator yield on that point?
Senator KERRY. It is one of the things that we debated. Let me

just finish. It is what we debated 3 years ago. We all worried about
whether or not they could be independent within the State Depart-
ment. We set up a structure that, at that point in time, we thought
created sufficient independence, and the committee signed off on it.
We saved $240 million over 4 years because we did that.

Now, all of a sudden we are coming back in an age where the
BBC is the most important and single best coverage in all of Asia,
where you have got faxes—the fastest-growing form of communica-
tions in Asia today is wireless. They cannot control that, and you
have got satellite television and a host of other things with dishes
more available than ever before. Go over to China, you will see
them.

And we are sitting here worrying about setting up some kind of
cold war construct again to go back and expose ourselves to all
those abuses. I do not know what the rationale is, I honestly do
not.

Senator BIDEN. Mr. Chairman, let me just take 120 seconds to
respond to that. Number one, I think you make the best argument,
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John. You do not think these radios are necessary, whether they
spend money or do not spend money, either funded or not funded.

You make the argument about BBC, and satellite dishes, and
you may be right. That is what we have a fundamental disagree-
ment on. But the notion that they can maintain independence and
still be funded by the Federal Government, there is a little thing
called Radio Free Europe. It worked that way for 50 years. For 50
years it was funded by the Federal Government, and guess what,
the rest of the world treated it like it was. It had journalistic inde-
pendence.

Senator KERRY. That is precisely my point, Senator. If you have
it, one way or the other they still know it comes from the United
States of America. It is not because of how it was funded. It is be-
cause of either the integrity of the news, the reliability—it is the
only thing they get.

Senator BIDEN. It is the integrity of the process.
The Secretary of State cannot pick up the phone and could not

pick up the phone and tell the editorial board at Radio Free Europe
do not put out that editorial. Everybody in the world knew that,
and they still know that.

They cannot do it now, but if you put it within the State Depart-
ment, and let us make it clear, we set up this new board within
an existing independent agency called USIA, which was not part of
the State Department, so it was never part of the State Depart-
ment, and in the reorganization efforts it was never intended to be
part of the State Department.

Now we have stripped away all the stuff that it need not be inde-
pendent and put it inside the State Department and left the part
that should be.

Again, this is like beating a dead horse here, but the bottom line
here is, keep in mind, listen to what we all say here. The question
is, are these radios relevant and independent? Does it make any
sense, or do we not need them, and count on—which is a legitimate
argument—CNN World News and BBC and the rest, and we do not
need to be in the game.

I think we need to be in the game. I think they make sense.
Nothing changes. That is my answer to my friend from Georgia’s
question about the mandates that we have in terms of accountabil-
ity for this board, any more than we did a year-and-a-half ago. I
still think they are relevant. If you do not think they are relevant,
then you should vote with my friend. If you do, then I think you
should vote with us.

Senator KERRY. Let me just say, Mr. Chairman, the vote is not
over relevance. They are relevant. That is why we kept them. The
vote is not over relevance. The vote is over control with respect to
spending, and whether or not you believe that where it lands dis-
tances it sufficiently from the fact that we are funding it.

If you think independence comes from creating a separate agency
that will compete for funds, but still gets funded by us—if you
think it gets independence from that, fine. In my judgment, there
is no difference, except that you are creating an entity that will
compete for funds and take us back to the era of lack of control.

This is about Government efficiency. It is about size of Govern-
ment. It is about how we spend money. That is the vote.
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Senator FEINGOLD. Mr. Chairman, one quick other point, if I
may. Let me just remind my colleagues that in addition to this no-
tion that we are going to have RFE/RL and this board out there
for just a couple of years, when it is supposedly going to be
privatized, after we do all of this, the Voice of America is going out
there, too. The Voice of America has been under the USIA.

Senator BIDEN. But not the State Department.
Senator FEINGOLD. We are moving the USIA into the State De-

partment because we want consolidation. That is not what we are
doing here. We are taking not only Radio Free Europe, what is left
of it, but we are also taking the Voice of America and just leaving
it hanging out there without that.

Senator BIDEN. Senator, you are making the point, if I may. You
are making the point. Our reorganization effort, if we wanted to do
what you and the Senator from Massachusetts have done, when we
reorganized we would have put it in the State Department.

We chose not to, and all I am doing is stripping away some of
the things that were part of USIA and putting them in the State
Department and keeping the radios where they were and where
the reorganization called for them to be, outside State.

Senator FEINGOLD. That is inconsistent with the very purpose of
the agreement.

Senator BIDEN. You know, Mr. Chairman, there used to be an ex-
pression that Ralph Waldo Emerson used. He said foolish consist-
ency is the hobgoblin of little minds. I just think where we are
now, this is getting to be foolish consistency.

The CHAIRMAN. We will leave the little minds out of it.
Senator BIDEN. I did not mean it that way. That sounded—that

came out the wrong way.
That is why I do not do radio.
The CHAIRMAN. Are we ready to vote? Would the Senator want

a roll call vote?
Senator FEINGOLD. I sure do.
The CHAIRMAN. The clerk will call the roll.
The CLERK. Mr. Lugar.
Senator LUGAR. No.
The CLERK. Mr. Coverdell.
Senator COVERDELL. No.
The CLERK. Mr. Hagel.
Senator HAGEL. No.
The CLERK. Mr. Smith.
Senator SMITH. No.
The CLERK. Mr. Thomas.
Senator THOMAS. No.
The CLERK. Mr. Grams.
Senator GRAMS. No.
The CLERK. Mr. Ashcroft.
Senator ASHCROFT. No.
The CLERK. Mr. Frist.
Senator FRIST. No.
The CLERK. Mr. Brownback.
Senator BROWNBACK. No.
The CLERK. Mr. Biden.
Senator BIDEN. No.
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The CLERK. Mr. Sarbanes.
Senator SARBANES. Present.
The CLERK. Mr. Dodd.
Senator DODD. No.
The CLERK. Mr. Kerry.
Senator KERRY. Aye.
The CLERK. Mr. Robb.
Senator BIDEN. No by proxy.
The CLERK. Mr. Feingold.
Senator FEINGOLD. Aye.
The CLERK. Mrs. Feinstein.
Senator FEINSTEIN. No.
The CLERK. Mr. Wellstone.
Senator WELLSTONE. Aye.
The CLERK. Mr. Chairman.
The CHAIRMAN. No.
The CLERK. Mr. Chairman, the vote is 3 yeas, 14 nays, 1 present.
The CHAIRMAN. I thank the clerk. Are there further amend-

ments?
Senator COVERDELL. I move the adoption of section A as amend-

ed.
Senator BIDEN. I second that, Mr. Chairman.
Senator SARBANES. Can I be heard on that? Are we going to vote

on each division as we go?
The CHAIRMAN. Yes, sir.
Senator SARBANES. I am opposed to this division. I do not think

that a reorganization plan should be forced on an administration
which has indicated that it is willing to undertake a reorganization
and is very much in the throes now of trying to plan it, and I think
the administration ought to have the opportunity to lay out its re-
organization plan to the Congress.

Now, if we differ with it, we may then find ourselves imposing
a reorganization of the executive branch, which the executive
branch does not want, particularly a reorganization in the very
area that is generally regarded as primarily an important Presi-
dential responsibility under the Constitution, but I think an admin-
istration—and I took this attitude with both the Reagan and the
Bush administrations—ought to have the opportunity to shape and
frame their own reorganization, submit that to the Congress.

I would give it great weight. I would not regard it necessarily as
definitive, but I would give it great weight, and I think the Con-
gress, if it is going to act on reorganization of the foreign affairs
agencies of the executive branch of our Government at a minimum
should have before it the blueprint that the executive has proposed.

We are not at that point. Therefore I oppose this.
Senator BIDEN. Mr. Chairman, just a 30-second response. The

administration does not agree with every piece of this reorganiza-
tion, but the administration is aware of every aspect of this reorga-
nization. They have been consulted by me and by the chairman.

There is only one place I am aware that the administration does
not and would rather there be change in it, and the truth of the
matter is that this is the bulk of everything they have agreed to.

I have had private, personal, public discussions with the Sec-
retary, with the others in the State Department, with the USIA,
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with AID, with ACDA, and all the leaders of each of those organi-
zations. They would all have a preferred view.

On principle they would rather not have us do anything, but
knowing that we are going to do something they have laid out an
outline the President sent to us. This is consistent with the outline
they sent to us.

One change that they would like is a change, and I on a policy
basis disagree with them on it, and it is whether or not the Re-
gional Assistant Secretaries, who are part of policy decisions made
by AID along with the Secretary, they would rather not have that
interjected in there. I disagree with them on policy grounds, but let
us make it clear, this is consistent with the framework laid out by
the President.

I have a letter here—you have a letter here, Mr. Chairman, from
the Secretary of State, and it says, internal deliberations are un-
derway to develop a detailed reorganization plan—excuse me. In-
ternal deliberations are underway to develop a detailed reorganiza-
tion plan consistent with the President’s decision, implementation
of which will require action by the Congress.

As a matter of principle, the administration supports legislation
which provides the President maximum flexibility and does not
prejudice the outcome of our internal deliberations, and to that end
has shared proposed language with this committee.

The administration also supports a reorganization along the lines
of H.R. 1757, the foreign relations authorization bill passed by the
House of Representatives. The draft of the committee bill most re-
cently provided to the administration, however, goes well beyond
the President’s plan in several instances, and we cannot support
where it goes well beyond, but then they go on to point out that
the essence of what we have done is consistent.

But I want to make one other point. Even if it was not, the ad-
ministration has a very difficult decision. This is a package. In
order for me to get my good friend here to move that number on
the U.N. to where it is, this is part of the deal. It is a policy stand-
point. It makes sense in my view, but beyond that, we all talk
about ideally what we would like. This is part of an overall pack-
age, three pieces here, and so—well, anyway, I think it is a good
reorganization plan, Mr. Chairman.

The CHAIRMAN. Senator Kerry.
Senator KERRY. Mr. Chairman, just very quickly—and I am not

going to delay the vote, but we worked long and hard through the
Arms Control and Disarmament Agency to buildup expertise in the
analysis of treaties and compliance with treaty requirements as
well as legal analysis and advice, which has paid off on many occa-
sions.

The risk of proliferation right now, though it does not get the
focus that many people think about, is as significant as it has been
in a long time, and I am talking about all kinds of proliferation—
mass destruction weapons, ballistic cruise missiles, other threaten-
ing weaponry.

I am concerned that we do not lose that expertise in the process
of this reorganization, and I think our security depends on that.
Now, I explored through staff with you the possibility of having
some kind of an amendment to guarantee that. You preferred—and
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I wanted to retain it, obviously, within the Under Secretary for
Arms Control and International Security which we establish.

I would have preferred to have done that statutorily. You want
to do that in report language. I respect that, and I am pleased that
you are willing to accept fairly detailed report language which will
help make that happen.

I would like, once we go to conference on this, Mr. Chairman, to
at least have your support and help in trying to guarantee that you
would do all you can to make sure that it is included in the con-
ference report.

The CHAIRMAN. Very well.
Senator SARBANES. Mr. Chairman.
Senator KERRY. By very well, does that mean very well, yes you

will, Mr. Chairman?
The CHAIRMAN. Yes.
Senator SARBANES. Mr. Chairman, I just want to read again from

the letter that Senator Biden quoted, because I want to pick up on
the last sentence as well. The administration also supports the re-
organization provisions along the lines of H.R. 1757, the foreign re-
lations authorization bill passed by the House of Representatives
yesterday.

A draft of the committee bill, meaning this committee, most re-
cently provided to the administration, however, goes well beyond
the President’s plan in several instances which we cannot support.
We urge the Senate to adopt an approach similar to the House, and
it seems to me that in a matter of this sort we should have the ben-
efit of the administration worked-out reorganization plan before we
move to, in effect, impose a reorganization plan. Therefore, I oppose
division A.

The CHAIRMAN. The chair feels there ought to be a roll call vote
on this. If there is no further debate, the clerk will call the roll.

Senator DODD. Mr. Chairman, just a moment. I am going to sup-
port Senator Sarbanes on his motion, not because I disagree with
reorganization, but I do agree with his underlying concept that the
executive branches, be it this administration or others, need to be
able to function without being micromanaged. We hear this consist-
ently in the context of our debate about foreign aid generally.

I do not disagree, and I applaud the efforts being made here, but
I think a message about whether or not we are going to do this all
across the Federal Government runs a high risk of mismanagement
in the final analysis, but I applaud the efforts of the chairman and
the Ranking Member.

The CHAIRMAN. Very well. The clerk will call the roll.
The CLERK. Mr. Lugar.
Senator LUGAR. Aye.
The CLERK. Mr. Coverdell.
Senator COVERDELL. Aye.
The CLERK. Mr. Hagel.
Senator HAGEL. Aye.
The CLERK. Mr. Smith.
Senator SMITH. Aye.
The CLERK. Mr. Thomas.
Senator THOMAS. Aye.
The CLERK. Mr. Grams.
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Senator GRAMS. Aye.
The CLERK. Mr. Ashcroft.
Senator ASHCROFT. Aye.
The CLERK. Mr. Frist.
Senator FRIST. Aye.
The CLERK. Mr. Brownback.
Senator BROWNBACK. Aye.
The CLERK. Mr. Biden.
Senator BIDEN. Aye.
The CLERK. Mr. Sarbanes.
Senator SARBANES. No.
The CLERK. Mr. Dodd.
Senator DODD. No.
The CLERK. Mr. Kerry.
Senator KERRY. Aye.
The CLERK. Mr. Robb.
Senator BIDEN. Aye by proxy.
The CLERK. Mr. Feingold.
Senator FEINGOLD. No.
The CLERK. Mrs. Feinstein.
Senator FEINSTEIN. Aye.
The CLERK. Mr. Wellstone.
Senator WELLSTONE. No.
The CLERK. Mr. Chairman.
The CHAIRMAN. Aye.
The CLERK. Mr. Chairman, there are 14 yeas and 4 nays.
The CHAIRMAN. We now move to division B, which is subject to

amendment. Tom Kleine tells me that several Members have pro-
posed changes on both sides which have been accommodated, and
he knows of no further amendments.

Senator BIDEN. Mr. Chairman, I think most of the concerns
raised by the Democrats have been incorporated. I am not aware
of any amendments on division B.

Senator SARBANES. Mr. Chairman, could I ask some questions
about division B, the meaning of some of these sections.

The CHAIRMAN. Sure.
Senator SARBANES. First of all, in section 1166 about aliens who

aid international child abductors, and it says that no one shall be
admissible who is a spouse or a relative of such an alien.

Now, the question I have is, often the fight is between the
spouses. If one spouse takes a child and goes back to country X,
and the other spouse goes to country X in order to get the child
back, as I read this section that person would then be inadmissible,
since it says—there is no qualification on this, is that correct?

The CHAIRMAN. I believe that is correct. This is Senator Fein-
stein’s contribution. I would like her response.

Senator FEINSTEIN. Mr. Chairman, if I may try and respond to
the Senator from Maryland, this amendment would deny visas to
individuals who assisted in carrying out international child abduc-
tions, who provide safe haven and material support to child abduc-
tors overseas, or who are immediate family members of a child ab-
ductor.

The bill was inspired by the case of one Patricia Roush, whose
two children were abducted by her ex-husband.
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Senator SARBANES. I am not really questioning the section, ex-
cept for what I perceive to be either a mistake or an oversight, or
if it is not I would like to be reassured on it, and that is, go to
paragraph 3, which says, a spouse of the alien who is an abductor.

Now, often these abduction cases involve a conflict between the
spouses. Now, would that spouse then be inadmissible if he or she
left the country in order to claim their child?

Senator FEINSTEIN. This is not intended to target American
spouses. It is intended to target the spouse in another country who
has stolen the child.

Senator SARBANES. Let us say you have two people from country
X in the United States, resident aliens. One of them takes the child
and leaves the country and goes back to his country. The wife then
goes after the child to try to get the child back. As I read this, the
wife would then be inadmissible to come back in.

Senator FEINSTEIN. No, that is not correct. It is intended to tar-
get the second spouse. This is a situation where there is not a bind-
ing marriage, but the former spouse abducted the child.

There is a court order. There is no extradition treaty with the na-
tion. The individual has tried—the woman has tried to get her chil-
dren back for 10 years, has not been able to do so. Our Ambassador
tried to do this informally, found it began to bring pressure on the
family, and worked, but could not continue to do it because there
was no law.

So we are now presenting a law whereby we could add some
pressure to people who abduct their children against court orders
and move to another country, remarry, and like to keep coming
back and forth to our country. They would not be able to come
back.

Senator SARBANES. I want to try to get the focus on the issue I
am raising, because I do not disagree with the purpose or the objec-
tive of the section. What I am concerned about is, the section says
on pages 33 and 34, any alien who, and then paragraph 3 says, is
a spouse, is a spouse of an alien described in clause 1, that is the
spouse who has engaged in abduction, but any alien who is a
spouse of such a person would be inadmissible.

Senator FEINSTEIN. I think this is a drafting error. Let us see
what we can do with it, if you will give us time. It should exclude
former spouses, and let us take care of that, if we may.

Senator DODD. Why do you not just leave it to the discretion of
the Secretary, and that might cover the kind of cases you want.

Senator FEINSTEIN. That is fine with me.
Senator SARBANES. Well, I think we should try to work this out.
Now, Mr. Chairman, if I could ask a further question about,

would someone tell me why we are withdrawing from the Inter-
parliamentary Union? I am not pressing that. I would just like to
know the reason. That is section 1213.

Senator LUGAR. Can either a Senator or staff offer an answer?
Mr. KLEINE. Senator, this was a recommendation from the Office

of the Secretary of the Senate. I think it is a reflection of the con-
cern that there has not been a great deal of participation in the
Interparliamentary Union, and we have been contributing over a
number of years, and so the provision would limit the contribution
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to $500,000 a year or withdrawal, but it is language that is crafted
on language that was provided by the Secretary.

Senator SARBANES. How much do we pay now, then?
Mr. KLEINE. The request was $1 million, and the estimate for

1997 was $740,000.
Senator SARBANES. So we are just going to impose a flat ceiling

on this?
Mr. KLEINE. Yes, sir.
Senator SARBANES. I take it the IPU works it out on some sort

of rational basis, one assumes.
Mr. KLEINE. Yes, sir. That is our understanding from the Office

of the Secretary.
Senator SARBANES. We are not going to accede to that? We are

going to put it below that?
Mr. KLEINE. That is right. It caps our contribution at $500,000.
Senator SARBANES. So this is an instance in which we are part

of an international organization which sets the dues but we are in
effect going to set our own dues, regardless, is that correct?

Senator LUGAR. Is there any other view from anyone involved in
the drafting?

Senator Sarbanes, have you concluded your questions?
Senator SARBANES. I guess so. I cannot get the answer at this

point.
Senator BIDEN. Senator, I can give you an answer. This was

something insisted on by the Majority, and it is part of the com-
promise. That is the answer.

Senator SARBANES. Well, I do not think that is the answer, or
that ought not to be the answer. There ought to be some rational
reason.

Senator BIDEN. The rational reason, and I happen to agree with
you, but the rational reason is that there is a fairly widely held
view on the other side of the aisle that these organizations are not
of very much consequence or use, and the practical matter is I
think, if given the opportunity, they probably would not exist.

The question comes down to whether or not——
Senator SARBANES. You mean the U.S. participation would not

exist.
Senator BIDEN. Obviously, we cannot unilaterally cease and de-

sist, but I think the Senator is right. I do not think this is a good
idea, but this is a part of about 4,000 things that were part of an
overall compromise.

Senator SARBANES. Could I ask about section 1164, on the inad-
missibility of members of former Soviet Union intelligence services?
My understanding is that there have been occasions when these
aliens have come in for conferences, or in a sense almost debriefing
when it serves our purposes that they come. Now, this would be in-
admissible?

The CHAIRMAN. State your name.
Mr. BIEGUN. My name is Steve Biegun. I am with the Senate

Foreign Relations Republican committee staff.
Senator BIDEN. The answer?
Mr. BIEGUN. I am sorry, I did not hear the question.
Senator SARBANES. The question deals with section 1164, the in-

admissibility of members of former Soviet Union intelligence serv-
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ices. They are inadmissible to the country under the section, cor-
rect?

Mr. BIEGUN. Correct, sir.
Senator SARBANES. My understanding is, there have been in-

stances in which such former agents have come in to participate in
conferences.

In fact, I have here the cold war international history project
where they were brought in, and we have been able to get out of
them their version of what transpired, and that has turned out to
be helpful information and knowledge we would like to have.

This section would preclude that from happening, right?
Mr. BIEGUN. What this does is, it puts reciprocal treatment on

Russian intelligence service former officers which is being given to
our intelligence services currently, our retired officials from our in-
telligence services who are seeking to get into Russia.

It basically is a reciprocal measure, and would prohibit that kind
of activity. The intention of this provision is to elevate this to the
State Department to hopefully find some balanced approach.

Senator LUGAR. Was the Intelligence Committee consulted on
this?

Mr. BIEGUN. Yes, and they had no objection.
Senator LUGAR. I am surprised. My own view is that we have

utilized these people frequently in conferences, and, as Senator
Sarbanes mentioned, conceivably this is a unilateral decision by
the Foreign Relations Committee. But I am not certain the precise
origin of the idea and why it appears in this particular text.

Senator SARBANES. Is there any further explanation? There is no
exception or waiver authority, correct? Is that correct? There is no
waiver or exception authority?

Mr. BIEGUN. That is correct.
Senator SARBANES. So they would just be precluded altogether.

All right.
Senator BIDEN. Mr. Chairman, I have a question. The points

raised by Senator Sarbanes and by Senator Lugar I think are valid,
as you know.

I wonder whether the chair—and I will stay with the commit-
ment of this bill, but I wonder whether the chair would consider
at least making it discretionary and maybe put the discretion for
allowing these folks in if, with the Director of the Central Intel-
ligence, or the State Department, to allow those circumstances, be-
cause they do exist, as we all know. I have served on the Intel-
ligence Committee. They do exist where there is efficacy and use-
fulness, and where our intelligence people would like these people
in.

I would like you to consider the possibility of language that
would allow an exception to be made by whomever you think ap-
propriate. I would think the Secretary of State, but with the Direc-
tor of Central Intelligence, or someone you had confidence in, that
would know whether it was in our national interest to allow that
to occur.

The CHAIRMAN. I have no problem with that.
Senator BIDEN. Well, I would so move, that it be made discre-

tionary, Mr. Chairman, and with the permission of the Senator
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from Maryland, run the language by him to see if he approves, and
you approve, and otherwise bring it back to the committee.

But if I understand it we would make it discretionary subject to
you seeing the language and approving the specific language.

The CHAIRMAN. Very well.
Senator SARBANES. I have one other question, or maybe two, on

the reporting of foreign travel by United States officials.
Now, as I understand this, no officer or employee of the U.S. ex-

ecutive agencies can travel abroad unless prior to the commence-
ment of the travel the individual submits a report to the director—
I am not sure which director that is—that states the purpose, dura-
tion, and estimated cost of the travel, is that correct?

Mr. KLEINE. Yes, sir, that is correct, and the director is the Di-
rector of the Office of International Conferences of the Department
of State, and the purpose of this provision is to capture overseas
travel by U.S. executive branch officials, to see what the cost is as-
sociated with that, but it also exempts out travel for intelligence
purposes, for purposes of military deployment, it exempts travel by
the President and Vice President and people associated.

This was a result of a hearing that the chairman held looking at
international conference travel, and the realization that there was
no comprehensive data on the cost associated with all overseas
travel by U.S. executive branch officials.

Senator SARBANES. Of course, this is not limited to international
conferences. It says, or engaging in any other foreign travel.

Let me just try to be specific. I take it under this provision, when
Dennis Ross goes to the Middle East he has to file such a report.

Mr. KLEINE. Under this provision he would have to file a report
on the cost and duration, the purpose of the trip. If it is an inter-
national emergency or if the President needs to deploy him over-
seas there is a period during which he can file that report after he
returns as well.

Senator SARBANES. Where is that stated? This says updated re-
port, not later than 30 days after the conclusion of any travel for
which a report is required they shall submit an updated report.
But this language says that they shall—prior to the commencement
of the travel shall submit a report.

When Kissinger as a national security advisor went from Paki-
stan to China, I take it he would have had to submit a report
under this provision?

Mr. KLEINE. No, sir. There is an emergency waiver there which
states—this is on line 1 of page 7, and it says, shall not apply if
the President determines an emergency or other unforeseen event
necessitates the travel and thus prevents a timely filing of a report,
in which case he would file the report 30 days after returning.

Senator SARBANES. Well now, suppose, you know, you are going
to do it. You just want to keep it as secret as you can. Some of
these visits—suppose Dennis Ross goes to Oslo, to use an example.
He would have to file a report before he went, is that correct?

Mr. KLEINE. He would file a report before he went, or after he
went if the President determined it was an international emer-
gency. If it was intelligence-related travel—the intent of this is not
to hamper diplomatic activity, but rather to capture the expenses
associated with the executive branch travel.
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Senator SARBANES. I guess the point I want to make is, if you
want to get at international conferences, which was the first an-
swer I was given, then that is one thing, but to then expand this
to the point that it has been expanded it seems to me is going to
cause a tremendous amount of mischief.

Senator KERRY. Not to mention the paper addition act.
Senator FEINSTEIN. Mr. Chairman, I think that is a good point.

Essentially what you are asking, or what the bill is asking is every-
body telescope their intent, which might be a mistake. It may be
enough just to have a report when the individual returns.

Mr. KLEINE. Senator, we can modify the language. The objective
is to capture the cost associated with all executive branch travel.

Senator KERRY. Do you not capture that in the budget? You have
got accountability every year. If you do not like—I mean, you are
going to drown people.

Senator DODD. Why don’t we just have them check with the For-
eign Relations Committee?

Senator KERRY. After all, they come to us every year for a budg-
et.

My question is whether or not we do not have sufficient capacity
for oversight at the current moment with respect to travel.

The CHAIRMAN. I do not think we do, and we have agreed to
modify it to the extent that it has been stated. I have no problem
about the executive branch, just as I have no problem about the
U.S. Senate and the travel that goes on in this place, and I have
some problems with the extent of how much it is, and I think the
American people do, and I think the same thing applies to the exec-
utive branch.

If the Senator is suggesting it is too much to ask to have a record
made——

Senator KERRY. Mr. Chairman, I am absolutely not. I am all for
having a record made.

The CHAIRMAN. What is the Senator’s objection to having it made
when he gets back?

Senator KERRY. I believe there are records of all trips, and what
we are creating is the reporting on top of the reporting.

The CHAIRMAN. Well, we will modify to that extent, and I do not
want to go any further unless I am instructed to do it. We will go
to a roll call vote of this committee if we do not have a specific sug-
gestion.

Senator KERRY. Mr. Chairman, I certainly welcome, as does Sen-
ator Sarbanes, the modification. I just think we might want to, be-
tween now and going to the floor, relook at the issue of what is ac-
cessible to us now, and I would respectfully suggest we have the
opportunity to have a report any day, any week, on any travel, and
we have obviously the overall budget at our disposal.

The CHAIRMAN. I think we have agreed to that.
Senator KERRY. Mr. Chairman, with your permission, Mr. Chair-

man, could I ask Secretary Larkin to just come to the table for a
moment? I wanted to ask a couple of questions before we vote on
section B, if I can, just to understand myself.

The CHAIRMAN. We might want to ask her a question, too.
Senator THOMAS. Mr. Chairman, what did we do with the travel

matter? I do not think I understood how it was disposed of.
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The CHAIRMAN. It has not been disposed of yet.
Senator KERRY. Mr. Chairman, my question is not with respect

to the travel issue.
Senator BIDEN. Mr. Chairman, on the travel matter, is it appro-

priate to suggest that we ask the staff to sit down and see whether
or not we can reach the objective which you seek to reach without
doing the damage that potentially could be done? The larger point
is even if after the fact a travel voucher is submitted on an emer-
gency, it may be a travel voucher that the administration would
want anyone to know existed other than in their internal records
because they did not want anybody to know they were there be-
cause they met with Yasser Arafat in such and such, or they met
with whomever. So I do not think that is the Senator’s intention.

The CHAIRMAN. No, it is not.
Senator BIDEN. I would respectfully suggest what we try to do

is before this goes to the floor see if we could accommodate what
I think we are kind of all in agreement on.

Senator COVERDELL. Senator Biden, I think if we are going to
take the course of refinement here that the staff should look at the
fact that this data is collected already.

Senator BIDEN. That is my point.
Senator COVERDELL. The data is collected. There is nobody trav-

eling in the executive branch for which there is not a record of the
travel. It is rather elaborate, so compilation is what is missing. If
you get a raw number, sometimes it is hard for the appropriate
oversight to occur, and so maybe the staff could use existing data
in a configuration that would solve the chairman’s goals here in the
committee.

Senator SARBANES. I am sure when you were Director of the
Peace Corps you did not have to meet this ahead of time.

Senator COVERDELL. Actually, you did not have to do it in ad-
vance, but everything is recorded and documented.

Senator SARBANES. I think the problem here is doing it in ad-
vance, although I do not think probably the Peace Corps had to do
some of the secret missions. Who knows? You may have.

Senator COVERDELL. No, but there were emergencies. When we
came out of the Gulf we had to move very quickly. So you some-
times have to move very quickly. But my point is that the data ex-
ists, the compilation we are struggling with here, and to the chair-
man and the ranking member, maybe that could be finessed.

The CHAIRMAN. Sure. Let me assure you that I want to meet you
at least halfway on this and other issues that come up, and I sug-
gest that on the two issues that have been raised here that your
staffs and ours get together, and there is such a thing as a tech-
nical amendment, and we will probably have 50 of them before this
bill is passed. So we will work with you. I see no problem.

Senator KERRY. Thank you, Mr. Chairman.
Mr. Chairman, if I could, I just wanted to inquire. We have a let-

ter from you today which in the first page in the last paragraph
says we are strongly disappointed that the funding levels associ-
ated with this bill, while in flux, appear to be about $265 million
below the President’s request for 1998. Now, I have got the chart
that I think is a committee chart here which shows those numbers,
in fact, different. Now, is that the in flux you are referring to?
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Ms. LARKIN. I presume so, yes, Senator.
Senator KERRY. Do you know where we are now?
Ms. LARKIN. No, we do not, frankly. We got a mark when we got

here.
Senator KERRY. Can you therefore say whether you are happy or

unhappy?
Ms. LARKIN. I can say one thing: Generally I am happy. On fund-

ing, however, this, I think as you all know, has been a major prior-
ity for Secretary Albright, and I think probably she has spoken on
this issue to every member of this committee and a lot of other peo-
ple, as well. She worked very hard. We have got for the 150 ac-
count full funding under the budget resolution which allows a bal-
anced budget by the year 2002. The whole counterpart of this bill
includes full funding of the President’s request, and we would very
much like to see full funding of the request in this bill, as well.

Senator KERRY. Well, let me ask you this: When you were refer-
ring to the 265 million, what were the areas of concern that you
were expressing? What was contained in the 265? I know there has
been some add-back. I just want to try to reconcile this.

Ms. LARKIN. I can tell you, Senator, the things that we were
aware of that had been cut in the bill that these were prepared on
were the peacekeeping account, the international organization ac-
count. On our operating expenses there were questions on MRBC’s,
which I understand involves a scoring issue, though, with CBO, not
with this bill.

Senator KERRY. Peacekeeping was how much below what you
had requested?

Ms. LARKIN. Forty million.
Senator KERRY. Forty million. Is there any add-back to that at

this point, Mr. Chairman? No.
What else was below?
Ms. LARKIN. The international organizations.
Senator KERRY. How much below?
Ms. LARKIN. Sixty.
Senator KERRY. Sixty million below where you would like to be

on international organizations.
What would that specifically effect, that the administration

wants to achieve?
Ms. LARKIN. Senator, overall the problem is arrears, and we have

gone through all this good work with the committee and the staff
on paying our arrears to the United Nations and other inter-
national organizations, and if the accounts end up short at the end
of this process we would be accumulating more arrears.

Senator BIDEN. Will the Senator yield for a point of clarification?
Senator KERRY. Yes.
Senator BIDEN. They were 60 below. They are now 31 below.
Ms. LARKIN. Right. That is what I meant, sir.
Senator BIDEN. We got back a total of 42 this morning. But let

me make two things clear. One of the big chunks here is 140 mil-
lion that relates to the way in which we deal with visas. I would
like to ask Brian McKeon of my staff to explain this budget scoring
problem we have with a point of order on the floor in the Budget
Committee.
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Mr. MCKEON. In the 1995–97 authorization bill we authorized
the Secretary to collect fees for visas and spend up to $140 million.
The Office of Management and Budget, in presenting the budget
appendix this year, has indicated that the money is already there
in the administration’s baseline. In other words, they have been
collecting it, and we had a provision that would essentially release
that money. That is considered direct spending, and it creates a
pay-as-you-go problem, to use budget jargon. We would face a
budget point of order.

We are trying to rectify the problem working with OMB and the
Budget Committee, and we hope to fix it by the time we get to the
floor.

Senator BIDEN. And that is 140 million of this 200 million we are
talking about.

Now, the second point is in addition to that we restored 40. The
chairman agreed to restore another 40 million today, and so the
really we are talking about now is close to what? What is the total?
$71 million difference between what the administration asked in a
$5-plus billion bill and what this committee is voting for them now.
It was as high, John, as 240, it is now down to 71.

Now, again, if we cannot solve, we have got a Budget Committee
problem over here on this 140. That is a big deal, and OMB, us,
and the Budget Committee have to figure out how we deal with
that. But the intention of the chairman is that money should be
available to the State Department. So if we work that out we are
then $71 million difference in what was requested and what is
going forward.

I apologize for the jargon, but that is the complicating factor.
Senator KERRY. If we do not work it out we are 211, right?
Senator BIDEN. Well, that is true, but there is nothing the chair-

man can do about that unless we then come back and they seek
a supplemental or whatever. But that is a matter relating to the
way in which we score this thing. It is not the chairman is trying
to keep that out.

Senator KERRY. Fair enough. I understand. I understand. I am
just trying to get the picture because I want to understand it before
we vote.

Ms. LARKIN. Senator Kerry, there are some other cuts in other
agencies that are included in this bill, as well. ACDA, I know are
concerned about their expenses. The last version that we saw was
cut $7.2 million, and USIA took cuts in salaries, expenses, inter-
national broadcasting, and East-West and South Centers.

Senator BIDEN. That is true. It was 39 million instead of 46
which was requested.

Senator KERRY. Well, 41.2 would leave it—I beg your pardon—
would at least be equivalent to this year.

Senator BIDEN. 41 was appropriated last year.
Senator KERRY. Correct. So it is a cut.
Senator BIDEN. And this is 2 million under that.
Senator KERRY. Now, can you just give me a breakdown on that

71 million? Where will that come from? What will be not be doing
that you wanted to do, or nothing affected?
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Ms. LARKIN. Senator, I cannot because I do not have the most re-
cent numbers, so I am not sure where the money has been taken
out.

Senator BIDEN. I can help you in that, if you want. I think the
State Department will confirm as they learn the numbers; 40 mil-
lion of that is in peacekeeping—40 million of that. So the request
for peacekeeping was 240 million. This includes 200 million for
peacekeeping.

There is also—contributions to international organizations. The
request is—or what is authorized is 31 million below what is re-
quested, and those are the two places, assuming we solve the 140
million problem with the visas, those are the two places where the
bulk of these cuts, 95 percent of the cuts, this is where 95 percent
of the cuts come from.

Senator KERRY. Now, just with respect to rationale, we had that
big Blair House meeting and it was a bipartisan effort to try to un-
derstand the how postcold war world and our obligations in it, and
the Secretary has been very outspoken about her perception, and
I think the administration’s, of the need to augment, not diminish,
our presence in a number of areas. Is the Secretary—I mean, Ms.
Larkin, are we sort of—is there a sign-off on this with the notion
that this is sort of the best we can get, or does this represent what
the administration wants?

Ms. LARKIN. The administration would like full funding of all the
150 accounts.

Senator KERRY. Is it possible for the administration to submit to
us—I mean, we are not going to obviously do it today, but between
now and the floor, what the difference is in terms of these things
that matter to the administration, the difference in performance or
efficiency or presence or whatever it is?

Ms. LARKIN. Yes.
Senator BIDEN. Mr. Chairman, if I can respond to the Senator on

two points, because I had the same concern about the arrearages
and we had a little bit of a disagreement here on how to deal with
the peacekeeping piece, which is one of the big cuts. The peace-
keeping account, the way in which—even though it is funded at
200 million, should not create any arrearages, and I have had this
discussion with the State Department. The budget estimate, for ex-
ample, the administration’s, includes $15 million for a possible
peacekeeping mission in Afghanistan. Given nearly total control of
that country, there is no reasonable observer who expects there will
be a deployment of any U.N. force there. If there was, we would
be $15 million short.

Additionally, the budget includes $50 million for an African crisis
fund, which I support. But this is not a U.N. operation, but part
of the U.S. initiative to build this peacekeeping capacity in the re-
gion. So there will be no arrearages here relative to the U.N.

So there is no reason why there will be any U.N. arrearages,
even though we are at 200 instead of 240 which the administration
asked for. I support the 240. I think the Senator supports a lot less.
With regard to whether this meets the request, the total money re-
quest of that meeting we had at the Blair House, I would make,
I think, a cogent observation. The chairman was not there.
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And so this is, I think, in my discussions with the Secretary as
recently as last night sitting next to her for dinner for 2 hours was
I think she acknowledges this is the best she can possibly get, and
to be blunt about it, you have got the House fully funding it, we
funding now $71 million short and a 2-year budget plan of $6 bil-
lion.

Now, I have been here a long time. Administrations who come
in that close to what they request usually in their heart are not
disappointed. So we are talking about an important amount. I
would like to fully fund it, but I think it is fair to say, based on
the information I have gotten from the administration, because of
Afghanistan and because of this African crisis fund not being a
U.N. operation, the idea that we are going to create new arrearages
as we are cleaning up old ones is a nonexistent concern.

Senator SARBANES. The money for the international account is in
division C, not division B, is that correct?

Senator BIDEN. I believe that is correct, yes.
Senator SARBANES. I think this is a very important point.
Senator BIDEN. Well, he raised the question on this point.
Senator KERRY. I raised it in the overall context because there

is money in this division for the consulates and the missions and
the protection and all the other, the maintenance of our embassies
and all of that projection. That is why I wanted to get at the money
now just to make certain that with respect to those things, because
there was some discussion about the state of some of our buildings,
our properties, our security, living conditions of many of our For-
eign Service, and so forth, and I want to make sure that, since that
is in this title, that we are reflecting accurately what the adminis-
tration felt.

Senator BIDEN. All those are fully funded, Senator.
Senator KERRY. I understand.
The CHAIRMAN. Can we move on? I would like to finish up to-

night.
Senator LUGAR. Let me just mention that in division C I will

offer an amendment that will make it possible for full funding of
the international organization account, but let me say in section B
I would like your opinion, Ms. Larkin, about the foreign policy
changes your letter indicates the administration does not support.
There are too many to mention or have debates today, but how se-
rious is the objection? Is this serious enough that the administra-
tion is not going to support the bill all of these initiatives are
adopted?

Ms. LARKIN. If they are all adopted? Senator, there are foreign
policy provisions in both this bill and the bill as it came out of the
House of Representatives, and there are a number of them that we
need to work on. I think for the President ultimately to sign this
bill they would have to be at least modified and some deleted.

But I think at this point what we would like to do is try to work
these issues through the process. So we are not opposing the bill
on that basis at this time, but a number of them are serious and
need to be worked on.

Senator LUGAR. Thank you.
Senator SARBANES. A number of the foreign policy provisions

that are in this section, in this division B?
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Ms. LARKIN. Yes, Senator.
Senator SARBANES. Did you indicate which ones in your letter, or

did you just make a general point?
Ms. LARKIN. Senator, we have indicated some of them in our let-

ter. It is difficult to refer to sections because I think the bill that
came out for markup is different than the last version that we had.

Senator SARBANES. It is a moving target, no question.
Ms. LARKIN. One that I am aware of is the Jerusalem provision.

There are some related to Asia and Taiwan.
Senator BIDEN. We dropped the Taiwan. They are now dropped.
Mr. Chairman, if I may respond, and in fairness to the adminis-

tration there is no way they would know this. The provisions re-
ferred to are related to provisions relating to Jerusalem. For exam-
ple, one of them was the U.S. consulate in Jerusalem would be
placed under the supervision of the Embassy in Tel Aviv. The U.S.
Government publications must identify Jerusalem as the capital of
Israel. $100 million is available for building the U.S. Embassy in
Jerusalem in the next 2 years, et cetera, all of which the adminis-
tration opposes, all of which every time we vote on them on the
floor vote overwhelmingly, and I will bet if you vote in this commit-
tee they would all pass.

One of them has been deleted this morning. U.S. officials will not
be allowed to meet with Palestinian officials in Jerusalem. That
had been in the mark. That is out of the mark. That is what I refer
to when I say the Jerusalem provisions. That is what the adminis-
tration means by the Jerusalem provision.

Now, you are looking at me with a funny look. Correct me if I
am wrong. They are the portions of the bill that relate to Jerusa-
lem that you do not like, right?

Ms. LARKIN. Yes, sir. They are a little bit more serious than that.
There is one that withholds a substantial amount of funds unless
an Embassy is built in Jerusalem and involves contractual obliga-
tions in the last version that we saw.

Senator BIDEN. No. That has been deleted. There is no specific
earmark any longer. This says that the U.S. consulate—excuse
me—that the 100 million is available—available. There is not a
mandate it be built within 2 years. There is no mandate at all. So
that is deleted, as well.

OK? I mean, just so you know. That was giving you great heart-
burn. That has been deleted through the leadership of Senator
Feinstein and her importuning the chairman. The Taiwan provi-
sions are deleted, as well.

Now, what is left, though, there is still in here the provisions on
Jerusalem that you do not like, the ones I named. The ones that
remain are, so everybody knows what we are talking about, are
U.S. consulate in Jerusalem will be placed under the supervision
of the Embassy in Tel Aviv; U.S. Government publications must
identify Jerusalem as the capital of Israel; 100 million is available
for building a U.S. Embassy—available; U.S. citizens born in Jeru-
salem can have Israel listed as their place of birth on U.S. pass-
ports, which is not the case now. Now, they remain in the bill.

I share the administration’s view that it would be better for us
not to dictate that in this bill, but the truth of the matter is every
time we go to the floor and we vote on these things the chairman
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wins and others win on these items. But they are the ones that re-
main that will continue to give you heartburn. There may be others
on Israel that I am unaware of.

Senator FEINSTEIN. Can I ask a question?
It is my understanding that, for example, the one that you have

very graciously deleted that I was concerned with——
Senator BIDEN. Well, the chairman did. I did not want it in, in

the first place.
Senator FEINSTEIN. Excuse me, that the chairman deleted. It is

my understanding that placing the consulate under the jurisdiction
of the Ambassador now, does not preclude any meetings in the con-
sulate in Tel Aviv?

Senator BIDEN. Absolutely right. The big provision that was de-
leted—the two big provisions that the chairman accommodated
were, one—and we have been talking about this and trying to get
them moved, and he agreed to do that today—one is there was a
provision—so no one has an old draft and they do not get con-
fused—there was a provision where U.S. officials would not be al-
lowed to meet with Palestinian officials in Jerusalem, period. That
is deleted.

The second provision was that we must build the U.S. embassy
in Jerusalem within—what was it, a 2-year timeframe? The $100
million was available only for the purpose of building that em-
bassy—you follow me—in Jerusalem. That is no longer in the bill.
Only that provision. They are the two things that have been de-
leted.

As you well know, Senator, it has been U.S. policy under five
Presidents that we were going to stay neutral on Jerusalem. It has
been a fight we have on the floor every year. The Senate always
votes against every President. It relates to whether or not the con-
sulate in Jerusalem is just a consulate to Jerusalem or it is part
of the U.S. embassy in Tel Aviv. The symbolic importance of that
obviously is, if it is part of the U.S. Embassy in Tel Aviv, we are
recognizing, in effect, Jerusalem officially as the capital. That is
the concern. That is in the bill. That is in this bill.

The administration, understandably, and the last one and the
one before that and the one before that, they do not like that. I
happen to think they are probably right that we should not insist
that they do that. But the point is, when we vote on that on the
floor, I do not know about you, but I think almost every Member
goes ahead and votes for that.

So the things that are these big foreign policy concerns on Jeru-
salem are things they are not going to win on anyway on the floor.
You are going to flat lose on those anyway. So the question is, do
we not go ahead and do this because of things that I would rather
not be in the bill, but the chairman is going to win on anyway.

The most noxious provisions, as I see it, the chairman has accom-
modated and taken out. Notwithstanding the fact, I would argue,
take them all out—but he has gone a long way.

The Taiwan provisions you raised today, the chairman, because
of your request—it did not work for me when I tried to get it out—
you have got it out today. Now, the only thing left is—what is the
other area, Taiwan, Jerusalem, what is the other one?

Ms. LARKIN. Iraqi claims, Belarus.
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Senator BIDEN. Oh, yes, this creates a special envoy to Tibet. You
all do not like that, right?

Ms. LARKIN. Right.
Senator BIDEN. Right. Now, let me ask you a question. On the

floor and in this committee, we are going to vote on a special envoy
to Tibet. What do you think wins? I love the administration, but
I mean these great foreign policy concerns they are talking about,
in a $6 billion bill, quite frankly, I understand their concerns and
they are legitimate concerns, but if the President were to veto the
bill over this, I will eat this microphone, OK.

Senator FEINSTEIN. May I ask a question on the Tibet issue and
the special envoy?

The CHAIRMAN. Senator Feinstein.
Senator FEINSTEIN. Thank you, Mr. Chairman.
Let me ask Ms. Larkin. It is my understanding that the Sec-

retary of State is considering appointing a coordinator, who will co-
ordinate United States policy vis-a-vis issues that are Tibetan. And
I would hope that those who put this in the bill, with the rank of
Ambassador, would remove it as soon as that appointment is made.
I would like to corroborate that, because I think the State Depart-
ment is proceeding along the right lines here, and I wish we could
get that coordinator position appointed.

The problem in this is the Ambassadorial status. It is my hope
that the chairman of this committee and the chairman of the
House committee would be willing to remove that in conference if
the appointment is made in the interim.

The CHAIRMAN. Did you get that information from Barbara? I did
not give you that.

Senator FEINSTEIN. No, you did not give that information to me,
Mr. Chairman. My staff gave that information to me.

Senator COVERDELL. Mr. Chairman.
The CHAIRMAN. Let me say parenthetically, we have a vote on

the Senate floor at 4:45, and I hope that we will not have to come
back here.

Senator COVERDELL. Yes, I was going to address that point, Mr.
Chairman. Hearing the opening statements from the chairman and
the ranking member, it sounded like a peace treaty that had been
difficult to work out, but that had been, including the administra-
tion. Now, if that is the case, I think are we reopening all the nego-
tiations here?

Senator BIDEN. Not really.
Senator COVERDELL. But there was an implicit agreement that

we are not at the total end of the road yet and through with the
process, that other things might happen and this is still a work in
progress. But I am beginning to lose the sense of that here.

Now, is that where we are? And if it is, I think we can facilitate
the points.

Ms. LARKIN. Senator, I think that is correct. There are things in
this bill that we would like to see changed, and we will continue
to work to do that.

Senator COVERDELL. But essentially, you have the Helms-Biden
proposal, and it is something that you are not here to try to defeat
or block?

Ms. LARKIN. That is correct.
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Senator COVERDELL. Thank you.
The CHAIRMAN. Very well.
May we vote on provision B now?
Senator SARBANES. Mr. Chairman, could I ask a question?
I am curious and I do not know, I would like to know who Mr.

Pierre Telenti is, who gets two pages in the bill to deal with his
confiscation of property case. That is on pages 19 and 20.

Mr. KLEINE. Sir, Mr. Telenti is an American citizen who was liv-
ing in Rome at a period of time in which certain properties were
confiscated from him. There is currently a friendship agreement be-
tween the United States and Italy that outlines provisions for re-
ceiving compensation for properties that have been compensated.
Mr. Telenti had approached us—it has now been several years. The
Department of State has determined that they would officially
espouse his claim with respect to the Government of Italy. That
provision is just expressing the sense that that confiscation claim
should be resolved.

Senator SARBANES. Well, who is he and how did this—I mean
what is the factual basis? I mean this fellow is getting two pages
out of this bill.

The CHAIRMAN. Well, he probably gave a million dollars to the
Democratic Committee.

You know we could pull threads from the fabric all afternoon
here. Are you opposed to this? Is the State Department opposed to
this?

Ms. LARKIN. This particular provision?
The CHAIRMAN. Yes.
Ms. LARKIN. Senator Helms, we have not seen the provision. It

was not in the last draft that we saw.
The CHAIRMAN. Oh, yes, you have. Yes, you have. We worked

with you on it.
Ms. LARKIN. OK, but I think that it was added after the letter

was prepared.
The CHAIRMAN. Well, somebody go call the Secretary and ask her

if she had not talked about it. I mean I do not want to get the sus-
picion that there is an effort to delay the consideration of this.

Ms. LARKIN. Senator, I misspoke. We do have them.
The CHAIRMAN. Pardon me?
Ms. LARKIN. We do have them.
Senator BIDEN. And they have had it.
The CHAIRMAN. Yes.
Ms. LARKIN. This is the sense of the Congress provision?
The CHAIRMAN. Yes.
Senator BIDEN. Yes.
Senator DODD. Can I find out who he is? I am just curious.
The CHAIRMAN. Well, I think we are being a little flippant now.

Let us move ahead.
Senator KERRY. Mr. Chairman.
The CHAIRMAN. Yes, sir.
Senator KERRY. When you said move ahead, are you preparing

to vote right now?
The CHAIRMAN. Yes, sir.
Senator KERRY. I just wanted to make a comment, then, and it

will not upset anything. In fact, I wanted to thank you for working
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with me to deal with some of the concerns that we had with respect
to section 1610 on the greenhouse gas emissions agreement.

And I just wanted to mention, Mr. Chairman, the Kyoto meeting
is of enormous importance on this subject. I share your concern for
the need for the administration to share with us the economic anal-
ysis that is critical to developing a position. I want to emphasize
that if I can to Ms. Larkin and the administration today. I think
it is very important for this committee now, soon, to begin to have
those economic assumptions and the analysis which will develop
our position. I am disappointed that we do not have it yet. I hope
we are going to have that soon. I think it is terribly important to
us.

But, Mr. Chairman, I just want to call your attention to one
thing. The Justice Department has let me know today that they be-
lieve this section of the reorganization bill could conceivably affect
the ability of the President to be able to actually sign an agreement
in Kyoto because of the potential for judicial review and litigation.
I do not think that is your intention. I do not think that is what
you are setting out to do.

So what I would like to simply do is agree that we will flag this,
work on it between now and going to the floor, and see if we can
work it out.

The CHAIRMAN. Absolutely. This is not the end-all, be-all. There
is going to be a lot of technical amendments.

Senator KERRY. I understand.
The CHAIRMAN. There are going to be a lot of other kinds of

amendments.
The Clerk will call the roll on division B.
The CLERK. Mr. Lugar.
Senator LUGAR. No.
The CLERK. Mr. Coverdell.
Senator COVERDELL. Aye.
The CLERK. Mr. Hagel.
Senator HAGEL. Aye.
The CLERK. Mr. Smith.
Senator SMITH. Aye.
The CLERK. Mr. Thomas. [No response.]
The CLERK. Mr. Grams. [No response.]
The CLERK. Mr. Ashcroft.
Senator ASHCROFT. Aye.
The CLERK. Mr. Frist. [No response.]
The CLERK. Mr. Brownback.
Senator BROWNBACK. Aye.
The CHAIRMAN. Mr. Frist votes aye, by proxy. Mr. Thomas votes

aye, by proxy.
The CLERK. Mr. Biden.
Senator BIDEN. Aye.
The CLERK. Mr. Sarbanes.
Senator SARBANES. No.
The CLERK. Mr. Dodd.
Senator DODD. Aye.
The CLERK. Mr. Kerry.
Senator KERRY. Aye.
The CLERK. Mr. Robb.
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Senator BIDEN. Aye, by proxy.
The CLERK. Mr. Feingold.
Senator FEINGOLD. Aye.
The CLERK. Mrs. Feinstein.
Senator FEINSTEIN. Aye.
The CLERK. Mr. Wellstone. [No response.]
The CLERK. Mr. Chairman.
The CHAIRMAN. Aye.
The CLERK. Mr. Chairman, the vote is 14 yeas to 2 nays.
The CHAIRMAN. I thank the Clerk.
Now, we proceed to division C. The floor is open for amendments.
Senator BIDEN. Mr. Chairman, I have an amendment that re-

lates in part to what Senator Lugar is going to do. It may make
it easier or harder—I do not even think we need a roll call vote on
it. But right now, in division C, which is the U.N. arrearages, there
is $819 million in arrearages to the U.N. related to the committee
mark. Division C, on page C–25, lays out the schedule on which
this payment would take place: $100 million in fiscal year 1998,
which is accommodated in the budget agreement, and it says 419
in fiscal year 1999, and 300 million in fiscal year 2000.

In my discussions with Ambassador Richardson and with the
Secretary of State—but precisely with Ambassador Richardson—he
strongly, strongly believes he needs, in order to accommodate the
intention of this legislation, which he thinks he can, and the man-
dates, he needs 475 in the second year. So I would move—and if
we can do it by voice or you want a roll call, Mr. Chairman—by
voice vote that we amend that section, instead of reading 100, 419
and 300 in successive years, to 100, 475 and 244. In other words,
we are loading up another—well, it is obvious.

So I would move that amendment, Mr. Chairman.
The CHAIRMAN. Without objection, it is approved.
Senator BIDEN. I thank the chair.
Senator KERRY. Mr. Chairman.
Oh, I am sorry, I apologize to Senator Lugar.
The CHAIRMAN. Senator Lugar.
Senator LUGAR. Mr. Chairman, let me begin a discussion of two

amendments. I will ask staff to distribute two amendments that I
would like to discuss together. One deals with the potential new ar-
rearages or current dues. We discussed this a little bit during our
division B debate. The other is a more serious problem with regard
to the arrears of the past.

I would cite for the attention of Senators, and I distributed yes-
terday in a Dear Colleague letter, polling data from the Wirthlin
Group which indicate that American citizens find membership and
participation in the United Nations to be very important, 54 per-
cent; somewhat important, 28 percent. And with regard to the fol-
lowing statement, we should cooperate fully, the Times-Mirror
Group says 65 percent in favor of doing that and 29 opposed.

Coming down to getting out of the United Nations, 72 are op-
posed and only 22 favored. But when it comes to paying our dues,
it is a somewhat closer issue: 30 favor strongly paying up; 28 per-
cent somewhat favor, 13 were somewhat against, and 16 opposed.
So it is roughly 58/29 in terms of paying our dues. Americans be-
lieve by 78 to 13 that we should always pay as a matter of general
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principle. But in a Wirthlin poll, by 64 to 28, Americans believe
that the United States should pay its dues notwithstanding what
other nations do.

Now, I cite this because it seems to me there is a general view,
as we have discussed the United Nations, that the United Nations
is an unpopular group, imposing its will upon us. In essence, the
American people, by 2 to 1, like the United Nations. They feel we
ought to be vitally a part of it and pay our dues. It goes at variance
with the nature of this debate. Just at the outset, it seems to me,
and each Member must make a judgment of his or her own con-
stituency, but there is sentiment that the United Nations is useful
for our foreign policy. I believe that.

And the reason I offer an amendment, in spite of the remarkable
work by the chairman and the Ranking Member to negotiate a very
difficult situation—and I acknowledge their work and that of the
administration—is that I truly believe the adoption of division 6 as
we now see it is likely to lead to a severe weakening of the United
Nations, to a point that it will face, if not bankruptcy, then contin-
uous short-term borrowing requiring a shuffling between accounts.

And that is simply the basic organizational structure. But the
nature of my amendment and the explanation for it goes much
deeper than this. The arrearage account—I call for the payment of
the $819 million in a 2-year period of time, during the period of
this Congress, so we can take responsibility for it, to be paid in
equal amounts. We will have to finally check the Budget Act and
the appropriation process to be doable.

I would like to pay our arrears in 2 years, in equal installments.
I would like to do it without conditions. In short, about 18 pages
of division C are devoted to conditions—the hoops through which
various entities must go in order to get the money.

Now, the facts are that 65 percent of this money is not devoted
to the Secretary-General or the bureaucracy of the U.N. or any of
the problems we find with it. The money is money we owe to other
countries—mostly to our allies for peacekeeping.

And to state it very candidly: They sent troops, we sent money.
We both pledged to do that. We voted for every single dollar of that
money, as well as for sending their people into harm’s way. We owe
them that money. Now, I think it is indisputable that we owe them
that money.

Now, these are countries, such as—as I cited in a letter to col-
leagues yesterday—Great Britain, 41 million; France, 60 million;
the Netherlands, 21 million; Pakistan, 20; Germany, 18; Belgium,
17; Italy, 17, Canada, 14 million. We owe them the money. The
United Nations is simply a pass-through for this money. It is not
administering or keeping that money, it is a pass-through.

Now, the proponents of division C say if we withhold this money
from our allies and from those that we voted to send into harm’s
way, we will have leverage to force them to vote for our reduction
of dues from 25 percent to 20, or our peacekeeping dues from 31
to 25 percent. These are also arrangements that we negotiated with
other countries, and we shall have to continue to do so.

But I think it is fair to say the proponents of division C say that,
even though we owe them the money, this thing has got so con-
fused that somehow the U.N. is an organization running out of
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style and a bureaucracy running amok. By continually attacking
that situation, which is only 5 percent of the arrears problem, we
obscure 65 percent—namely, payment for the peacekeeping oper-
ations to countries we owe.

Now, the proponents may be right. If they pass this legislation,
history will record whether they were or not correct. My own judg-
ment, very frankly, is that we have a lot at stake beyond these
sums. We are negotiating now and will be for some time, about
NATO reorganization. There are very large obligations involved—
burden sharing, as to who will be included in an expanded NATO.
Some of the same nations on this list now are among the nations
with whom we will be negotiating.

We have very high stakes in agricultural negotiations with the
European Community, and large dollars are involved. Our success
in negotiating with Europeans in particular is going to be related
to the good faith effort we have on obligations that are contrac-
tually clear.

How Senators can believe that somehow an argument on the
United Nations, with all the pejorative references there, does not
ricochet with other issues escapes me. This has been a fun game
for a long while, to attack the U.N.—much like the billboards in
my home State that used to say get us out of the U.N. But I am
saying that 70-some percent of Americans do not want to get out;
22 percent do, and I acknowledge that fact. But the 22 percent are
not the majority.

If we do not settle the arrears in a way comparable to the way
I have suggested, and that is promptly and without conditions, I
predict that the United Nations, structurally, will be weak and
much less use to us. Second, I predict very great problems of nego-
tiations with our allies and with others who have had some faith
in us.

I would say to those who believe, well, fair enough, if all of the
qualifications of division C are met, these countries get their
money. But, this is disingenuous to suggest that they go through
all the hoops to get the money we have already contracted to pay.
I would suggest anybody making a thoughtful reading of those 18
pages will be hard-pressed to understand how any country will ever
get all the money owed them.

As a matter of fact, I do not believe it is doable. Therefore, I
think the real question before us is division C, an attempt simply
to say take it or leave it to the President, and to the rest of the
world. It really is not a take it or leave it, because the possibilities
of taking it are not there. I would simply say that, as Senators read
through this, they had better be thoughtful about all of the hoops
that are there.

Now, having said this, I appreciate there is a certain Don Qui-
xote effort going on here, and it is self-imposed by myself. I would
say that it is clear that this has been negotiated carefully by the
chairman and the distinguished ranking member, and normally I
would defer to their judgment. But I think this is so serious I be-
lieve this could very well be the end of the line for the United Na-
tions, and we are still in very difficult circumstances for the United
States vis-a-vis our allies and our contractual relationships.
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Therefore, Mr. Chairman, I respectfully propose the amendment
that deals with this issue in a very straightforward fashion: Pay
our arrears in 2 years, equal amounts, no strings attached, on the
logic that our ability to negotiate at the U.N. is likely to be en-
hanced by the good faith with which we approach this problem.

Make no mistake about it, there is no enthusiasm at the U.N.
for giving us a dues reduction. There might be in the event that
there is some good faith as we take a look at our responsibility in
Europe, in NATO particularly, and with our trade relations, to take
a look in the total American foreign policy picture.

Senator BIDEN. Mr. Chairman, I think Don is doing the right
thing. Senator, you are correct in this regard, in my view, that it
would be much better if we fully funded this and there are no
strings. But as they say both in domestic and international politics,
politics is the art of the practical. Let us talk about where we start-
ed from.

We start from zero. We start from no money, and we start from
the inability over the last several years to get any movement on
doing this. We start from the premise that in the House there is
nothing.

Now, you are correct in what most people do not understand is
the vast majority of the arrearages we owe we owe to our allies:
France, Great Britain, the Netherlands, Pakistan, Germany, Bel-
gium, Italy, India, Canada, all friends and/or NATO allies. You are
correct that at the very time we are expanding NATO that we are
going to go out and try to get them to take on a larger burden, we
are going to be telling them we are not going to give them all that
we owe them.

But the fact of the matter is this: I sat at length—hours and
hours—with the Ambassador to the United Nations, with our Sec-
retary, and I basically asked at the front end, I said, what is the
bottom line drop-dead number you need to get the job done? Now,
my good friend here was not enthusiastic about any of this, and the
highest number we got up until 4 days ago was 600 million. He is
taking a lot of heat, I expect—I am sure he can take it—from a
constituency and a part of your party that he is probably the most
well known figure. The bottom line came down to what was the
drop-dead number, and the drop-dead number was 819.

Now, let me make two other points: I met with the President of
the General Assembly, as you probably did. I met with five of his
associates, Ambassadors from other countries. This notion of can
we get down from 25 percent, the answer is yes, we can. The con-
stant refrain they kept telling me was but you have got to show
good faith. Movement now is urgent. Movement now is urgent. Ur-
gent. If this goes on for another year, Senator, they think you are
right, things will fall apart.

So here we are faced with a dilemma. I cannot agree with my
colleague, Richardson cannot agree with the chairman, and say we
want it all, that we think we have to have and should have. This
is going to go on for another year. We are going to end up, I re-
spectfully suggest, Senator, right where you are fearful we will be.

The flip side of that is if we pass this, if it becomes law, and I
want to make it clear, and the chairman knows this, this is not
something I am prepared to negotiate down in conference; 819 is
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a drop-dead number. So I am not prepared to vote for anything less
than that in the conference. The chairman knows that, we have
never misled each other, he knows where I am, and I am expecting
this is the number or no number.

But the truth of the matter is if we are able to get within this
next fiscal year 100 million bucks, if the U.N. understands we have
appropriated the money, everything is in terms of what is realistic.
They know where we have been. They know the numbers. I have
to rely on Ambassador Richardson—me personally—and I have to
rely upon the State Department when I ask them can you do the
job with this money.

Now, they could be wrong. I could be wrong for listening to them.
I want to make it clear, they love your amendment. If you recall,
I called you when the Senator was at 600 to say—and I called sev-
eral others on the committee saying hey, we should do an amend-
ment to fully fund this. I did. You know that, Mr. Chairman. Then
the chairman came back and said look, this overall deal is more im-
portant to me than it all falling apart. I assume that was the ra-
tionale.

So I want to emphasize this is going to be the hardest no-vote
I have cast. I made an agreement. I stick by my agreement. I made
the agreement though not merely to get a deal. I made an agree-
ment conditioned upon my being assured by our Ambassador that
this can get the job done for him. I think it can, but I do not know
nearly as much about it as he does or many of you here who have
spent more time with regard to United Nations.

I conclude, Mr. Chairman, by saying you are right about the
U.N. It is important, it is relevant the American people, notwith-
standing the disagreement my friend from North Carolina and I
have occasionally on this. Support it. It makes sense. I would argue
there is one significant benefit for if we pass this and it eventually
becomes law and is signed by the President, and that is for the
first time in the time that I have been here—maybe I should not
say this, but I am going to say it anyway—since I have been here,
we may begin to put an end to the polemic debate about the United
Nations, because when Mr. Conservative in the United States of
America, and I challenge anybody to name anybody in America
who is a better known conservative and a better known person in
terms of his opinion about the U.N. than the chairman, the fact
that he is willing, reluctantly, to sign on $819 million in arrearages
is a political statement of consequence that I do not think we
should underestimate. I would love, like the Senator from Indiana,
to put behind us this polemic debate that has dominated us in the
Senate for the last 7 or 8 years.

A guy ran against me who is a wonderful man. His whole cam-
paign was blue helmets and sovereignty. I mean, you know? All I
have to do next time—this is really going to get the chairman in
trouble—is say Helms supported it. Woah.

Now, I am not kidding, folks. Understand the political signifi-
cance of this, what it says for the United Nations. I think this com-
promise, in addition to being able to get the job done, will send a
message and put on an even keel the notion that the U.N. is rel-
evant, important, and we are going to be players in it. There is no
one I respect more, and you know this, in the Senate; no one I
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think knows more about foreign policy than you do, Senator; but
I am going to, with great reluctance, but for the reasons I stated,
vote against you because I think this total package is the only
thing to avoid what you most fear.

Senator SARBANES. Mr. Chairman.
The CHAIRMAN. Senator Sarbanes.
Senator SARBANES. Mr. Chairman, I want to commend Senator

Lugar for offering these amendments. I think this is an extremely
serious matter. If another country came to the U.N. in arrearages
as we are, and laid out all of these conditions for meeting its obli-
gations, we owe this money. We undertook this obligation. None of
those peacekeeping efforts could have happened without the sup-
port of the United States. They all required the approval of the Se-
curity Council, on which we sit and where we have a veto. So pre-
sumably it was our judgment that they served our interest to move
forward.

I am telling you, if another country showed up with these kinds
of demands we would be enraged. Just kind of turn it around and
put yourself in the other person’s shoes. They come on, they have
not paid their dues, they are delinquent, they assert they are pay-
ing too much. Well, are we? I do not know. Here is the U.N. scale
versus the share of world income. The U.S.’s share of the U.N. is
less than our share of world income. The European share is higher
than their share of world income.

Senator COVERDELL. Could you respond to a question?
Senator SARBANES. Certainly.
Senator COVERDELL. When does the chart begin?
Senator SARBANES. This is at the 25 percent figure for the regu-

lar budget contribution.
Senator COVERDELL. Today. But if you took the period of time

from the beginning of the U.N.——
Senator SARBANES. Oh, when we began the United Nations, the

U.S. paid 39 percent in 1946 to 1949, and that figure has come
down. Since 1974 it has been 25 percent. I do not have the figure
for what the U.S. share of world income was in 1946, but I daresay
it probably approximated the 40 percent that we were paying of the
U.N. dues. I mean, we came out of World War II with an intact
economy.

We are paying 25 percent, Japan is paying—how much do people
think Japan is paying? Let me ask that question. Who can give me
a figure on this committee? What do you think Japan pays, its per-
centage share of the U.N. dues; 15.4 percent. Germany is at 9 per-
cent. Germany and Japan together pay as much as the United
States, and their share of world income is significantly less than
ours.

Senator BIDEN. Senator, can I make a point on that point?
Senator SARBANES. Sure.
Senator BIDEN. Also, we pay for their defense. We do more in

terms of basic world security with our military that never even gets
calculated any place, any way, any circumstance, in terms of us
carrying our weight around the world.

You are absolutely right on the principle that this is wrong to go
and try to change the game after we made a deal. I agree with
that. You are right about that. But on its overall argument or the
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United States share of its income is relative to the United Nations,
name me another country—name me another country—that essen-
tially underwrites the security of the rest of the world irrespective
of the U.N. We carry more than our weight.

Senator SARBANES. Well, we do that because we perceive that we
have important national interests.

Senator BIDEN. Bingo. But would not it be nice to have the rest
of the world stop pillorying us about why we do not carry our
weight?

Senator SARBANES. Well, I think Senator Lugar has made a very
strong argument why clearing up these arrearages would improve
our position in a number of different bargaining arenas in terms
of sharing responsibility.

Senator BIDEN. You are correct on that. But I do not think the
argument, Senator, about this notion about share of world income
versus carrying our weight relates to that. You are right. We made
a deal, we should pay for the deal.

Senator SARBANES. We should keep the deal.
Senator BIDEN. Keep the deal, you are right.
Senator SARBANES. That is right.
Senator BIDEN. Now, the other alternative is let us figure out if

we do not do this deal how we pay any of the deal. Does anybody
have an idea how you do that? I would like to know, because the
last 4 years we have gotten zip, zero, nothing.

Senator SARBANES. Well, it is a wonderful process. We negotiate
amongst ourselves in the Congress and with the administration.
The U.N. is up there. I mean, they are not in this process.

Senator BIDEN. No, they are not in the process.
Senator SARBANES. Then an understanding is reached, and then

that is going to be presented to the U.N. and they are going to be
told look, take this or leave it.

Let me tell you, look, we have got a provision in this division C,
let me just read it to you, I mean, and let the snake out on the
floor in itself. The total amount of funds made available for all
United States memberships in international organizations for
which contributions are assessed may not exceed $900 million.

Senator KERRY. What page are you on, Senator?
Senator SARBANES. Page 6. Notwithstanding any other provision

of law, the United States shall withdraw from an international or-
ganization or other wise reduce assessments in the following budg-
et cycle of that organization, et cetera.

I think any proposal here that puts out on the table this snake
of withdrawal, and the rest of this section goes on at great length
to discuss withdrawal, consultation with the Congress, the dead-
line, the report, where are we going?

I think the United Nations has served very important American
interests. People undertake these peacekeeping operations, and we
do not have to send our own troops in. Every time one of these
things happens people say, well, let us get the U.N. to do some-
thing about it.

Senator BIDEN. Senator, you are right, but how long do you think
it would last if we would come up another year without any fund-
ing for the arrearages?

Senator SARBANES. I think we should pay off these arrearages.
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Senator BIDEN. I do, but are you going to write a check, get John
Rockefeller to do it, or are you going to get 51 votes?

Senator SARBANES. I think we should have a clear issue, as this
amendment poses, on meeting in full our obligations to the United
Nations. These are past obligations. These are past obligations.

Senator BIDEN. You are right. We have got to get 51 votes.
Senator SARBANES. These are things we failed to do. Therefore,

I very strongly support these amendments.
This, in many respects, may be an historic vote, I think.
The CHAIRMAN. We are going to have a vote on the Senate floor,

and I would like to get this matter settled before we go.
Senator KERRY. Yes, sir. I understand that. I will try to be very

brief, and I know I am not going to change the vote. I kind of come
out in between a little bit, Senator Sarbanes, but I am very, very
supportive of what Senator Lugar is asserting here. I understand
what Senator Biden is saying.

This has been a struggle. When I was serving as chair of the sub-
committee I worked with Senator Pressler. We were very tough on
the United Nations, with Senator Coverdell. We put in a lot of re-
strictions, and in effect we brought about a significant change, Mr.
Chairman, a new Secretary General, commitments to reform, a
very significant attitude shift, I think, and we have a new Ambas-
sador there, and so forth.

I believe this will work, unlike maybe some of my colleagues. But
I do not think it is the right thing to do. I think we are going to
pay a longer-term price for it. I mean, diplomacy and relations with
other countries are not just always bludgeoning and waving the big
stick and achieving your short-term goal. There are longer-term
goals. We have got major long-term interests in Europe, with
former Yugoslavia, Bosnia, the emergence of the new NATO, and
so forth. I must say as I have talked to people in New York, and
I met with the Ambassador, too, and others, while this may work
and we have been put in a position of accepting it, it does not mean
we have to like it or vote for it or support it. It certainly does not
mean we should not lay out for colleagues and others what the
price is.

Now, I believe we have put ourselves in a position where private
diplomacy, Mr. Chairman, could have achieved a commitment from
Kofi Anon and others to proceed forward and get a reduction in the
level. I happen to think we deserve it. I disagree with my colleague
there. I do not think that particular measurement is the accurate
measurement of today. But nevertheless, I am convinced we could
have achieved a reduction without this bludgeoning. In my judg-
ment, the result of this is going to be to lose votes down the road
on countless different occasions where we might have won them.

We would not have been hurt one iota to ante up 1 year’s pay-
ment on a 2-year schedule or 3-year schedule without condition. We
certainly would have been prejudiced on 2 years. There is nothing
to stop the Congress after that from coming back and saying OK,
we gave you every chance in the world, you made your commit-
ments, you did not change, nothing has transitioned, and so we are
going to proceed.

But it seems to me that when you do it retroactively rather than
prospectively on the money yet to come, you are really behaving in
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a way that I think invites a lot more mischief than the short-term
gain is going to produce, and in the long run I think we will pay
a price for that.

The CHAIRMAN. Thank you, Senator.
All the Senators have made good points. What has not been ex-

pressed here is who on this committee and who in the Senate was
responsible for the arrearages in the first place: Liberals and con-
servatives, Democrats and Republicans, and I remember Nancy
Kassebaum was a leader because she was fed up with the condi-
tions in the United Nations.

Now, all these platitudes that I am hearing, I am just about to
get sick at my stomach. I move to table the amendment and the
clerk will call the role.

Senator BIDEN. Which one are we moving.
Senator LUGAR. Let us vote first of all on the arrearages amend-

ment.
The CHAIRMAN. Which one did you offer first?
Senator LUGAR. The arrearage. Then second the money for FY98,

the 71 million.
The CHAIRMAN. The clerk will call the role.
Senator COVERDELL. The motion is to table the amendment?
The CHAIRMAN. Yes.
The CLERK. Mr. Lugar.
Senator LUGAR. Nay.
The CLERK. Mr. Coverdell.
Senator COVERDELL. Aye.
The CLERK. Mr. Hagel.
Senator HAGEL. Aye.
The CLERK. Mr. Smith.
Senator SMITH. Aye.
The CLERK. Mr. Thomas.
Senator THOMAS. Aye.
The CLERK. Mr. Grams.
Senator GRAMS. Aye.
The CLERK. Mr. Ashcroft.
The CHAIRMAN. Aye, by proxy.
The CLERK. Mr Frist.
Senator FRIST. Aye.
The CLERK. Mr. Brownback.
The CHAIRMAN. Aye, by proxy.
The CLERK. Mr. Biden.
Senator BIDEN. Aye.
The CLERK. Mr. Sarbanes.
Senator SARBANES. Nay.
The CLERK. Mr. Dodd.
Senator BIDEN. Nay, by proxy.
The CLERK. Mr. Kerry.
Senator KERRY. Nay.
The CLERK. Mr. Robb.
Senator ROBB. Aye, reluctantly.
The CLERK. Mr. Feingold.
Senator FEINGOLD. Nay.
The CLERK. Mrs. Feinstein.
Senator BIDEN. Aye, by proxy.
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The CLERK. Mr. Wellstone.
Senator BIDEN. Wellstone, nay, by proxy.
The CLERK. Mr. Chairman.
The CHAIRMAN. Aye.
The CLERK. Mr. Chairman, the vote is 12 ayes, six nays.
The CHAIRMAN. I move to table the other Lugar amendment.
Senator LUGAR. This is the 71 million for this year.
Senator SARBANES. This is so we do not get further behind than

we already are.
Senator BIDEN. Mr. Chairman, on that point, let me make it

clear we will not get behind because it does not cover just the U.N.
This $40 million difference does not cover just the U.N. It is the
African special thing and Afghanistan. One is United Nations, the
other is not.

The CLERK. Mr. Lugar.
Senator LUGAR. Nay.
The CLERK. Mr. Coverdell.
Senator COVERDELL. Aye.
The CLERK. Mr. Hagel.
Senator HAGEL. Aye.
The CLERK. Mr. Smith.
Senator SMITH. Aye.
The CLERK. Mr. Thomas.
Senator THOMAS. Aye.
The CLERK. Mr. Grams.
Senator GRAMS. Aye.
The CLERK. Mr. Ashcroft.
The CHAIRMAN. Aye, by proxy.
The CLERK. Mr Frist.
Senator FRIST. Aye.
The CLERK. Mr. Brownback.
The CHAIRMAN. Aye, by proxy.
The CLERK. Mr. Biden.
Senator BIDEN. Aye.
The CLERK. Mr. Sarbanes.
Senator SARBANES. Nay.
The CLERK. Mr. Dodd.
Senator BIDEN. Nay, by proxy.
The CLERK. Mr. Kerry.
Senator KERRY. Nay.
The CLERK. Mr. Robb.
Senator ROBB. Nay.
The CLERK. Mr. Feingold.
Senator FEINGOLD. Aye.
The CLERK. Mrs. Feinstein.
Senator BIDEN. Nay, by proxy.
The CLERK. Mr. Wellstone. [No response.]
The CLERK. Mr. Chairman.
The CHAIRMAN. Aye.
Senator BIDEN. I am sorry. I beg your pardon. Senator Wellstone,

no to tabling, by proxy.
The CLERK. Mr. Chairman, the vote is 11 ayes to 6 nays.
The CHAIRMAN. Very good.
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Senator GRAMS. Mr. Chairman, can I ask unanimous consent to
be recorded on the previous vote on division B as voting aye? I
missed that vote.

The CHAIRMAN. Very good.
Senator SARBANES. Mr. Chairman, I thought the vote was 11 to

7. It was announced as 11 to 6.
The CHAIRMAN. We have one en bloc amendment proposed by

Senator Biden and me. It has been checked on both sides.
Senator COVERDELL. I move the adoption.
Senator BIDEN. I second.
The CLERK. Mr. Chairman, correction: The vote was 11 ayes to

7 nays.
Senator BIDEN. Can we just vote?
The CHAIRMAN. On division C, the clerk will call the role.
The CLERK. Mr. Lugar.
Senator LUGAR. Nay.
The CLERK. Mr. Coverdell.
Senator COVERDELL. Aye.
The CLERK. Mr. Hagel.
Senator HAGEL. Aye.
The CLERK. Mr. Smith.
Senator SMITH. Aye.
The CLERK. Mr. Thomas.
Senator THOMAS. Aye.
The CLERK. Mr. Grams.
Senator GRAMS. Aye.
The CLERK. Mr. Ashcroft.
The CHAIRMAN. Aye, by proxy.
The CLERK. Mr Frist.
Senator FRIST. Aye.
The CLERK. Mr. Brownback.
The CHAIRMAN. Aye, by proxy.
The CLERK. Mr. Biden.
Senator BIDEN. Aye.
The CLERK. Mr. Sarbanes.
Senator SARBANES. Nay.
The CLERK. Mr. Dodd.
Senator BIDEN. Aye, by proxy.
The CLERK. Mr. Kerry.
Senator KERRY. Aye.
The CLERK. Mr. Robb.
Senator ROBB. Aye.
The CLERK. Mr. Feingold.
Senator FEINGOLD. Aye.
The CLERK. Mrs. Feinstein.
Senator BIDEN. Aye, by proxy.
The CLERK. Mr. Wellstone.
Senator BIDEN. Nay, by proxy.
The CLERK. Mr. Chairman.
The CHAIRMAN. Aye.
The CLERK. The vote is 15 ayes, 3 nays.
The CHAIRMAN. I ask that the staff be allowed to make technical

and conforming amendments to the bill, as reported, to ensure that
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it accurately reflects the modifications made by the committee
today.

Senator BIDEN. May I amend that to include the agreements we
made as to what we were going to try to work out.

The CHAIRMAN. The clerk will call the role.
The CLERK. The vote on division C was 15 ayes, 3 nays. The vote

now will be on final passage.
The CHAIRMAN. Now on final passage.
The CLERK. Mr. Lugar.
Senator LUGAR. Nay.
The CLERK. Mr. Coverdell.
Senator COVERDELL. Aye.
The CLERK. Mr. Hagel.
Senator HAGEL. Aye.
The CLERK. Mr. Smith.
Senator SMITH. Aye.
The CLERK. Mr. Thomas.
Senator THOMAS. Aye.
The CLERK. Mr. Grams.
Senator GRAMS. Aye.
The CLERK. Mr. Ashcroft.
The CHAIRMAN. Aye, by proxy.
The CLERK. Mr. Frist.
Senator FRIST. Aye.
The CLERK. Mr. Brownback.
The CHAIRMAN. Aye, by proxy.
The CLERK. Mr. Biden.
Senator BIDEN. Aye.
The CLERK. Mr. Sarbanes.
Senator SARBANES. Nay.
The CLERK. Mr. Dodd.
Senator BIDEN. Aye, by proxy.
The CLERK. Mr. Kerry.
Senator KERRY. Aye.
The CLERK. Mr. Robb.
Senator ROBB. Aye.
The CLERK. Mr. Feingold.
Senator FEINGOLD. Nay.
The CLERK. Mrs. Feinstein.
Senator BIDEN. Aye, by proxy.
The CLERK. Mr. Wellstone.
Senator BIDEN. Nay, by proxy.
The CLERK. Mr. Chairman.
The CHAIRMAN. Aye.
The CLERK. The final vote is 14 ayes to 4 nays.
The CHAIRMAN. Thank you very much. We stand in recess.
[Whereupon, at 4:50 p.m., the hearing was adjourned.]
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EXPLANATION OF TABLES

OVERVIEW

The tables in this booklet illustrate the foreign assistance budget
request for FY 1998, which is a part of the President’s Budget. The
tables also include budget levels for FY 1996 and FY 1997 for com-
parison and, in Table 3, FY 1995. The levels for FYs 1996 and 1997
are based on the FY 1996 and FY 1997 appropriations acts and
also reflect enacted rescissions for FY 1996 (except in the country
‘‘spigots’’ tables), as well as supplementals in FY 1996.

The U.S. Agency for International Development (USAID) admin-
isters certain U.S. bilateral assistance programs including Develop-
ment Assistance (DA), which includes the Development Assistance
Fund, the Development Fund for Africa, other specialized DA ac-
counts for credit programs and disaster assistance; the Economic
Support Fund (ESF); programs for Central and Eastern Europe
under the Support for East European Democracy Act (SEED); the
New Independent States of the former Soviet Union (NIS) under
the Freedom Support Act; and Food For Peace Titles II and III
(P.L. 480). The tables follow USAID funding from the overall ac-
count summaries to the individual country program levels. There
are differences between some of the tables because of the alter-
native budget concepts being presented.

Each table describes funding from one of several approaches.
New budget authority (also referred to as new obligational author-
ity or NOA) refers to the funding levels appropriated by Congress
in a given year after certain legislatively mandated transfers or re-
scissions. For the actual results of the prior year, total budget au-
thority (BA) refers to the new budget authority plus reappropri-
ations (such as deobligations and reobligations) and transfers. The
program level (or obligation level) is the same as the total BA plus
obligations of unobligated balances carried over from prior years
less unobligated balances carried into subsequent years. Funds ap-
propriated are not always obligated within the same year if they
are available for more than one year.

Tables 1, 2A, 2B, 4A and 4B reflect actual budget authority for
FYs 1996 and 1997. Table 3 and tables 5A and 5B reflect program
or obligation levels for FYs 1996 and 1997.

On all tables amounts shown for FY 1998 represent proposed
new budget authority (or the request level), which assumes no obli-
gated balances from prior years.

Country ‘‘spigots’’ levels for FY 1998 do not reflect pending clo-
sures or downsizing still under review by the State Department
and USAID.
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International Affairs Budget Authority Tracker—FYs 1996–
1998

Budget Function 150 Summary (Table 1)
The International Affairs budget function ‘‘150 Account’’ is the

portion of the President’s Budget which pertains to International
Affairs. Table 1 shows the total budget authority for subfunctions
of the 150 account for FY 1996 and FY 1997, and the request for
FY 1998. Subfunction 151, International Development and Human-
itarian Assistance, includes multilateral and bilateral assistance
for Development Assistance and P.L. 480 food assistance. Programs
under subfunction 152, International Security Assistance, help
countries of strategic importance to the United States through Mili-
tary Assistance and the Economic Support Fund (ESF). Subfunc-
tion 153, Conduct of Foreign Affairs, relates principally the oper-
ations of the State Department. Subfunction 154, Foreign Informa-
tion and Exchange Activities, pertains to the operations of the U.S.
Information Agency, the Board for International Broadcasting, and
other public information activities. Subfunction 155, International
Financial Programs, provides funding for the Export-Import Bank
and the Foreign Military Sales Trust Fund. The 150 account is
under the direction of the Secretary of State.

Budget Authority by Account (Tables 2A and 2B)
Table 2A reflects USAID programs only, in thousands of dollars.

Table 2B covers the full 150 Account in thousands of dollars.
Programs and activities within the International Affairs 150 Ac-

count fall under the jurisdiction of three appropriation subcommit-
tees. Table 2B shows the 150 account subdivided according to sub-
committee jurisdiction (Foreign Operations, Agriculture, and Com-
merce/Justice/State) for FYs 1996 through 1998.
• Foreign Operations contains most of the programs under sub-
function 151 (International Development and Humanitarian Assist-
ance) including USAID-administered DA and humanitarian assist-
ance, and subfunction 152 (International Security Assistance) in-
cluding USAID-administered ESF programs. Other programs in the
Foreign Operations classification include multilateral assistance,
other bilateral assistance agencies such as the Trade and Develop-
ment Agency, the Peace Corps, and the African Development Foun-
dation, plus Military Assistance, and Export-Import Bank contribu-
tions.
• The Agriculture portion of the 150 Account refers principally to
the food assistance provided under P.L. 480 (subfunction 151)
which is appropriated to the U.S. Department of Agriculture
(USDA), but, in the case of Title II and III programs, is managed
by USAID.
• The Commerce/Justice/State portion of the budget reflects De-
partment of State administrative operations (Subfunction 153), the
operations of the United States Information Agency (USIA) and
other public information programs, and assessed contributions to
international organizations (Subfunction 154).
• The Mandatory portion of the budget includes receipts and cer-
tain reconciling items such as trust funds which are outside the re-
sponsibility of the appropriations committees.
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Tables 2A and 2B show total budget authority levels for both FYs
1996 and 1997 and the request level for FY 1998. The totals for the
150 account in each year are the same as that shown on Table 1.

USAID Program Trends: FYS 1995–1998 (Table 3)
This table compares obligations (program levels) for all USAID-

administered accounts for FYs 1995 through FY 1998. In any given
year the program level varies from the new budget authority shown
on other budget tables (see explanation in overview). The FY 1998
request once again represents new obligational authority.

‘‘All Spigots’’—U.S. Economic and Military Assistance—Ap-
propriated Levels: FYs 1996–1998 (Tables 4A, 4B and 4C).

There are two sets of ‘‘all spigots’’ tables: One set (Tables 4A, 4B
and 4C) shows appropriated levels for FYs 1996 and 1997 and the
requested appropriations for FY 1998; the other set (Tables 5A and
5B) reflects the program level for FYs 1996 and 1997.

The appropriations tables show the levels by bureau and country
for DA, ESF, SEED, NIS, Peace Corps, Narcotics, P.L. 480, and
Military Assistance accounts.

Appropriated levels are those enacted by the Congress and do not
include carryover amounts, transfers or funds available under the
deobligation/reobligation authority.

NOTE: For FYs 1997 and 1998, country totals include, for
USAID managed-programs, funding from regional or central funds
for programs that can be directly attributed to a particular country.
Affected regional or central programs will show a decrease from
prior year funds due to these attributions.

‘‘All Spigots’’—U.S. Economic and Military Assistance Lev-
els—Program (Obligation) Levels: FY 1996 (actuals) and
FY 1997 (estimates)—(Tables 5A and 5B)

These ‘‘All-Spigots’’ tables show the program level (obligations)
by bureau and country for DA, ESF, SEED, and NIS. The Peace
Corps, Narcotics, PL 480, and Military Assistance data, however,
is the same as in the appropriation spigots.

The FY 1997 program level for Table 5 equals the funds avail-
able for obligation in FY 1997 noted on the Program Trends, Table
3. Table 5 represents new budget authority plus any country alloca-
tions of prior year funds which are known at this time. (Not all of
the unobligated prior year funds are allocated to specific countries
at this time). Table 5 FY 1997 allocations change until the year’s
obligations are finalized at the end of the fiscal year.

The program level tables for FY 1996 and FY 1997 are included
because the obligated level is considered to be the most complete
picture of assistance actually provided to a particular recipient in
a given year.

NOTE: Country totals for FYs 1997–1998 in this set of tables in-
clude, for USAID-managed programs, attributions from regional or
central funds for programs that can be directly attributed to a par-
ticular country. Affected regional or central programs will show a
decrease from prior years due to these attributions.
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INTERNATIONAL ORGANIZATIONS AND PROGRAMS (IO&P) (TABLE 6)

USAID cooperates with the Department of State on the planning
and monitoring of voluntary contributions to the United Nations
and other international organizations. Table 6 shows the BA fund-
ing levels for FYs 1996–1997 and the request level for FY 1998 for
the International Organizations and Programs. The table, which is
also presented in the FY 1998 Department of State Congressional
Presentation, breaks out IO&P funding by the categories of Build-
ing Democracy and the four sustainable development themes.
These contributions are different from the assessed contributions to
the United Nations which are included under subfunction 153.

P.L. 480 SPIGOTS—TITLES II AND III PROGRAM LEVELS (TABLES 7A AND
7B)

USAID is responsible for the administration and implementation
of P.L. 480 Titles II and III. Table 7A (Title III) and Table 7B (Title
II) show actual program levels for FY 1996, estimated levels for FY
1997 and the FY 1998 request for transport, voluntary agencies
(Volags), the World Food Program (WFP), and the International
Emergency Food Reserve (IEFR). Tables for Title II programs are
broken out into two sections. The first section reflects funding at
the country level. The second section reflects tonnage amounts.
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TABLE 1.—INTERNATIONAL AFFAIRS
[In thousands of dollars]

Budget authority
Fiscal year—

1996 actual 1997 estimate 1998 request

Function 151 .......................................................................................... 6,396,413 6,309,679 7,188,488

MDB’s/IO&P ................................................................................... 1,384,514 1,288,855 1,851,191
A.I.D. ............................................................................................. 3,324,659 3,422,550 3,819,047
Debt restructuring ........................................................................ 63,750 54,500 64,000
P.L. 480 ........................................................................................ 1,133,912 1,017,774 877,250
Other ............................................................................................. 503,578 540,000 591,000
Receipts ........................................................................................ (14,000) (14,000) (14,000)

Function 152 .......................................................................................... 5,038,926 5,027,075 5,285,850

ESF ................................................................................................ 2,341,000 2,362,600 2,497,600
FMF ............................................................................................... 3,351,743 3,315,000 3,340,250
FMF liquidating account ............................................................... (229,000) (203,000) (191,000)
Other ............................................................................................. 236,183 189,475 174,000
Receipts ........................................................................................ (661,000) (637,000) (535,000)

Subtotal 151+152 .................................................................... 11,435,339 11,336,754 12,474,338

Function 153 .......................................................................................... 3,833,497 3,895,329 4,167,576

A.I.D. FSRDF .................................................................................. 43,914 43,826 44,208
Other ............................................................................................. 3,789,583 3,851,503 4,123,368

Function 154 .......................................................................................... 1,127,295 1,101,110 1,133,788
Function 155 .......................................................................................... 309,359 1,200,714 613,614

Ex-Im ............................................................................................. 814,359 714,714 629,614
Other ............................................................................................. (505,000) 486,000 (16,000)

Total 150 .................................................................................. 16,705,490 17,533,907 18,389,316
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TABLE 2.—INTERNATIONAL AFFAIRS
[In thousands of dollars]

Budget authority
Fiscal year—

1996 actual 1997 estimate 1998 request

Multilateral assistance:
Inter-American Dev. Bank ............................................................ 25,952 25,611 25,611

Fund for Special Operations ................................................ 10,000 10,000 20,576
Inter-American Investment Corp. ........................................ ......................... ......................... .........................

Subtotal: IADB ................................................................. 35,952 35,611 46,187

World Bank (IBRD) ........................................................................ 28,190 ......................... .........................
Global Environment Facility .......................................................... 35,000 35,000 100,000
International Finance Corp. .......................................................... 60,900 6,656 .........................
International Development Association ........................................ 700,000 700,000 1,034,503
Asian Development Fund/Bank ..................................................... 113,222 113,222 163,222
African Development Fund ........................................................... ......................... ......................... 50,000
African Development Bank ........................................................... ......................... ......................... .........................
North American Development Bank .............................................. 56,250 56,000 56,500
European Development Bank ........................................................ 70,000 11,916 35,779
Middle East Development Bank ................................................... ......................... ......................... (52,500)

Subtotal: MDBs ........................................................................ 1,099,514 958,405 1,486,191

IO&P (Voluntary Contrib.) ............................................................. 285,000 330,450 365,000

Total: Multilateral Assistance .................................................. 1,384,514 1,288,855 1,851,191

Bilateral assistance—USAID:
Development Programs ................................................................. 1,617,306 1,132,500 998,000
Child Survival and Diseases Programs ........................................ ......................... 500,000 .........................
Development Fund for Africa ........................................................ ......................... ......................... 700,000

Subtotal—Sustainable Development ....................................... 1,617,306 1,632,500 1,698,000

International Disaster Assistance ................................................ 180,951 190,000 190,000
Micro & Sm. Enterprise Dvlpt. Prog. Subsidy .............................. 1,500 1,500 1,500
Micro & Sm. Enterprise Dvlpt. Prog. Admin. ............................... 500 500 500
Urban/Environment Credit Subsidy .............................................. 4,000 3,500 3,000
Urban/Environment Credit Administration ................................... 7,000 6,000 6,000
Foreign Service Retirement & Dis. ............................................... 43,914 43,826 44,208
Operating Expenses ...................................................................... 494,317 488,250 473,000
Operating Expenses—IG .............................................................. 30,163 30,000 29,047

Subtotal: Development Assistance ........................................... 2,379,651 2,396,076 2,445,255

Economic Support Fund ................................................................ 2,321,400 2,343,000 2,497,600
International Fund for Ireland ...................................................... 19,600 19,600 .........................

Economic Support Fund Total .................................................. 2,341,000 2,362,600 2,497,600

Assistance for Eastern Europe and the Baltic States .......................... 522,000 475,000 492,000
Less Transfers ....................................................................................... 59,039 ......................... .........................

Total SEED .................................................................................... 462,961 475,000 492,000

Assistance for the New Independent States of the Former Soviet
Union ................................................................................................. 640,444 625,000 900,000

Less Transfers ....................................................................................... 122,483 48,700 .........................

Total NIS ....................................................................................... 517,961 576,300 900,000

Subtotal: USAID after transfers .................................................... 5,701,573 5,809,976 6,334,855

Bilateral assistance:
Trade & Development Agency ....................................................... 48,994 45,000 43,000
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TABLE 2.—INTERNATIONAL AFFAIRS—Continued
[In thousands of dollars]

Budget authority
Fiscal year—

1996 actual 1997 estimate 1998 request

Peacekeeping Operations .............................................................. 96,200 65,000 90,000
Non-Proliferation & Disarmament Fund ....................................... 35,000 15,000 15,000
International Narcotics Control .................................................... 134,955 213,000 230,000
Inter-American Foundation ........................................................... 19,986 20,000 22,000
African Development Foundation .................................................. 11,496 11,500 14,000
Peace Corps .................................................................................. 217,704 220,000 222,000
Migration & Refugee Assistance .................................................. 670,983 650,000 650,000
Emergency Refugee & Migration Fund ......................................... 50,000 50,000 50,000
Anti-Terrorism Assistance ............................................................. 15,983 18,000 19,000
Overseas Priv. Invest. Corp (OPIC) ............................................... ......................... ......................... .........................
Loan Subsidy & Admin Expenses (non-add) ................................ 98,000 104,500 92,000
Non-credit activities ..................................................................... (92,540) (130,500) (158,000)

Total: Bilateral assistance ....................................................... 6,910,334 6,986,976 7,531,855

Military assistance:
Military to Military Contact .......................................................... ......................... ......................... .........................
Int’l Military Education & Training .............................................. 39,000 43,475 50,000
Counter-terrorism Assistance to Israel ........................................ 50,000 50,000 .........................
Relocation of facilities in Israel ................................................... ......................... (2,000) .........................
Special Defense Acquisition Fund ................................................ (173,000) (166,000) (106,000)
Foreign Military Financing ............................................................ 3,351,743 3,315,000 3,340,250

Total: Military assistance BA ................................................... 3,267,743 3,240,475 3,284,250

Export-Import Bank, subsidy and admin. ............................................. 763,359 714,714 629,614
IMF, Structural Adjustment Facility ....................................................... ......................... ......................... 7,000
(IMF-New Arrangement to Borrow) ........................................................ ......................... ......................... (3,521,000)
Debt restructuring:

Debt Restructuring ....................................................................... 10,000 12,000 22,000
Jordan Military Debt Forgiveness ................................................. ......................... 15,000 12,000
Multilateral Investment Fund-Enterprise for Americas ................ 53,750 27,500 30,000

Total: Foreign Operations Subcommittee ................................. 12,389,700 12,285,520 13,367,910

Agriculture Subcommittee:
P.L. 480

Title I cargo preference ................................................................ 262,812 151,274 10,250
Title II grants ................................................................................ 821,100 837,000 837,000
Title III grants ............................................................................... 50,000 29,500 30,000

Total: Agriculture Subcommittee .............................................. 1,133,912 1,017,774 877,250

Conduct of Foreign Affairs (153) .......................................................... 3,789,583 3,851,503 4,123,368
(Unassigned to Approp Committee) ...................................................... (280,914) (289,826) (297,208)
Foreign Info & Exchange Act (154) ....................................................... 1,127,295 1,101,110 1,133,788
(Unassigned to Approp Committee) ...................................................... 1,000 2,000 48,000

Total: Appropriations Committee .................................................. 18,720,404 18,543,733 19,751,524

Total: Appropriations-discretionary ............................................... 18,427,490 18,254,907 19,451,316

Subfunctions 151, 152, 155 mandatories ............................................ (1,735,000) (722,000) (1,106,000)
Economic Asst Loan Liquidating Acct .......................................... ......................... ......................... .........................
Misc. Trust Funds—A.I.D. ............................................................ ......................... ......................... .........................
North American Development Bank .............................................. ......................... ......................... .........................
Housing Guaranty & other credit liquidating accounts ............... 8,000 19,000 26,000
Housing Guaranty subsidy reestimate ......................................... ......................... ......................... .........................
PSIP subsidy reestimate ............................................................... ......................... ......................... .........................
Debt Restructuring subsidy reestimate ........................................ 22,000 ......................... .........................
Israeli loan guaranty pmt to OE .................................................. ......................... ......................... .........................
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TABLE 2.—INTERNATIONAL AFFAIRS—Continued
[In thousands of dollars]

Budget authority
Fiscal year—

1996 actual 1997 estimate 1998 request

Miscellaneous credit reform ......................................................... (9,000) ......................... .........................
Misc. Trust Funds Receipts—DOT ............................................... ......................... ......................... .........................
Misc. Trust Funds Receipts—A.I.D. ............................................. (1,000) (1,000) (1,000)
A.I.D. Loan Repayments ................................................................ ......................... ......................... .........................
Foreign Currency Loan Repayments ............................................. (13,000) (13,000) (13,000)
Peace Corps Miscellaneous Trust Fund ....................................... 1,000 1,000 1,000
OPIC liquidating account ............................................................. ......................... ......................... .........................
P.L. 480 Liquidating Acct ............................................................. (572,000) (540,000) (483,000)
P.L. 480 Food for Progress ........................................................... ......................... ......................... .........................
P.L. 480 loans subsidy reestimate ............................................... ......................... ......................... .........................
FMF Receipts ................................................................................ (661,000) (637,000) (535,000)
FMF liquidating account (pre-92, GRF) ....................................... (229,000) (203,000) (191,000)
FMF—Contract Authority .............................................................. 15,299,000 14,520,000 13,490,000
FMF—Liquidation of contract auth. ............................................ (14,747,000) (13,760,000) (13,400,000)
IMF quota ...................................................................................... ......................... ......................... .........................
Exchange stabilization fund ......................................................... (778,000) ......................... .........................
Ex-Im Liquidating Account ........................................................... ......................... ......................... .........................
Ex-Im subsidy reestimate ............................................................. 51,000 ......................... .........................
Treasury Loan Repayment (U.K.) .................................................. (106,000) (108,000) .........................

Total International Affairs ........................................................ 16,705,490 17,533,907 18,396,316

NOTE: Totals for all years exclude debt restructuring located elsewhere in this table.
FY 1996 Notes: Africa and Child Survival Programs included in Development Programs; Development Programs and SEED account levels ex-

clude a total of $31 million transferred to the African Development Foundation and Inter-American Foundation and $28.5 million used for Op-
erating Expenses. Levels also reflect rescissions.

FY 1997 Notes: Development Program level excludes $31 million transferred to the African Development Foundation and Inter-American
Foundation and $17.5 million transferred to Operating Expenses.
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TABLE 3.—AGENCY FOR INTERNATIONAL DEVELOPMENT PROGRAM TRENDS: FY 1995–FY 1998
[Obligations in thousands of dollars]

1995 actual 1996 actual 1 1997 estimate 1998 request

Development Programs ........................................... 1,310,713 1,386,807 1,577,164 998,000
Child Survival and Disease Program ...................... ......................... ......................... 2 500,000 .........................

Total Development Assistance ................................ 1,310,713 1,386,807 2,077,164 998,000

Sahel Development Program ................................... 1,295 535 ......................... .........................
Development Fund for Africa .................................. 828,127 123,814 30,775 700,000

Subtotal, Geographic & Central Programs .... 2,140,135 1,511,156 2,107,939 1,698,000

American Schools & Hospitals Abroad ................... ......................... ......................... ......................... .........................
International Disaster Assistance ........................... 205,105 165,552 235,111 190,000
African Disaster Assistance .................................... 163 ......................... ......................... .........................
Private Sector Revolving Fund Liquidating ............ ......................... ......................... ......................... .........................
MSED Subsidy/Admin Expenses .............................. 1,910 1,557 2,000 2,000
Housing Guaranties Subsidy/Admin ........................ 26,921 10,657 9,666 9,000
Housing Guaranties Loan Limitation ...................... ......................... ......................... ......................... .........................
Housing Guaranties Liquidating Account ............... 67,785 63,927 66,267 66,000
Advanced Acq. of Property ...................................... 100 100 100 .........................

Subtotal, DA Program Funds ......................... 2,442.119 1,752,949 2,421,083 1,965,000

Operating Expenses ................................................. 530,982 3 487,270 530,485 473,000
Oper. Exp.—Inspector General ............................... 36,064 30.548 34,000 29,047
Foreign Service Retirement & Dis .......................... 45,118 43,914 43,826 44,208

Total, A.I.D. Development Assistance ............ 3,054,283 2,314,681 3,029,394 2,511,255

Economic Support Fund .......................................... 2,728,655 2,307,073 2,587,290 2,497,000
Total Economic Support Fund ................................. 2,728,655 2,307,073 2,587,290 2,497,000
Special Assistant Initiatives ................................... 404,467 412,335 589,338 492,000

Philippines ...................................................... ......................... ......................... ......................... .........................
Eastern Europe (SEED) ................................. (404,467) (412,335) (589,338) (492,000)

Of which-Bosnia Supplemental ............ ......................... 4 (198,000) ......................... .........................
Assistance of the New Independent States of the

Former Soviet Union ........................................... 731,467 546,482 875,235 900,000
Ukraine Trade Credit Program ................................ 16,605 ......................... ......................... .........................
Central American Reconciliation Asst. ................... ......................... ......................... ......................... .........................
Demobilization and Transition Fund ....................... 13,907 3,000 ......................... .........................

Total, A.I.D. Economic Assistance ................. 6,949,384 5,583,571 7,081,257 6,400,255
1 FY 1996 levels have been adjusted to include rescissions required in P.L. 104–134. DA, ESF and NIS levels exclude a total of $284 mil-

lion (of $355 million planned) in population programs using ‘96 appropriations require by law to be obligated at the rate of no more than
6.67% a month between July 1996 and September 1997.

2 Excludes $100 million transferred to UNICEF.
3 Excludes $25.5 million in Development assistance used for operating expenses.
4 Includes $3 million to be used for USAID operating expenses and $3 million to be used for debt restructuring.
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TABLE 6.—FY 1998 BUDGET REQUEST
INTERNATIONAL ORGANIZATIONS AND PROGRAMS

[In thousands of dollars]

Fiscal year—

1996 actual 1997 estimate 1998 request

Building democracy ..................................................................................... 2,500 4,900 4,900

UN Voluntary Fund for Tech Coop in Field of Human Rights ........... 0 900 900
UN Vol Fund for Victims of Torture .................................................... 1,500 1,500 1,500
OAS Fund for Strengthening Democracy ............................................ 1,000 2,500 2,500

Promoting sustainable development ........................................................... 224,500 267,550 294,100

Broad-Based Economic Growth .......................................................... 156,450 185,950 206,100

UN Development Program (UNDP) ............................................. 52,000 76,350 100,000
UN Development Fund for Women (UNIFEM) ............................. 1,000 1,000 1,000
UN Children’s Fund (UNICEF) .................................................... 100,000 1 100,000 100,000
World Food Program .................................................................. 3,000 3,000 2,000
Afghanistan Emergency Trust Fund .......................................... 250 500 500
International Fund for Agricultural Development (IFAD) ........... 0 2 5,000 2,500
UN Fellowship Program ............................................................. 100 0 0
ICAO Aviation Security Fund ...................................................... 100 100 100

Stabilization of World Population Growth .......................................... 22,750 25,000 30,000

UN Population Fund (UNFPA) .................................................... 22,750 25,000 30,000

Protection of Global Environment ....................................................... 37,300 50,100 51,500

UNEP Environment Program (UNEP Fund/UNEP-related) .......... 8,000 11,000 11,000
Montreal Protocol Multilateral Fund .......................................... 22,000 27,500 28,000
Habitat ....................................................................................... 250 0 0
Int’l Conservation Programs (CITES/ITTO/IUCN/Ramsar ............ 2,050 4,050 3,750
Climate Stabilization Fund (IPCC/UNFCCC) .............................. 2,500 3,225 5,000
Int’l Contribtuns for Scntfc, Educal & Cultural Actvts ............ 1,200 2,325 2,250
World Meteorological Org/Voluntary Cooperation Program ........ 1,300 2,000 1,500

Support for Democratic Participation ................................................. 8,000 6,500 6,500

OAS Development Assistance Program ..................................... 8,000 6,500 6,500

Promoting Peace .......................................................................................... 58,000 61,000 66,000

Int’l Atomic Energy Agency (IAEA) Voluntary Programs ..................... 36,000 1 36,000 36,000
Korean Energy Development Organization (KEDO) ............................. 22,000 1 25,000 30,000

Grand Total .................................................................................... 285,000 3 333,450 365,000
1 For FY 1997, UNICEF, IAEA and KEDO have been transferred into other accounts.
2 Of which $2.5 million has been transferred into IO&P.
3 IO&P appropriation totals $169.95 million.
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TABLE 7A.—FY 1998 CONGRESSIONAL PRESENTATION—P.L. 480 TITLE III
[By fiscal year]

Region/Country

1996 actual program lev-
els

1997 current program lev-
els

1998 proposed program
levels

($MIL) MTN(000) ($MIL) MTN(000) ($MIL) MTN(000)

Asia—total ........................................................ 7.5 30.0 ................. ................ ................ ................

Bangladesh ............................................... 7.5 30.0 ................. ................ ................ ................

Latin America—total ......................................... 19.0 59.7 10.0 20.0 10.0 20.0

Haiti .......................................................... 10.0 21.5 10.0 20.0 10.0 20.0
Honduras ................................................... 5.0 22.2 ................. ................ ................ ................
Nicaragua .................................................. 4.0 16.0 ................. ................ ................ ................

Africa—total ...................................................... 25.0 56.8 28.4 121.0 19.9 86.0

Eritrea ....................................................... ................. ................ 15.0 62.0 5.0 20.0
Ethiopia ..................................................... 25.0 56.8 9.4 39.0 9.9 40.0
Mozambique .............................................. ................. ................ 4.0 20.0 5.0 26.0

Program total ....................................... 51.5 146.5 38.4 141.0 29.9 106.0

Farmer-To-Farmer .............................................. 0.1 ................ 0.1 ................ 0.1 ................
Carryin ................................................................ (11.7) ................ ................. ................ ................ ................
Transfer to Title II .............................................. 10.1 ................ ................. ................ ................ ................
Transfer from Title II ......................................... ................. ................ 9.0 ................ ................ ................
Appropriation ...................................................... 50.0 ................ 29.5 ................ 30.0 ................
Includes estimated freight costs of .................. 16.5 ................ 9.7 ................ 9.9 ................
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May 1, 1997

TO: Betty Alonso
Committee on Foreign Relations
Room SD 450, Dirksen Building
Washington, D.C. 20510

FM: Veronica T. Young
Bureau for Legislative and Public Affairs
U.S. Agency for International Development
Washington, D.C. 20523-0016

SUBJECT: USAID BUDGET REQUEST AND OVERSIGHT

Attached are the responses for the record and edited transcript from USAID Ad-
ministrator J. Brian Atwood’s testimony before the Senate Foreign Relations Com-
mittee on February 26, 1997 on USAID’s Budget Request and Oversight. The re-
sponse to Senator Biden’s question on Congressional Notifications is not included in
this package, but will be forwarded separately.

If you have any questions or if I can be of further assistance, please feel free to
call me on 202-647-9144. Thank you.

Attachments: a/s

RESPONSES OF MR. ATWOOD TO QUESTIONS ASKED BY SENATOR GRAMS

Question. Do you agree that U.S. support for foreign treatment centers for victims
of torture could be an important instrument to advance human rights and democ-
racy abroad and, if so, what initiatives might you propose for assisting these treat-
ment centers?

Answer. The advancement of democracy and human rights is a principal concern
of USAID foreign assistance programs overseas. Programs which promote the pro-
tection of human rights are paramount in those countries which have been victim-
ized by harsh dictatorships and/or civil strife. However, these programs vary widely.
In some cases, USAID supports local human rights organizations which monitor
human rights abuses, provide legal services, or conduct public education campaigns;
or we may directly support the creation of governmental organizations such as
human rights ombudsman offices, prison registries, etc. In other cases, such as with
Turkey, specific grants are provided to augment the capacity of human rights orga-
nizations and the medical profession to track and identify cases of torture and to
ultimately improve treatment. These programming decisions are made on a case by
case basis. Unfortunately, USAID does not have the resources necessary to create
or replicate international centers for the treatment of torture victims. This is some-
thing that the international community including other donors, non governmental
organizations, and private voluntary groups need to address. USAID may be sup-
portive of an international conference on this topic in the future.

Question. Has the assistance for war victims fund been used to support torture
victims? How much funding has been appropriated and why has the program been
terminated?

Answer. The War Victims Fund began in 1989 initiated by Senator Patrick Leahy
and has been implemented by USAID. It continues to this day and its purpose is
to provide prosthetics and orthotics to civilian victims of war. Each year $5 million
is made available for the Fund. The Fund currently operates in Angola, Cambodia,
El Salvador, Laos, Liberia, Mozambique, Sri Lanka and Vietnam. Especially in An-
gola, Cambodia and Mozambique, the War Victims Fund is primarily and effectively
treating people injured by landmines accidents.

There is no specific targeting of torture victims. However, many of the bene-
ficiaries of the fund are ex-combatants and may have been subject to torture.

Question. To what extent is AID funding programs or making grants to assist vic-
tims of torture?

Answer. USAID is funding a grant to the Center for the Victims of Torture to
carry out a program in Turkey to provide training and technical assistance to the
Human Rights Foundation of Turkey (HRFT) and the Turkish Medical Association
to build clinical capacity in treatment centers operated by the HRFT and to
strengthen forensic skills and support for human rights within Turkey’s medical
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professions. The grant is almost complete and may lead to a major international
conference on the treatment of torture victims.

Under the Trauma, Social Welfare, and Humanitarian Assistance project, USAID
has also provided support for NGO programs that addressed issues of community
health and training activities for mental health providers, teachers, volunteers and
doctors working with traumatized refugees and displaced populations in the former
Yugoslavia.

Catholic Relief Services is working with local psychological associations to provide
training on post-traumatic stress syndrome and other psychosocial treatments. In
FY 1994, $1.9 million was provided in support of this effort. CRS has used private
resources to continue the program.

The International Rescue Committee received funding to develop local organiza-
tions’ capacity to meet the psychosocial needs of war-traumatized women, children
and other vulnerable groups. IRC estimates that roughly 80 percent of its program
targets women and children. A total of $9.5 million has been proved since FY 1993.

Question. There is reportedly a belief by some USAID officials that USAID pro-
grams should focus on building local public economies in order to generate economic
wealth and prosperity and that this approach would have special applicability in Af-
rica. Groups that work in this area have found that effective and well-structured
local public economies are key to economic growth and policy reform. Is USAID will-
ing to support projects that work with local institutions and organizations to create
self-governing systems?

Answer. USAID is indeed willing to support projects that work with local institu-
tions and organizations to create self-governing systems.

USAID’s ‘‘New Partnership Initiative’’ explicitly promotes partnerships among
local businesses, NGOs, and local governments at the community level with just this
goal in mind.

In Kazakstan, USAID helped residents form homeowners associations to take con-
trol over the management and maintenance of their buildings. The demonstrated
benefits of homeowners associations created a grassroots movement and increased
demand for technical assistance. Within a year, 3600 associations had formed across
the country, and the national government adopted policies to make it easier for
them to register.

Over the past ten years, USAID-supported Community-Based Natural Resource
Management programs have enabled communities in a half-dozen African countries
to manage natural resource-based enterprises that increase incomes, diversify local
economies, and reduce degradation rates.

Question. There have reportedly been complaints both within and outside of
USAID, that although there is an Economic Growth Center in the Global Bureau,
the agency pays very little attention to such critical issues as economic growth, de-
centralization, and self-governance. Organizations (such as the International Center
for Self-Governance, IRIS, and the Institute for Policy Reform) that have been work-
ing on these critical issues are losing their funding or finding it severely reduced.
If USAID is indeed interested in promoting economic reform, why is it not putting
more funds into these projects.

Answer. Funding available to support activities in economic policy reform, both
in the Economic Growth Center and elsewhere in the USAID, has diminished sharp-
ly owing to two factors.

First, overall funding levels have declined substantially, particularly development
assistance.

Second, within this shrinking account, a number of activities have been protected
from cuts, or even increased, reflecting Congressional directives, Administration pri-
orities, and our own concerns. This has imposed much sharper than proportional
cuts on unprotected activities such as economic policy reform.

The development record of recent decades has demonstrated that a country’s eco-
nomic policy and institutional frameworks are key determinants of its development
performance. Organizations such as those mentioned above have played, and must
continue to play an important role in reinforcing the efforts of AID staff to improve
economic policies and strengthen institutions.

RESPONSES OF MR. ATWOOD TO QUESTIONS ASKED BY SENATOR HELMS

Question. Mr. Atwood, one criticism made of A.I.D. projects is that they never
seem to end. And many believe that the reason projects continue on in perpetuity
is that without A.I.D. support the project will fall apart.
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You have seen the article in last Tuesday’s Washington Post about A.I.D.’s $28
million project in Zimbabwe, known as ‘‘CAMPFIRE.’’ Regardless of how one feels
about the philosophy of the project, there appear to be quite a few management
problems with it. I am distressed to read that according to A.I.D.’s own internal
evaluation, the project is ‘‘subject to collapse once donor financing is withdrawn.’’

Why does it appear that so many A.I.D. projects are not sustainable and how do
you intend to ensure that they do continue forward after U.S. taxpayer support has
ended?

Answer. Elsewhere, Mr. Chairman, you draw a useful distinction between project
inputs and outputs. When we talk about sustainability, we mean the results of the
project continue beyond its existence; that is, the conditions which made the project
necessary have been changed by the project’s outputs.

This is not a simple or easy task. For example, in Bangladesh where increased
rice production was essential for food security, we worked on fertilizer distribution
for approximately 15 years. Initially, there was little fertilizer and not much of a
distribution system, but we helped build a marketing system of private sector im-
porters, dealers and distributors so that fertilizer is now available throughout the
country at a reasonable cost. Simultaneously, other donors helped establish markets
for irrigation equipment and improved seeds. None of these programs were finished
with a single project nor did they go forward smoothly given the conditions of the
country and a bias for big government. In the end, however, rice production has
reached historic highs and farmers recognize markets meet their needs better than
government distribution of fertilizer. Although some backsliding has occurred since
completion of the USAID fertilizer projects, the scale and vitality of the current fer-
tilizer markets will deter a reversion to public sector distribution. The condition we
sought to change has changed.

We have taken several steps to increase the sustainability of our project results.
First, we now encourage greater participation by those whom the project is intended
to benefit in its design to ensure that we target achievable results and have the
commitment of those who must change to ensure the results are sustainable.

Second, we now encourage project officers and mission directors to focus on the
results the project is designed to achieve, rather than inputs alone, and to adjust
project activities to ensure our best efforts go into achieving the desired result. It
is in this context that project evaluations, such as the CAMPFIRE Project evalua-
tion you refer to, are important. They help the project management team identify
new or modify existing activities to better achieve the result.

To address the concerns of the January 1994 CAMPFIRE evaluation, project man-
agement has given increased attention to environmental education in the schools,
expanded the scientific basis on which recommendations for improved environ-
mental management are made, and provide increased management support to the
CAMPFIRE Association itself. We believe such changes will contribute to the sus-
tainability of the project’s planned results.

It is worth noting that the evaluation you cite, in addition to noting problems with
the project, also concluded that it was delivering meaningful benefits to the resi-
dents of the project area. Finally, performance is now the single most important fac-
tor we use in making budget and resource allocation decisions. Each year, all of the
objectives of our missions and Washington offices will be identified as a top, average
or bottom performer. The bottom performers will be scrutinized to see if actions can
or have been taken to improve their performance and future funding adjusted ac-
cordingly.

We continue to be concerned with the sustainability of our project results and will
continue to make adjustments to our management systems to produce more sustain-
able results.

Question. Mr. Atwood, you have attempted to change USAID’s mode of operation
from focusing on ‘‘inputs’’ to focusing on real results. That is an important change.
But it can only be successful if USAID personnel fully understand the difference be-
tween the two.

Let me cite one example from USAID’s 1997 Congressional Presentation Docu-
ment. USAID is carrying out a population program in Ethiopia which is expected
to cost American taxpayers $17 million over 8 years. According to USAID, one of
the major ‘‘results’’ of this project is to increase the number of condoms distributed
by USAID annually from 5.8 million to 9 million in 2002. That hardly appears to
be a ‘‘result’’. The fact that more condoms are distributed is an input rather than
an output.

How does USAID intend to develop real results, so that we can effectively monitor
the success or failure of USAID’s programs?

Answer. USAID’s reengineered systems ensure that managers at all levels plan,
manage, monitor, and report on real results. All operating units set and manage to-
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ward multi-year strategic objectives. These delineate specific results which will be
achieved over the period of the strategy. Annually, each unit reports on progress to-
ward the achievement of these results.

These new USAID systems enabled us to monitor and report this year to the Con-
gress on such important real results in Africa as increased food production in Sen-
egal and Mali; primary school enrollment, particularly for girls, in Malawi and
Guinea; child survival particularly in Eastern and Southern Africa; and use of vol-
untary family planning in Kenya, Ghana, and Senegal.

The case, that you cite, in Ethiopia, provides a good example of how regular track-
ing of early results can give us confidence that we are on the right track for achiev-
ing the more significant long term results we expect to achieve by end of the strate-
gic planning period.

In Ethiopia, which recently began the difficult transition from crisis to develop-
ment, few citizens have access to and use essential primary and preventive health
care services. In the new health assistance program initiated in the fall of 1995, our
objective is to increase access to and use of essential services. We are focusing in
particular on the delivery of essential health services to rural women and children
living in one of the largest and historically-disadvantaged regions of Ethiopia, the
Southern Nations and Nationalities Region (SNNPR). We expect to increase by 20%
the number of women and children using such services. Achieving this result will
mean that USAID-assisted rural health systems will have provided life saving serv-
ices to about 1.6 million children and two million women. Nationwide, we expect to
contribute to increased access for at least twice as many women and children.

USAID’s results tracking system monitors increases in the use of important child
survival, maternal health, family planning and HIV/AIDS preventive services or
practices. Many indicators rely on data from national or regional surveys which are
only available on a periodic basis. To monitor annual progress, we use other indica-
tors which are available more frequently, such as the indicator you cited condom
sales, as proxy measures.

Increases in condom sales tell us not only that Ethiopians have increased access
to family planning and HIV/AIDS prevention and control information and products
but that they are using that information and their own resources to protect them-
selves and their families.

USAID contributes to increased access through social marketing programs which
use commercial systems to provide information and supplies. In 1996, the social
marketing project results exceeded everyone’s expectations in marketing over 20
million condoms. Now that USAID has baseline data, which were not available last
year, it has increased the life of program target for condom sales to 132 million.

Question. Mr. Atwood, the President’s 1998 budget request includes $528 million
for a new initiative for Russia, to be known as the Partnership for Freedom. The
President’s budget is short on details about how this new program will operate, but
it appears that increasing U.S. private sector investment is one of its major goals.
Over the years, there has been considerable tension between USAID and other fed-
eral agencies in the implementation of U.S. foreign aid programs for the New Inde-
pendent States.

• How do you envision this new Partnership of Freedom operating? Who will have
ultimate control -- USAID or the NIS Coordinator’s office in the State Depart-
ment?

• Given that this new program focuses on investment and trade, should USAID
have any role in it whatsoever?

Answer. The President’s 1998 budget request includes $900 million for the New
Independent States of the former Soviet Union. $241.5 million of that amount is
designated for Russia.

The Partnership for Freedom (budgeted at $516 of this request for the NIS region)
will focus on promoting economic growth and the development of democratic institu-
tions. The roles of the NIS Coordinator and USAID will remain as they are now.
The Coordinator, in consultation with the implementing agencies, will determine
budget allocations among the NIS recipient countries and among the USG agencies
charged with developing and implementing assistance activities. USAID will remain
the single largest implementing agency for assistance to the NIS.

USAID will continue to play a crucial role in promoting economic growth in the
NIS through increased trade and investment. Many of the technical assistance ef-
forts that USAID conducts -- tax reform, development of capital markets and com-
mercial banking, reform of the policy/legal/regulatory regime facing businesses --
will remain central to promoting increased trade and investment in the region. In
addition, USAID will continue to support the Enterprise Funds and the growth of
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small and micro enterprises, increasingly in partnership with U.S. businesses and
NGOs.

Question. Mr. Atwood, the Congressional Budget Office recently completed its
study of the effectiveness of foreign aid. It concludes, basically, that the linkage be-
tween foreign aid and a country’s development is dubious at best. Let me quote from
CBO testimony:

‘‘Foreign aid may allow a country’s economy to get beyond the point where it is
eating its seed corn. However, as pointed out in the World Bank’s 1990 World Devel-
opment Report, most aid to the poorest countries does not even do that -- it just
helps their economies reach the subsistence level of consumption.’’

More to the point, CBO stated that, ‘‘Foreign aid may help or hurt [emphasis
added] the development process if it is given to countries that adopt policies that
are not conducive to growth.’’

• How do you counter the Congressional budget Office’s claim that foreign aid,
in many instances, has not shown to make a difference in a country’s develop-
ment?

• In what country has USAID made a quantifiable difference over the long-term?
• The U.S. has provided foreign aid to many of the poorest nations for more than

50 years. what leads you to believe that in some cases, U.S. aid will not be
needed for at least 50 more years?

Answer. Getting the policies ‘‘right’’ is clearly a key determinant in the develop-
ment process. We have looked at the record of ninety countries that currently ac-
count for 3 billion people and which comprised most of the developing world in 1965
(excluding China). Today, 80 per cent of these people live in countries that have
made or are making clear, significant progress. Indeed, some are already graduates
(and in some cases have become aid donors), and others can be expected to graduate
within a decade or so.

The remainder, less than 20 per cent of the overall 3 billion, live in roughly 40
countries, mostly in sub-Saharan Africa, that have made less or intermittent
progress. This includes a subgroup -- Sudan, Zaire, Somalia, Liberia, Rwanda,
Burma, and Afghanistan, comprising about 160 million people -- that are in crisis
or stalemate. These countries represent the core remaining development challenge
over the next several decades.

There has been significant progress in almost all of these countries in terms of
human resource development. However, they started from an extremely low base.
For instance, life expectancy at birth in 1960 in many African countries was less
than 35 years. Consequently, even with significant improvements many have barely
reached the level (e.g. life expectancy around 50 years) that today’s middle-income
countries (e.g. Philippines, Ecuador, El Salvador) had attained in 1960. They clearly
still have a long way to go.

Several considerations warrant optimism that progress in many of these countries
will be steadier and more rapid in the future than in the past.

First, based on the lessons of success and failure, we have a much better apprecia-
tion of what’s required for development progress. In particular, there is a fairly
widespread consensus on what works and what doesn’t work. For instance there is
now widespread acceptance of the importance of market-friendly policies and insti-
tutions, and investments in human resources. With more open political systems, po-
litical leaders in poor countries will be judged based on what an increasing number
of developmentally successful countries have achieved.

Second, the record of experience suggests that successful countries often pass
through a period of ‘‘accumulation’’ -- during which human resources develop, insti-
tutions strengthen, and national cohesion increases -- before reaching a period of
rapid or at least steady economic and social progress. It is important to recall that
at various times countries such as Korea, Indonesia, Bangladesh, and Uganda were
regarded as developmentally hopeless, and subsequently achieved dramatic improve-
ments in development performance

Third, the development community is no longer hampered by constraints imposed
by the Cold War. This should make us freer to allocate aid based on developmental
rather than near-term political and security considerations, both among and within
countries, thereby enhancing the effectiveness of aid.

Finally, there has already been a great deal of progress in terms of graduation,
and more is clearly on the horizon, both in developing and transitional countries.
This should enable us to focus scarce resources more clearly and effectively on a di-
minishing number of needy countries, particularly those making reasonable self-
help efforts.

Question. Mr. Atwood, Let me ask about A.I.D.’s results-based budgeting A.I.D.’s
Congressional Presentation Document, which was just submitted on Monday Feb-
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ruary 24, 1997, lists specific projects that A.I.D. is carrying out around the world.
For each project, A.I.D. is supposed to list the amount of money to be spent and
the goals to be achieved. Yet, many A.I.D. projects appear to be undertaken before
the proposed goals are determined. Let me cite just a few examples:

• In Ghana, a $1.5 million democracy program for which no results have yet been
determined;

• In Brazil, a $750 thousand energy project which began in 1995, yet today still
has no baseline or results that can be measured;

• In Mongolia, a $2 million power production project that began in 1992 and still
has no established baseline or targeted results.

How can A.I.D. justify spending money on projects for which it has not identified
its goals?

When will baseline and targets for these projects be determined?
Answer. Mr. Chairman, USAID does not obligate funds for specific activities until

it has approved objectives, indicators and performance targets in place. USAID
under its results oriented management system does in fact require that all strategic
objectives have objectives and verifiable indicators and specific targets of progress
in accomplishing these objectives.

In the case of Mongolia, the mission’s approved objective in the energy sector has
been to provide--‘‘emergency support to the Mongolian power production system.’’ As
stated on page 170 of the CP, this objective was to be achieved through the provi-
sion of spare parts, commodities and limited technical assistance. USAID undertook
this emergency energy assistance project in 1992 at the urgent request of the Mon-
golian government. At that time, the Mongolians were faced with the very real pros-
pect of catastrophic failure of their Soviet built power plants. Increasing the reliabil-
ity of these systems has required efforts focused initially on the emergency needs
of an antiquated infrastructure, and subsequently, on the longer term viability of
the energy sector.

As indicated on page 171 of the CP results indicators have been identified for this
activity. The first (‘‘Disruption averted to the energy production system’’) addresses
Mongolia’s need to maintain year-to-year reliability of the electricity and heating
systems. Through the efforts described in the CP, there have been no major disrup-
tion in energy service. In short, the Mission’s objective has been achieved.

The mission plans to initiate work on a new objective in the energy sector. This
objective entitled ‘‘Sustainable improvements to the energy sector,’’ has not been
fully designed. As such, the baseline and targets for this strategic objective have not
yet been approved. Accordingly, no funds have been obligated.

The energy activity in Brazil was designed to accomplish four specific objectives:
a) policy changes that result in increased participation of the private sector in the
electricity subsector; b) greater the use of commercially proven renewable energy
technologies, c) the adoption of energy efficiency measures; and d) train individuals
in the various areas of sustainable energy production. Because this program was ap-
proved before USAID’s current results tracking system was in place, pre-existing
work plans and contracts are being amended to establish baseline and performance
targets. This does not mean the project has not achieved significant progress to
date. For example,

• As a result of work with Brazilian decision makers, regulators, congressmen,
and other, the Government of Brazil (GoB) has decided to permanently earmark
federal investment funds to energy efficiency, rural electrification and support
loans and programs for low income consumers, including approximately $60
million of GoB funds will be assigned to new energy efficiency projects in 1997.

• Also as a result of the project’s technical assistance efforts to the GoB, a $150
million energy efficiency loan request to the World Bank along with an accom-
panying grant proposal to the World Bank’s Global Environment Facility is
being prepared by the GoB. It is expected that the loan and grant will be lever-
aged with another $130 million provided by the GoB and power utilities. This
will be the first major loan by the World Bank in which funds will be dedicated
entirely to improving the efficiency of electricity supply and end use.

Technical assistance was also instrumental in encouraging the regional power
utility in Manaus to adopt and implement policies based on commercial power man-
agement.

Finally, the CrediBanco of Brazil also benefited from the project through technical
assistance which assisted in identifying and creating a commercial fund to finance
energy efficiency and renewable energy projects.

In the case of the Democracy strategic objective in Ghana, we have not spent any
funds. Our field mission is still working on finalizing the design of the strategic ob-
jective. The results framework, including baseline indicators, will be reviewed in
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Washington later this spring. If it is approved then, and only then, under the guide-
lines of the Agency’s new management system can funds can be for implementation.

Question. Mr. Atwood, the U.S. free enterprise system has proven itself to be the
most powerful engine for creating wealth, jobs, higher standards of living, and every
other material measure of success any people have ever known. Indeed, our success-
ful private enterprise economy is the defining element of the American nation. Be-
cause we have a free economy we have free and democratic institutions. All these
things make America the envy of the world.

I want to explore with you your thinking about how the United States foreign eco-
nomic development assistance programs, which are directed to developing countries
and emerging market democracies, can harness the virtues of our free enterprise
economy.

Tell me, what is your thinking about the most appropriate role for the U.S. pri-
vate business sector in our Foreign Development Assistance programs?

Answer. Mr. Chairman, I share your vision and understanding of the pivotal role
of the U.S. private sector in fomenting and sustaining economic development around
the globe. Our development experience has taught us that private sector-driven and
-supported development is key to creating lasting, beneficial change.

U.S. private business plays many roles in our foreign development assistance pro-
grams. They are our partners in development, our customers and our contractors.
For example, the U.S. private sector objectives of generating new and sustained
markets parallel our own objectives of creating favorable business environments in
developing countries. Such environments encourage free capital flows, investment
opportunities and ‘‘rules of the game’’ which are reasonable, understood and enforce-
able.

Similarly, USAID depends on the networks of NGOs and PVOs involved in creat-
ing economic growth in developing countries to help advise and focus our develop-
ment assistance. Organizations ranging from the World Organization of Cooperative
Credit Unions to American Chambers of Commerce help us to set our agenda in
emerging market economies.

Finally, and perhaps most directly, U.S. private businesses are USAID’s contrac-
tors, implementors, service providers and equipment providers. Nearly 80% of all
appropriated Development Assistance flows back to the U.S. More significantly,
many of our private sector partners help identify opportunities in the countries
where they are working and invest their own capital in small business development.
There are many examples of USAID contractors pioneering innovative services in
developing countries to the mutual benefit of the U.S. private sector and developing
market economies around the globe. If you wish, I can provide you and your staff
with specific examples and information.

If USAID is to successfully help create new and dependable markets, we must
continue to harness the talents and energy of U.S. business in fostering economic
growth. U.S. businesses and the standards and practices they export are critical in
helping to develop and create the conditions for sustained economic growth. Our
partnership with, and reliance on, U.S. business and its expertise helps spread the
values of free enterprise, good corporate governance and responsible citizenry
around the globe, while providing new markets for U.S. goods and services.

Question. Mr. Atwood, I appreciate the contributions of many non-government,
private sector organizations which have collaborated in public-private partnerships
with USAID over the years to help accomplish developmental and humanitarian ob-
jectives. These organizations are certainly a vibrant part of the Washington, D.C.
beltway economy.

But I want to focus your thinking right now on the U.S. private enterprise sector.
That is, those U.S. business firms whose principal reasons for existence are to man-
ufacture things or provide goods and services to industry or the consuming public
- and which are willing to invest their own resources in a development project. I’m
talking about companies from Maine Street all across America than comprise the
U.S. private business sector.

Tell me, what measures of success has USAID had in engaging U.S. business
firms as agents for development change in developing countries and emerging de-
mocracies?

Answer. We believe that U.S. private sector companies and non-governmental or-
ganizations are critical to real developmental change. Government-to-government
assistance programs are effective in beginning the change process and providing the
institutional foundation for private sector activity, but sustainable programs must
also be nurtured through private sector interest and involvement.

Currently, we are trying to encourage the involvement of private sector resources
through several means. For example, our Office of Business Development provides
business outreach, counseling and opportunity services to over 14,000 U.S. compa-
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nies registered by USAID sectors of interest. In our Environmental Technology Net-
work for Asia and the Americas (ETNA), we have over 2,000 U.S. environmental
companies registered according to 485 sub-sectors within the environment area.
Thus, when we receive environmental trade leads from field representatives in Asia
and the Americas, we are able to make very targeted matches of U.S. firms having
the appropriate technology to address the particular business or trade opportunity.
We then electronically disseminate the business lead to all the matched files. This
program has been active for the past four years.

We are now expanding the targeted services that we provide in the environmental
sector to other USAID developmental interest areas. When we couple these services
with partnering programs in developing countries, we will be able to promote pre-
cisely the kinds of long-term and sustainable relationships that will exploit the
many strengths of the U.S. private sector.

Question. Mr. Atwood, I am familiar with instances in which U.S. business firms
- including small, medium and large companies, from groups and cooperatives, en-
trepreneurs and others - have entered into joint ventures with counterpart compa-
nies in developing countries and emerging democracies. Companies from Nebraska
like ConAgra and Valmont Industries and from North Carolina like House of
Raeford Farms have participated in such projects in Russia and Ukraine for in-
stance.

When a U.S., private enterprise company makes this kind of financial and oper-
ational commitment in the hopes of establishing a private, profit-making new enter-
prise, it can serve as a catalyst for change, growth, development and extension of
democratic institutions and procedures essential for the success of the new enter-
prise.

When USAID uses economic assistance funds as an inducement to U.S. private
enterprise in this way they leverage many things. For instance, they leverage more
money. With a 2 to 1 ratio, USAID’s one dollar is added to the private firm’s two
dollars, to create 3 dollars of economic investment where there would have been one,
or none, without the private sector leveraged amount.

But perhaps more important, the USAID increment induces the U.S. firms to es-
tablish joint-ventures with an indigenous firm in the target country. That is, the
USAID funds leverage the U.S. company to build economic institutions in the target
country, rather than just set up shop as a U.S. company. This engages the U.S. pri-
vate business sector to use its creativity to solve development problems, train peo-
ple, build distribution systems, and establish real private enterprises which have
long-lasting significant benefit to the people in the target company.

Do you believe there is a role for USAID to work with such private U.S. business
firms to participate with joint-venture projects in developing countries and emerging
democracies?

Answer. We most certainly do. Partnerships and joint-ventures can be effective
wherever they are utilized, but they are particularly appropriate for those countries
where USAID is scaling down or closing its operations. We believe that many of the
U.S. developmental objectives can be maintained by sustainable business relation-
ships that are targeted on those areas where we have a particular interest: agri-
culture, health, the environment, energy, and building democratic institutions. In
this manner, USAID helps develop the institutional framework and business climate
necessary for private sector activity to operate and thrive.

One such program is the Environmental Technology Network for Asia (ETNA), a
successful example of how USAID can work with U.S. business firms and promote
the use of U.S. private sector solutions in developing countries. In this program,
USAID facilitates the transfer of U.S. technology to address development needs in
the environment by matching U.S. companies registered in the ETNA database with
specific international environmental opportunities.

Question. Do you believe that USAID or an aid agency can effectively use its
available funds to leverage such private enterprise investments in the target coun-
tries?

Answer. We believe it is possible and we are currently doing that kind of target-
ing - both with regard to countries and sectors. In our U.S.-Asian Environmental
Partnership (USAEP), we are working with the countries of the Association of South
East Asian Nations (ASEAN), to identify and develop joint-venture opportunities for
U.S. companies in the environment area. USAID’s Environmental Technology Net-
work for Asia (ETNA) then sorts these trade leads by sub-sector interest and for-
wards them to U.S. companies with the skills to compete effectively for the potential
business opportunity. Thus, by utilizing small amounts of USAID funding, we are
able to leverage large joint-venture investments that work in areas of high develop-
ment interest.

Question. How do you believe that this leveraging can best work?
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Answer. There are several ways to encourage this kind of leveraging. We can
identify business opportunities and inform U.S. firms directly, such as we do with
the Environmental Technology Networks for Asia and the Americas (ETNA). In ad-
dition, we can expand our working relationships with organizations which represent,
or engage in, business development efforts for U.S. businesses, such as the Depart-
ment of Commerce, the U.S. Chambers of Commerce, state development agencies,
or World Trade Centers. Or, we can take a more direct approach, as we did in the
Agribusiness Partnership program in the former Soviet Union. In this Program,
sub-grants have been and continue to be made to U.S. businesses forming joint ven-
tures or establishing contractual relationships with local companies on a minimum
2.5:1 leveraging ratio basis. These sub-grants, made through U.S. non-governmental
organizations, cover incremental costs such as training and technical assistance.

Question. One project with which I am familiar requires that for every dollar of
USAID funds made available, the private sector must provide at least $2.50 of its
own at-risk resources. Is this 2.5 to 1 ratio effective in engaging the U.S. private
sector as a catalyst for change in the target countries?

Answer. We believe that there should be a matching minimum or threshold where
private sector funding triggers U.S. government seed funds. However, in our experi-
ence, the ratios of total economic impact to seed capital vary greatly and have been
much higher than 2.5:1. The leverage ratio depends significantly on individual cir-
cumstances.

In Thailand, for example, the amounts of U.S. seed money devoted to any single
private sector company were minimal, usually on the order of $10,000 or less. Some
efforts we supported resulted in no deals, as the factors used to indicate probable
success were not compelling. In other efforts, however, we were able to use very
minimal amounts of funding to ignite private sector interests that resulted in multi-
million dollar contracts.

Question. Mr. Atwood, as you know, agriculture is important to North Carolina.
A considerable amount of the economic activity there -- whether it is in finance, con-
struction, manufacturing, transportation, or research -- is linked to your agricultural
economy.

This is true in much of the developing world and in the emerging democracies.
The fact is most people on this planet are engaged in livelihoods involving the food
and agricultural sectors.

This is true in even the developing economies and emerging democracies with the
greatest amount of manufacturing industry. For instance, up to 50% of the people
in Russia are involved with the food and agriculture sector, and agriculture is 60%
of the GDP of Ukraine.

• Do you believe the U.S. economic development assistance programs should give
greatest priority to the opportunities for growth and investment in the food and
agriculture sectors where most of the people are, or not?

Answer. I believe that we need to focus greater priority on the food and agri-
culture sectors. Our economists, and those of the university community and other
research institutions, have long been convinced that development of agriculture is
the key to economic growth, especially in the poorer countries. The links between
agriculture and other sectors are extensive. Growth in productivity within agri-
culture greatly affects productivity in other economic sectors; the reverse is not nec-
essarily true. Recent studies, such as in Kenya in 1994, revealed that the growth
multiplier for agriculture was three times the multiplier for other sectors.

A number of years ago, USAID assistance to the agricultural sector was our single
largest sectoral assistance budget category. There was, however, a growing concern
among many groups that we needed to do more in the social sectors, i.e. health and
primary education as well as in promoting reduced population growth. Over the past
few years, USAID has faithfully implemented Congressional desires to increase the
relative share of social sectors in USAID funding. Because this programmatic shift
has occurred at a time of overall Federal government budget stringency, many other
valuable programs have suffered

Question. Explain to me what USAID is doing to strengthen private sector, free
enterprise agriculture in the emerging democracies of the former communist coun-
tries where state farms and collectives were the dominant farming activities.

Answer. The problem is not just a function of state and collective farms, but of
the communist top-down, production oriented, monopolistic, state agroindustrial
structure. Thus, merely privatizing farms, which is a major undertaking in itself,
will often not suffice. In many cases, farmers are still dependent on the vestiges of
the state structure for inputs, credit, and marketing of produce. The challenge,
therefore, is to privatize farming at the same time that alternatives are created for
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the supply of production inputs and the storage, shipping, processing and marketing
of products.

In line with this, there are many things which USAID is doing with some degree
of success:

• support for the privatization and restructuring of farms, combined with nec-
essary land titling, survey and registration (Albania, Moldova, Ukraine, Russia);

• development of private, alternative sources of agricultural and small business
finance (Poland Cooperative Banks, Macedonia village-based savings and credit
societies, private farm finance company in Ukraine);

• development of alternative distribution systems for farm produce (Ukraine)
• promotion of agribusiness joint trade and/or investment ventures between U.S.

and local enterprises, as a means of both demonstrating and disseminating new
technologies and opening or expanding U.S. markets (Ukraine, Georgia, Hun-
gary, Poland);

• development of professional and trade associations that can both represent and
provide services to members (e.g., agricultural input dealers in Albania, dairy
processors in Bulgaria, millers and meat processors in Romania, farmers’ union
in Georgia).

Question. How can the U.S. private sector best be engaged to serve as a catalyst
for change from the communist systems to private enterprise agriculture?

Answer. USAID has a unique and proven capability to provide technical assist-
ance to develop transparent and fair enabling environments in developing countries.
Examples include tax, financial and regulatory reform and improved and uniform
implementation of the rules and regulations necessary for the conducting of busi-
ness. Businesses naturally shun arbitrary and unpredictable commercial environ-
ments, and this is probably the major impediment that we are addressing at
present.

Other examples of our assistance include: (1) the — promotion of joint sharing of
information; (2) incentives for U.S. agribusiness to provide technical assistance; and
(3) agribusiness ventures, with closely-associated policy and financial sector reforms
(One example of the later is the agribusiness partnership program in the Ukraine).
What is important to remember is that USAID brings concrete technical assistance
to the table in response to the needs of local entrepreneurs.

Question. What percentage of the USAID economic assistance budget is specifi-
cally allocated for agricultural development programs?

Answer. USAID funding for agriculture programs has dropped from $802 million
in 1990 to $308 million (estimated) in 1996. In addition there are a number of agri-
culture-related activities being funded in other sectors such as environment, which
would bring the 1996 total funding to $433 million.

Question. Mr. Atwood, are you familiar with the recent 4-part series in the Wash-
ington Post which detailed instance after instance in which the world’s poorest peo-
ple are being advantaged by new foreign business investments in their countries?

The Post writers have emphasized the importance of private business investments
in bringing millions of people in developing economies out of abject poverty, but they
also emphasize the remaining large numbers of poor people who are ‘‘left behind.’’
Despite this somewhat negative ‘‘the glass is only half-full’’ bias, the Post articles
are a powerful lesson for us.

One of the attractive aspects of the kinds of programs USAID can use to leverage
U.S. private sector investments is to create lasting, self-sustaining joint ventures
with indigenous enterprises in the target countries. This leveraged, joint-venture ap-
proach will overcome some of the ‘‘left behind’’ problems which worry the Post and
will build business and democratic institutions in the target countries.

Please give me your assessment of the impact of the Post series on your thinking
(and if you are not familiar with the series, you may review the copy provided).

Answer. Senator Helms, I found the series in the Post as interesting as you, and
was pleased that it paralleled much of my own thinking on the subject.

Although USAID has largely focused on government-to-government assistance, we
are finding that interventions made through the private sector, in many cases, have
a lasting and profound impact. One particularly compelling example is the partner-
ship agreements we launched in Thailand prior to closing the mission. These agree-
ments utilized $20 million in U.S., Government of Thailand, and private sector
funding to stimulate $600 million in U.S.-Thai business partnerships focused on the
health and environmental sectors.

In light of that success, we are exploring additional private sector partnering ini-
tiatives which would join U.S. companies with entrepreneurs in other USAID recipi-
ent countries. By focusing on USAID sectoral interests, we believe we can move our
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developmental objectives forward while, at the same time, building sustainable
mechanisms for long-term change.

RESPONSES OF MR. ATWOOD TO QUESTIONS ASKED BY SENATOR HELMS AND SENATOR
BROWNBACK

Question. Mr. Atwood, let me ask you about microenterprise programs and
USAID’s commitment to fund these programs in Fiscal Year 1998.

USAID’s Distribution of resources for microenterprise appears to be somewhat out
of balance. For example, I know that USAID has attempted to make significant
strides in support of microenterprise and other poverty lending programs in Latin
America and in Asia. But is appears that USAID has devoted less attention to these
types of programs in Africa.

What percent of USAID’s microenterprise activities are expected to occur in Africa
in Fiscal Year 1998?

Answer. For Fiscal Year 1998, USAID expects that nearly one fourth of its micro-
enterprise funding will support programs in Africa. This is in keeping with past
trends in regional allocation of microenterprise funding, which have always included
substantial activities in Africa.

Question. Given the enormous problems that face African nations - poverty, dis-
ease, lack of adequate education, and others - in which countries in Africa are the
conditions right for increased resources for microenterprise?

Answer. The conditions under which it is suitable to fund microenterprise pro-
grams exist now in many countries in Africa. Certainly, there is a great need to de-
velop financial services that reach the vast informal sectors in most African nations.
The major exceptions are those countries currently undergoing serious political or
economic instability, where microfinance programs are unable to work. In countries
where a reasonable degree of stability exists, including countries solidly into a post-
conflict period (e.g., Mozambique), the ability to increase funding for microenterprise
is determined mainly by the level of institutional capacity among microfinance orga-
nizations. Many African countries have few microfinance organizations. In those
countries, USAID supports strengthening of nascent organizations, as well as start-
up of new ones. For these situations, of course, the absorptive capacity of these
fledgling organizations tends to limit the amount of funding they can effectively use.

Question. Mr. Atwood, according to RESULTS, a grass roots organization which
supports microenterprise lending, A.I.D. in FY 1995 committed $140 million to
micro-lending activities. Yet in FY 96 and FY 97, A.I.D. reduced its support by $20
million. I understand that for FY 98 the President is proposing about $120 million
for these activities. I recognize that A.I.D.’s overall budget has been reduced -- I
have supported those cuts -- but why has A.I.D. chosen to reduce funding to micro-
enterprise when it has proven to be a program under your jurisdiction for which
there is bipartisan support?

Answer. As you indicate, the overall budget for USAID was reduced considerably
in FY 1996 and FY 1997 from the level provided in FY 1995. The Development As-
sistance (DA) program -- which provides half the microenterprise funding -- was es-
pecially hard hit, having been cut by more than 20 percent in FY 1996 from the
FY 1995 level. There was no restoration of those DA cuts in FY 1997 and the FY
1998 DA request proposes only a slight increase (about 4 percent) above the FY
1997 appropriation

Under those circumstances, it simply was not possible for us to continue to fund
microenterprise activities at the level provided in FY 1995, even though I agree that
microenterprise programs are effective and enjoy broad support -- including within
the Administration. Nevertheless, FY 1998 microenterprise funding remains at
roughly the same proportion of the total budget as in FY 1995 -- still a little over
2 percent -- and it is possible that, if we gain Congressional approval for the flexibil-
ity to budget our funds as we have proposed, we ultimately may be able to do a
bit more than the $120 million planned.

Question. Mr. Atwood, in 1994, your agency launched a new Microenterprise Ini-
tiative which set a goal to assure that by the end of 1996 half of all funds committed
by USAID for microenterprise would be supporting programs that make loans of
$300 or less. I understand that today about one-third of USAID’s program is devoted
to those most in need.

Do you still believe the goal of ensuring that half of all resources for microenter-
prise are dedicated to loans of $300 or less?

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00397 Fmt 6621 Sfmt 6621 E:\HEARINGS\47753.008 INET01



393

Answer. USAID has just renewed its microenterprise initiative for two more
years. We have pledged to devote half of all microcredit funding to poverty lending,
defined as loans below $300.

Question. Could you update the Committee as to how USAID is working to
achieve that?

Answer. Our centrally-funded microenterprise programs are strongly focused on
poverty lending, with two-thirds of their funding supporting such activities:

• The Microenterprise Implementation Grant Program has awarded $30 million
to 17 US PVOs and international organizations, expected to be serving over
400,000 clients by the end of the grants.

• The Prime Fund provided $17 million to USAID missions in 20 countries for
institution-building, promoting an enabling environment for microfinance, and
providing credit and savings services to over 300,000 clients.

• The Matching Grant and Cooperative Development Programs have provided $25
million to 16 US PVOs and Cooperative Development Organizations for micro-
enterprise development in 29 countries.

In addition, missions also manage substantial poverty-lending programs, includ-
ing missions in Mali, Uganda, Nepal, El Salvador, Honduras, and others.

RESPONSES OF MR. ATWOOD TO QUESTIONS ASKED BY SENATOR FEINGOLD

Question.The President’s FY 1998 budget for the U.S. Agency for International
Development includes $700 million in a separate account for the Development Fund
for Africa. Please highlight the major program initiatives to be included in this ac-
count. Is this a priority for the Administration?

Answer. The Administration is requesting reinstatement of a separate Develop-
ment Fund for Africa (DFA) appropriation to underscore the United States’ commit-
ment to tackling Africa’s complex development challenges. Though modest in scope,
the resources requested for the DFA are a sound and critical investment for improv-
ing millions of lives in sub-Saharan Africa and will enable the United States to meet
the challenges and opportunities for sustainable development in that region.

As with the Sustainable Development Assistance (DA) account, DFA programming
incorporates the four Agency goals of promoting broad-based and sustainable eco-
nomic growth; stabilization of population growth rates and protecting human health;
protection of the environment; and increased democratic participation in open gov-
ernments. These DFA resources are concentrated in those countries which are com-
mitted to sound economic policies and democratic governance. USAID is also making
investments which reduce the likelihood of costly future humanitarian and disaster
relief requirements and foster growing new markets for American trade and invest-
ment. Our efforts to promote market-based economic policies and stimulate eco-
nomic growth in Africa also helps fuel demand for U.S. goods and services from
these countries.

Three major initiatives for which we have requested funding under the FY 1998
DFA appropriation demonstrate the diversity of response needed to address the
complex development challenges in Africa:

Continued funding is requested for the Greater Horn of Africa Initiative (GHAI).
Nowhere do crises threaten to overwhelm the international community as in the
Greater Horn of Africa (GHA). And nowhere is the United States Government at-
tempting to deal with causes rather than symptoms as in the GHA. Under GHAI,
the U.S. Government is striving to make its development and crisis prevention work
in the region conform to five operating principles: (1) African ownership of the ap-
proaches we implement in partnership with them (2) strategic coordination across
bureaucratic boundaries; (3) linkage of relief programs with development programs;
(4) regional approaches to regional problems; and (5) promotion of stability through
change. The aim of GHAI is very ambitious: to change the way the U.S. Government
operates in the region, as well as the way our partners operate. In Africa, the new
approaches of GHAI are indeed producing results.

Our approach for helping the southern African region to achieve equitable, sus-
tainable economic growth and successful democracies is embodied in the Initiative
for Southern Africa (15A). The 15A complements bilateral programs in the region
with programs that address development constraints needing a coordinated region-
wide response or which help to build links among countries in support of regional
economic growth and democratic governance objectives. The 15A focuses in particu-
lar on addressing regional constraints to development in the areas of infrastructure,
small and medium-scale business development, civic society and democratic govern-
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ance, and agriculture and natural resource management. The members of the
Southern Africa Development Community are anxious to expand trade, and the
USAID Regional Center for Southern Africa located in Gaborone, Botswana is stra-
tegically placed to foster more and closer links between the countries in the region
and the United States. In particular, through 15A regional funding, USAID’s invest-
ments in rail and road infrastructure over the past decade, and current support for
privatization and restructuring of telecommunications and railroads, are putting in
place the key arteries along which trade and information critical to private sector
development will flow.

Finally, we have proposed a significant new initiative for FY 1998, the Africa
Food Security Initiative (FSI). Recognizing the increasing threat to food security in
the region posed by trends in agricultural production and population growth, the
FSI will underscore policy, technology and infrastructure constraints to enhancing
food production and marketing. Specifically, FSI will focus directly on enhancing Af-
rica regional food security by addressing (1) major bottlenecks in agricultural poli-
cies, technology and rural infrastructure in several key African countries to support
rural growth; (2) the need for tighter linkage between food aid and development as-
sistance resources; and (3) the linkages between better nutrition and agricultural
growth.

Question. The budget also assumes a new, $30 million initiative related to food
security in Africa. What types of activities will be included in this initiative? How
are these activities related to the commitments made by the United States at the
1996 World Food Summit in Rome?

Answer. The $30 million budgeted in FY 1998 is the first pilot year of a ten year
activity to stem the erosion in food security in Africa. It will provide supplemental
resources to address a growing food and poverty crisis in Africa which, if unchecked,
could require emergency response costs of an additional $900 million per year begin-
ning eight years from today. By addressing food security and poverty more broadly
today, and preventing growing problems in the future, hungry children will be bet-
ter nourished, enhanced food security will help to avert costly crises like Rwanda
and Somalia, and the U.S. economy will directly benefit.

The food security initiative will supplement ongoing USAID programs in five Afri-
can countries, where policies are already conducive to food security, in the first pilot
year. In Uganda and Mozambique it will work with PVOs and the private sector
to improve access to food, agricultural markets, and processing technologies. In Ma-
lawi, Mozambique, Mali, Uganda and Ethiopia, and through a range of regional and
global activities, it will support an environment of improved policy and information
to promote agricultural growth and food security. In Malawi, Mozambique, Uganda,
Ethiopia, and through support to African regional institutions, U.S. universities,
and the International Agricultural Research System, it will support the access of
rural people to better technologies to improve agricultural production and food secu-
rity.

The goal of the Food Security Initiative is to stem the tide of growing food insecu-
rity in Africa by building on and making more sustainable the policies and tech-
nology generation of those several African countries that have started moving in the
right direction, and by expanding those trends to other countries during the next
decade. The Food Security Initiative aims to reduce what will otherwise be an explo-
sive growth in malnutrition. In this goal, it is right in line with U.S. commitments,
along with much of the rest of the world, at the World Food Summit to reduce the
number of malnourished people in the world by half by the year 2015. The specific
undertakings of the World Food Summit are entirely consistent with the focus of
the Food Security Initiative on technologies, policies, and infrastructure to promote
food security and reduce malnutrition among the world’s poorest people. Recent re-
search shows that half of all childhood deaths in the developing world are attrib-
utable to malnutrition, so the goal of the World Food Summit and the Food Security
Initiative to reduce malnutrition will have a direct impact in reducing childhood
death and promoting child survival.

Specifically, three of the USG commitments along with the rest of the world at
the World Food Summit are particularly a part of the Food Security Initiative.
These are:

• Sharing U.S. expertise with selected countries wishing to review and change na-
tional policies affecting food security

• Enhancing U.S. government support for research and technology development
in agriculture and related sectors, at home and abroad

Continuing to support food security through agricultural programs, development
assistance and food aid in an integrated approach, with strong emphasis on those
countries showing good faith willingness to adopt necessary policy reform.
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Question. In addition to the food security initiative, what else is the U.S. Agency
for International Development doing to honor U.S. commitments at the Food Sum-
mit? What is the status of the inter-agency working group on food security?

Answer. The USAID follow-up to the World Food Summit is being pursued aggres-
sively on four fronts: 1) inter-agency collaboration on a U.S. government-wide action
plan; 2) outreach to the U.S. public and key agricultural groups; 3) donor coordina-
tion and collaboration; and 4) a new budgetary balance struck within the context
of very limited budgetary flexibility.

There is a growing awareness within the Executive Branch, and across the coun-
try -- for example, as in the National Center for Food and Agriculture Policy’s re-
port: ‘‘U.S. Interests in Economic Growth, Trade, and Stability in the Developing
World’’ -- that international food security is one of the critical strategic issues facing
the U.S. today. We, therefore, take the U.S. commitments very seriously, and are
looking at a range of ways in which USAID can contribute to the action plan.
Among our first steps will be to propose to Congress a restructuring of the Board
on International Food and Agricultural Development (BIFAD) with representatives
from a wider range of domestic constituencies so that it can advise appropriate
agencies on the full range of food security issues.

In addition to the Africa Food Security Initiative, we have begun to increase our
investments in agricultural research and are looking at ways to engage the private
sector more broadly in international development work. In addition, we are giving
food security top priority in our dialogue with other donors, including in the Com-
mon Agenda with Japan, and the Trans-Atlantic Agenda fora.

Finally, through the Inter-agency Working Group (IWG) context, we have begun
a dialogue with various groups, such as the PVO community, the private sector, and
foundations regarding the Action Plan. This dialogue also seeks to build awareness
of U.S. strategic interests in international food security.

The IWG on Food Security continues to work actively in support of the U.S. fol-
low-up to the World Food Summit. Based on its productivity and success leading up
to the Summit, the IWG members voted immediately after the Summit to continue
its operations. As a result, the IWG continues its tri-partite leadership of Under
Secretary of State Wirth, the Under Secretary of Agriculture, and myself. The staff-
level committees have been expanded, now encompassing two sub-committees - one
with a domestic focus (chaired jointly by Department of Agriculture and Health and
Human Services), and one with an international focus (chaired by State, with tech-
nical staff support from USAID). As a symbol of the IWG’s importance, it is worth
pointing out that the Department of State has created a new senior position, Special
Representative for Food Security, to act as chair of the international sub-committee.

Question. The budget request also assumes an increase from $123 million to $135
million in the democracy and governance account. Please highlight the major compo-
nents assumed in this increase. What is the difference between these programs and
the democracy programs carried out through the Department of States’s budget?

Answer. USAID’s work in democracy and governance advances U.S. foreign policy
interests as well as contributing to USAID’s overall development objectives. Democ-
racy and governance assistance is an essential part of sustainable development be-
cause it facilitates the protection of human rights, informed participation, and gov-
ernment accountability. The development work USAID undertakes in other sectors
will not be sustained without simultaneously working to establish a representative
political system, which is accountable to and allows the active participation of its
citizens in decision-making.

In recent years, including in FY 1998, USAID has allocated approximately 8 per-
cent of its overall development assistance budget to democracy and governance pro-
grams. Working with U.S. non-governmental organizations and other USG agencies
in particular, the Agency provides grants and technical assistance to meet critical
needs in four main areas: elections, rule of law and human rights, civil society and
governance. The requested level of development assistance provides for relatively
greater allocations to Asia and Latin America over what was allocated in FY 1997.
Of the total request, the proposed regional allocation is follows: $64.2 million to Afri-
ca; $22.7 million to Asia and Near East; and, $33.3 million to Latin America. The
remaining balance of $15.3 million is requested for centrally managed programs.

USAID’s approach to promoting democracy abroad occurs within the context of
stated U.S. foreign policy objectives and the development priorities of the specific
country situation. USAID coordinates closely with the Department of State in un-
dertaking democracy assistance initiatives, especially at the country level, where the
U.S. Ambassador takes an active role. The State Department has an important role
to play in promoting democracy through its diplomatic efforts. When funds are ap-
propriated through the Support for Eastern European Democracy (SEED) Act, the
Freedom Support Act and Economic Support Funds, the Department of State as-
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sumes a more active decision-making role in setting country funding levels, in close
collaboration with USAID. USAID is responsible for management and technical
oversight of agreed to activities funded by those accounts.

RESPONSES OF MR. ATWOOD TO QUESTIONS ASKED BY SENATOR BIDEN

Question. Enhanced Credit Authority: The Congressional Presentation states that
the $10 million in authority sought for the enhanced credit would leverage approxi-
mately $67 million in loans and guarantees. You stated, during the hearing, the ex-
pectation that it could leverage up to $100 million in loans.

• Which figure is the correct one?
Answer. Ultimately, the leverage achieved under the Enhanced Credit Authority

(ECA) will depend on the factors relating to a particular transaction: e.g., country
risk, the sector involved, and the experience and sophistication of the borrowers.
Generally, we have been using a conservative average subsidy rate of 15% to project
the leverage ratio for projects financed under the ECA initiative. These figures re-
flect the assumption that we will do a blend of high-risk, medium-risk, and lower-
risk project financing under ECA. Using a $10 million of credit subsidy as an exam-
ple, this would translate into approximately $67 million in loans and guarantees.
However, under both the Agency’s Micro and Small Enterprise Development
(MSED) Program and its Housing Guarantee (HG) program, recent experience has
demonstrated consistent leverage ratios of at least $17 of loans or guarantees for
every $1 spent for subsidy. Accordingly, I believe that it is realistic to think that
we can leverage $10 million of subsidy into $100 million in capital for many ECA-
funded projects. In no event, however, will ECA be used to fund projects where the
credit subsidy would exceed 30% of the transaction amount.

Question. Enhanced Credit Authority: The Congressional Presentation further
states that the OMB approved the request for this authority contingent on USAID
‘‘improving the management of its current credit programs.’’

• Please elaborate. What steps are being taken to improve the management of the
current credit programs? Will OMB again have to approve the program, once
USAID meets the objective of improving management of its loan portfolio?

Answer. The Agency has recently developed an action plan to strengthen the way
USAID manages its credit programs. This credit management action plan, which
has just been approved and is now being implemented, addresses the seven areas
for improvement for each of the Agency’s current credit programs, including the Di-
rect Loan portfolio, the Urban and Environment Credit (formerly Housing Guaran-
tee) Program portfolio, the Israel Special Loan Program portfolio, the Micro and
Small Enterprise Development Program portfolio and the Ukraine Export Credit Fa-
cility portfolio, as well as for the Enhanced Credit Authority initiative.

These seven areas targeted by the action plan include: (a) ensuring accurate and
timely provision of loan data; (b) establishing information control systems for loan
data; (c) reassessing staffing needs; (d) improving budgeting for credit programs; (e)
reviewing and monitoring USAID’s entire loan portfolio; (f) developing financial per-
formance indicators; and (g) making the USAID Credit Review Board an active,
functioning group. USAID would begin implementing the requested ECA transfer
authorities when the action plan is substantially implemented.

Question. Enhanced Credit Authority: The Congressional Presentation states that
the Enhanced Credit Authority will only provide financing ‘‘where other funding is
not available.’’

• Does this mean that ECA will be used only if there are no other U.S. govern-
mental resources available to fund the proposed project? Or does the term
‘‘other funding’’ encompass all sources of funding, public or private? In other
words, is the ECA to be the ‘‘lender of last resort’’?

Answer. Other funding means all sources of funding, public or private. That
USAID will only be the ‘‘lender of last resort’’ is a fundamental part of the criteria
that we will apply in determining whether ECA is the appropriate means of funding
a development activity. Under those criteria, USAID will require proof that a pro-
posed project is unable to receive credit from private sources. In making this deter-
mination, USAID will examine all other potential sources of financing, including re-
gional and multilateral donors, as well as reasonably ascertainable commercial
sources of financing.

For example, as part of the formal approval process for ECA-funded transactions,
the final submission to the USAID Credit Board will have to specifically identify:
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(i) the commercial and multilateral institutions surveyed, (ii) the financing available
from these sources, if any, and (iii) the need for USAID financing. Review and ap-
proval of such a submission will be a prerequisite to approval of any ECA-funded
project.

Question. Please provide a list of the missions you have closed since 1992, and
the posts that you plan to close in FY 1997 and FY 1998. What criteria do you use
in making decisions to close missions.

Answer. USAID had U.S. direct-hire staff in 93 countries in 1993. At the end of
1996 there were U.S. direct-hire staff in 73 countries, not including countries with
staff for the purpose of donor coordination (e.g., Paris) and where the Inspector Gen-
eral has staff. In 1993, the Agency announced twenty-one mission close-outs. Since
then, six new country programs, e.g., Bosnia, West Bank/Gaza, and Eritrea, have
begun. Subsequently the decision was made to close additional missions. As a result
twenty-six posts have been closed; including:

FY 1994
Afghanistan
Cote d’Ivoire
South Pacific Regional
Togo
Zaire

FY 1995
Argentina
Botswana
Burkina Faso
Cameroon
Chad
Lesotho
Pakistan
Thailand
Tunisia
Uruguay

FY 1996
Barbados (RDO/Caribbean)
Belize
Cape Verde
Chile
Costa Rica
Estonia
The Gambia
Oman
Swaziland
Thailand Regional Support Mission
Yemen

In FY 1997 USAID has firm plans to close the Czech Republic and Slovenia. The
planned FY 1998 close-outs cannot be publicly announced at this time; however, de-
pending on the outcome of the appropriations process, USAID now plans to close
about three additional posts.

In FY 1996 USAID was faced with additional budget cuts and therefore had to
consider additional downsizing and close-outs. In making the difficult decision con-
cerning which country programs to reduce, close or graduate, USAID considered
four criteria:

• Need and Level of Development - this was assessed based on an index that con-
sidered standard indicators such as per capita income measured in purchasing
power terms, infant mortality, and fertility.

• Global Problems - the importance of a country in addressing global issues such
as population growth, AIDS, climate change, bio-diversity and democracy was
assessed and key countries were identified.

• Quality of Partnership, Commitment and Performance - while a much more
subjective criterion, the current list of USAID countries was reviewed to assure
that countries were making a best effort to help themselves.

• Foreign Policy - this factor sometimes becomes an over-arching consideration if,
for example, the country might otherwise be ranked low in need relative to oth-
ers.
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Population was not directly factored into these analyses. If, however a country
had a population of less than five million but ranked high based on need, careful
consideration was given to whether the impact of U.S. assistance was of a mag-
nitude to warrant continuation of a program.

The result of these analyses informed the Administrator’s decisions concerning the
proposed near-term closure of additional missions between FY 1996 and 1998, the
establishment of a ‘‘graduation-track’’ for eight countries beginning in 1999 and con-
tinuing through 2005, and the down-sizing and narrowing of the program in another
six countries. These figures do not include the planned close-outs in the ENI coun-
tries; however overall the Agency has scheduled graduation planning dates for about
25 countries over the next decade.

Question. Partnership for Freedom. The CPD talks in general terms about ‘‘part-
nerships, exchanges, joint ventures, endowments, and cooperative projects’’ as part
of the Partnership for Freedom.

• What sort of projects and partnerships are envisioned?
• What will be the focus of these efforts - in terms of your four strategic objec-

tives?
• Which department will manage the program?
Answer. We envision a variety of implementation mechanisms in support of our

strategic objectives under the Partnership For Freedom (PFF). The mix will con-
tinue to include technical assistance, training, exchanges, NGO support grants,
partnerships, etc. But under the PFF that mix will shift, particularly for the coun-
tries like Russia that have come the furthest in restructuring their economies, to
reduce significantly the proportion of technical assistance and increase the propor-
tion of supporting institutional and community-based partnerships.

We foresee a wide range of potential partnerships between organizations in the
NIS and their counterparts in the United States, all of which would act as conduits
for knowledge, improved policies, management practices, and technologies, while de-
veloping lasting relationships between our societies. While the kinds of partnerships
need to be tailored to the situation in each NIS country, some examples might in-
clude:

• a partnership between counterpart tax authorities in the U.S. and the NIS;
• partnerships between U.S. state bar associations and professional legal associa-

tions in the NIS;
• partnerships between condominium associations;
• partnerships between American and NIS professional associations, like associa-

tions of accountants or journalists or medical associations;
• partnerships between power utilities in the U.S. and the NIS;
• university or hospital partnerships;
• agribusiness partnerships;
• a partnership between a U.S. stock exchange and NIS exchange;
• partnerships between mayor’s associations or associations of municipalities.
The PFF will have a heavy emphasis on economic growth and building democratic

civil societies, hence there will be a close link between partnerships and our strate-
gic areas of emphasis, which include economic growth and transition, democracy
building, and social transformation.

Under the Partnership for Freedom, the role of the NIS Coordinator will remain
the same: the establishment of strategic priorities and resource allocation among
NIS recipient countries and among USG implementing agencies. A number of USG
agencies will continue to implement the program, and USAID will continue to man-
age the single largest share.

Question. Aid to Central Europe and Russia and the NIS. Estonia has already
‘‘graduated’’ from our assistance programs, and the Czech Republic and Slovenia
will do so in FY 97.

• Do you have a projected timeline on when other nations of the region will grad-
uate?

Answer. We plan to end assistance as soon as each country has achieved enough
momentum in its economic and political transition from communism to market-
based democracy to complete that process without further help from the United
States. Last year, as you note, USAID graduated Estonia from SEED Act assistance.
This year, we expect to graduate the Czech Republic and Slovenia, both of which
have completed the most important parts of their transitions and are now able to
compete in Western markets and guarantee democratic participation to their citi-
zens.

Over the next three years, we hope to end our assistance in Hungary, Latvia, Po-
land, Slovakia and perhaps Lithuania (if progress there continues as anticipated).
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The southern tier of Central Europe has further to go, probably until the early years
of the next decade.

In the New Independent States of the former Soviet Union, our close-out plans
are less definite. As a region, the NIS has further to go than Central Europe. While
Russia may be ready for graduation early in the next decade, in most of the NIS
we have to be willing to stay the course a little longer -- perhaps another decade
-- before these countries have restructured their economies, developed democratic in-
stitutions, and oriented their business, political, and cultural ties more toward the
West.

However, in the NIS we are transitioning to a second phase of assistance, the
Partnership for Freedom, which will focus on economic growth, trade and invest-
ment, and partnerships to sustain the economic and democratic institutions which
are developing across the region. As the Partnership for Freedom progresses, many
of the earlier technical assistance efforts will phase out in favor of these new mecha-
nisms.

May 12, 1997
TO: Betty Alonso

Committee on Foreign Relations
Room SD 450, Dirksen Building
Washington, D.C. 20510

FM: Veronica T. Young
Bureau for Legislative and Public Affairs
U.S. Agency for International Development
Washington, D.C. 20523-0016

SUBJECT: USAID BUDGET REQUEST AND OVERSIGHT

Attached as promised, is the response to Senator Biden’s question to USAID Ad-
ministrator J. Brian Atwood on Congressional Notifications from the SFRC hearing
of February 26, 1997.

If you have any questions or if I can be of further assistance, please feel free to
call me on 202-647-9144. Thank you.
Attachments: a/s

RESPONSES OF MR. ATWOOD TO QUESTION ASKED BY SENATOR BIDEN

CONGRESSIONAL NOTIFICATIONS

Question. There is a barrage of paper that is submitted to the committee in the
notification process. I don’t have any specific thoughts today on how to reduce the
paperwork here, but I suspect you’ve thought about it, and I’d like to get your input
on two issues.

• First, how many man hours do you estimate you expend on the notification
process? In other words, could we achieve a meaningful reduction in your oper-
ating expenses if we streamlined the process?

• Second, do you have any specific ideas on streamlining the process?
Answer. Two years ago, the Agency shifted its program management from a

project/input focus to a strategic objective/results emphasis, both to better manage
its programs and to comply with the Government Performance and Results Act.
Concurrently, the Agency began to present its budget by strategic objectives and re-
sults. However, we have been unable to convince our oversight committees to permit
the Agency to shift its notification on Agency programs from a project basis to one
of strategic objectives. If the Agency and the Congress could reach agreement on
this change, the Agency’s annual congressional presentation document would serve
as the primary notification for all programs. This would greatly reduce the number
of separate notifications (approximately 900 in FY 1996) submitted to the Congress
throughout the year.

While this streamlined procedure would save staff time, it would be difficult to
estimate the cost savings because the preparation of both the congressional presen-
tation and notifications are an integral part of the Agency’s program process both
in Washington and in our overseas missions.
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APPENDIX 2

HEARING OF FEBRUARY 27, 1997

RESPONSES OF MR. KENNEDY TO QUESTIONS ASKED BY SENATOR LUGAR

Question. 1. Personnel in the U. S. and Abroad. The size of the State Department,
measured in number of personnel, has declined in recent years suggesting that our
diplomatic representation has declined along with that.

• Could you provide details on the proportion of State Department personnel—
Foreign Service and others—who serve in the United States, in Washington and
elsewhere, relative to those who serve overseas?

• How does this profile compare to those over the past ten years, say in 1985 and
1990? Please provide some explanatory information for this pattern.

Answer. Personnel Profile:

Personnel
September 1985 September 1990 September 1996

Domestic Overseas Domestic Overseas Domestic Overseas

Americans ............................................................ 8,057 6,186 8,796 5,729 8,055 5,027
Foreign Nationals ................................................. 9,605 8,933 7,889

Sub-Totals ....................................................... 8,057 15,791 8,796 14,662 8,055 12,916
Totals ............................................................... 23,848 23,458 20,971

As shown above, the Department’s domestic workforce increased from 1985 to 1990
and decreased back to the 1985 level from 1990 to 1996. The increase was largely
due to the build-up under the Inman Appropriations in the 1980’s and the decrease
since 1990 is due to cutbacks mandated by the administration.

Question 2. U.S. Diplomatic Missions Abroad. For many years, the United States
has followed the principle of universality in having U.S. diplomatic missions in vir-
tually every country with which we have formal relations. This may be a laudable
principle and worth preserving.

• What is the practice today? How close does the United States come to this prin-
ciple of having at least one diplomatic post, embassy, consulate or other diplo-
matic post, in all countries with whom we-have formal ties?

• Is it desirable and/or feasible to consider U.S. regional missions in which U.S.
facilities and personnel would be located in one country but representing U.S.
interests in several countries?

• What are the trade-offs involved?
Answer. With the exception of a few small island states (in Micronesia and the

Caribbean, and off the coast of Africa), the United States currently follows the prin-
ciple of universality by having a diplomatic mission in every country with which we
have diplomatic relations. Even with modern communications, there is no effective
substitute for having a physical presence throughout the world. We still need em-
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bassies and consulates to assist American citizens, support U.S. business, and de-
velop the extensive local contacts that are essential to effective diplomacy.

That said, modern communications do allow us to work more efficiently. We have
established a number of small posts in places where we do not require a large, full-
service embassy. Restructuring our overseas presence to accomplish our goals
through ‘‘regional’’ embassies of the type described in the question would undoubt-
edly produce some savings. We doubt, however, if those savings would be worth the
loss of our ability to assist American citizens in a prompt, effective manner, or the
loss of our ability to support U.S. business in its efforts to penetrate new markets.

There could also be negative political repercussions to closing down embassies in
countries where we have a long history of productive, friendly relations. If we have
never had an embassy in a given country, we still have an option of being rep-
resented there through an embassy in a nearby country. Closing embassies could
also call into question America’s leadership role in the post Cold War era by signal-
ing a retreat from global engagement.

Question 3. Fee Authority Request. You are requesting permanent and unlimited
authority to collect certain user fees to pay for the cost of State Department oper-
ations. I understand the logic of this request. I wonder, however, if it makes good
sense to request a permanent authorization and an authorization that permits the
use of these fees for a variety of purposes.

• If you had unlimited and permanent authority, how would Congressional over-
sight operate under such an authority?

• Would it not be better to preserve existing authorities in the executive and leg-
islative branches by limiting this authority for a specific time period—say 2-4
years—and to limit the use of those revenues to the same function for which
they were collected, e.g. passport fees for the conduct of consular operations.

Answer. Congressional oversight of the requested fee authority would remain un-
changed from current oversight of the Department of State. The Department would
continue to be subject to biennial authorization acts by the Congress which would
address the full range of authorities under which the Department operates. Making
the fee authorities unlimited and permanent rather than for a limited purpose and
for a limited time period serves both the executive and legislative branches. The De-
partment conducts consular (e.g., passport, visa and American citizen services) serv-
ices on a permanent, on-going, day-to-day basis. Accordingly, it makes sense that
the authorities to collect and retain the fees charged for providing these services not
be limited by time period or subject to potential lapses in authorization. The Depart-
ment applies its worldwide facilities, infrastructure and support network to carry
out consular activities both domestically and at overseas missions. In addition to the
direct cost of providing consular services, the cost of the worldwide support struc-
ture attributable to consular services is embedded within the fees the Department
charges. Accordingly, it makes sense that user fees the Department collects can be
applied to the entire range of Department operations that support consular services.

DISPOSAL OF U.S. REAL PROPERTIES OVERSEAS

Question. The United States owns or leases extensive properties overseas for the
conduct of our foreign relations. Could you describe for the committee the extent of
this ownership, how these properties are being utilized, how they are determined
to be surplus or excess, and, more specifically, the process by which the Department
disposes or sells U.S. owned properties abroad?

Answer. The U.S. Department of State manages over 13,000 properties world-
wide in support of over 250 American diplomatic missions in 164 countries. These
properties include single family residences, apartments, office buildings; support fa-
cilities such as warehouses, maintenance shops, and power plants; and building
sites acquired for future construction.

The Department’s Office of Foreign Buildings Operations in the Bureau of Admin-
istration manages this portfolio of approximately 13,100 properties which includes
1,100 office buildings, 10,500 residential properties, 1,500 functional and support
properties, and parcels of land (mostly lots on which our facilities are built and
some which were acquired for future construction). Approximately 3,000 of these
properties are owned, and the rest are leased. Properties are identified for disposal
through an on-going review of our real property needs world-wide. With an inven-
tory of properties this large and dispersed, many in unstable areas of the world, the
Department must continually review its inventory to evaluate which properties are
too big, too small, or no longer needed, no longer provide an adequate level of secu-
rity or are too expensive to maintain, etc. The Department has identified over 100
properties worldwide that are candidates for disposal, and we are seeking to sell
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these properties in such a way as to derive the maximum benefit to the U.S. Gov-
ernment In today’s budget climate, it is essential that we have an aggressive pro-
gram in place to identify and sell real estate and use the proceeds for other high
priority property needs. As recommended by the Congress, the Department has also
established a Real Property Advisory Board to assist in evaluating properties for
disposal. Properties to be sold are typically improved properties, but also include va-
cant land and properties that clearly may have commercial or other development po-
tential.

The Foreign Service Buildings Act of 1926, as amended, provides the Secretary
of State with authority to use proceeds from real property disposals for acquisition
of facilities. We intend to use the proceeds derived from such actions to purchase
additional property to reduce the increasing cost of leaseholds worldwide and to re-
place existing facilities which are beyond their useful life or no longer serve the
needs of the diplomatic mission.

Numerous methods of disposal are available to the Department as a result of its
authority granted by the Foreign Service Buildings Act of 1926 as amended. These
include: general solicitation of offers; public offerings; private negotiations; market-
ing via professional real estate brokers; exchanges; or outleasing.

Local market conditions, the level of local market sophistication, personnel re-
sources available at post, and transaction complexity all must be considered in mak-
ing the decision to pursue a strategy for disposal.

Recommendations regarding property disposals are made by the Real Estate Divi-
sion of the Office of Foreign Buildings Operations, with final decisions regarding
disposal made by the Deputy Assistant Secretary for Foreign Buildings, or by higher
authorities within the Department

The Administrative Officer and/or the General Services Officer located at the post
nearest the subject property typically handles day-to-day implementation of the dis-
posal process with support from the Real Estate Division.

In the last two fiscal years, the Department has disposed of 60 properties worth
over $53 million.
3/5/97

PROCEEDS OF SALE OF U.S. REAL PROPERTIES OVERSEAS

Question. Over the past years, what have been the proceeds or cash receipts real-
ized from these sales and could you provide a broad description as to how these pro-
ceeds have been used, the authorities for the sale of these properties, and how the
cash receipts from these sales are managed?

Answer. Between FY 1992 and FY 1996, the Department’s asset management pro-
gram was credited with $159 million in proceeds of which $145.5 million have been
obligated toward the acquisition of more secure, safe or suitable properties. The
table below shows the proceeds credited to the Security and Maintenance of U.S.
Missions appropriation since fiscal year 1992 and the amounts that have been obli-
gated far real property purchases. By and large, these funds have been used to ac-
quire staff residences in high cost posts. Such purchases offer an attractive internal
rate of return and help the Department to minimize increases in its leasehold pro-
gram which now claims over 30 percent of the annual appropriation for the Security
and Maintenance of U.S. Missions account.

Authority to sell property acquired for use of the diplomatic and consular estab-
lishments in foreign countries is provided for in Section 9 of the Foreign Service
Buildings Act of 1926, as amended.

Proceds of sale credited to the Security and Maintenance of U.S. Missions appro-
priation are managed in the Real Property Acquisition program. As proceeds become
available they are applied to priority real property acquisitions that offer attractive
internal rates of return.

Foreign currencies received for disposal of real property are not immediately
available for obligation. Funds cannot be credited to the Security and Maintenance
of U.S. Missions Appropriation until the currencies are disbursed by the Treasury
to pay the operating costs of overseas diplomatic missions or are exchanged for U.S.
currency. Subsequent to these transactions, proceeds are apportioned to the Depart-
ment by OMB and allotted to FBO by the Chief Financial Officer. The chart below
indicates the proceeds which have been made available between FY 1992 and FY
1996.
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Proceeds of Sale Credited to the Security and Maintenance of U.S. Missions Appropriation and
Amounts Obligated for Real Property Acquisitions (in thousands of dollars)

Fiscal Year Proceeds
Credited

Obligated for
Real Property

1992 ................................................................................................................................................. 44,888 18,192
1993 ................................................................................................................................................. 28,828 3,867
1994 ................................................................................................................................................. 16,346 31,617
1995 ................................................................................................................................................. 50,777 42,855
1996 ................................................................................................................................................. 18,100 49,000

TOTALS ....................................................................................................................................... 158,939 145,531

3/5/97

RESPONSES OF MR. KENNEDY TO QUESTIONS ASKED BY SENATOR BIDEN

Question 1. Post Closings. The State Department closed some thirty posts in the
last several years, although it has also opened several new posts in the nations of
the former Soviet Empire.

• How do you make decisions to close posts? What criteria do you use?
Answer. In recent years, the Department has almost always closed overseas posts

in response to budget problems. We believe that one of the ways the Department
can and should fund higher priorities in a tight budget environment—including the
opening of new posts—is to close some posts where we can meet our consular and
diplomatic needs through other means.

Developing a list of posts to be closed is a process which involves close cooperation
between the Department’s central management offices and the geographic bureaus.
Once a preliminary list is prepared, it is discussed with other executive branch
agencies so that their concerns can be addressed in the final decision process. And,
in keeping with legislative requirements, the Department consults with the Con-
gress so that its concerns can be met as well.

Our commitment to universal diplomatic representation has meant that most of
the posts closed in recent years have been consulates rather than embassies, al-
though a few embassies in small, island nations were closed in recent years. These
embassies were in Micronesia, the Caribbean, and off the coast of Africa.

The criteria considered in deciding which posts to close include:
• the consular workload at the post (e.g., visa issuance, American citizen serv-

ices);
• political or political/military concerns;
• American economic/commercial interests;
• global issues (e.g., environmental and humanitarian interests);
• law enforcement issues; and
• the operating costs involved in maintaining the post.
Question 2. Staffing requirements. Two years ago, the General Accounting Office

found that the Department relied on historical staffing levels at each location in-
stead of determining the staffing required to achieve key foreign policy objectives
in a country. The Department has apparently moved to rectify this problem by de-
veloping an ‘‘Overseas Staffing Model,’’ which, as you stated, attempts to calculate
staffing needs based on either objective data or on policy priorities.

How was the model developed?
Answer. The Overseas Staffing Model (OSM) was initially conceptualized by the

January 1995 Strategic Management Initiative Team. This team designed a proto-
type and outlined a general process by which the Department could rationally deter-
mine appropriate staffing for Core/Program, Consular and Administrative compo-
nents at all embassies, based on our foreign policy objectives and workload. Since
that time, we have consulted with subject matter experts, redesigning the initial
components and developing two additional components (diplomatic security and in-
formation management). We have also enlarged the Model process to include over-
seas posts other than embassies (e.g., consulates, consulates general branch offices,
etc.) We have tested the entire Model and are in the process of fine-tuning some
of its components.

The development of the Model enables us to examine our posts in a worldwide
perspective. In order to make the necessary global workforce decisions, we have es-
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tablished an Overseas Staffing Board, comprised of the Principal Deputy Assistant
Secretaries for the regional bureaus and new independent states (S/NIS), the Direc-
tor General of the Foreign Service, the Chief Financial Officer and the Executive
Secretary. The Board has participated fully in the design of the Model and the re-
view of the results.

How is it being implemented?
The Overseas Staffing Board will review the final results of the Model and make

staffing recommendations to the Under Secretary for Management. These rec-
ommendations will be considered in developing the FY98 Financial Plan and FY99
Budget submission. In addition, posts have been asked to address the Model’s Core/
Program component results in their current Mission Program Plans, so that we will
be able to determine the effect of Model implementation. Bureaus will then incor-
porate post input and Model results into their Program Plans, which senior manage-
ment will in turn use to assess resource allocations and requirements in line with
the Department’s strategic plan.

How frequently will it be revalidated?
As this is the Model’s first year, we have not made a final decision on the fre-

quency of validation. We anticipate that the Overseas Staffing Board will meet at
least bi-annually to rank our overseas posts and to be briefed on current issues af-
fecting posts which the regional bureaus find inappropriately ranked. The Model
will be run to coincide with the program planning process, which will in turn lead
into the preparation of the financial plan and budget submission.

Do you expect it to lead to significant changes in staffing requirements?
Yes. The Model will determine worldwide staffing changes by each of its compo-

nents, and identify shifts in staffing resulting from changes in foreign policy prior-
ities and workload. In the initial run, the Model projected that the Department
needs an additional 200 positions overseas to support foreign policy. Priorities, sat-
isfy mandated functions, and provide necessary administrative service to all USG
agencies overseas. The Model also identified where staffing shifts were required
among regions.

Question 3. Presence in the NIS. As I said in my opening statement, I want to
be sure that we are placing proper emphasis on assuring a strong diplomatic pres-
ence in the New Independent States of the former Soviet Union.

—Please provide a summary of our presence in each of the nations that once com-
prised the Soviet Union (including Russia). Specifically, how many American officers
do we have in each post?

—Have we been able to buy or lease embassy facilities—or are our people still
operating out of hotels?

Answer. American direct hire staffing of all agencies in the NIS is as follows:

Baku, Azerbaijan ................................................................................................................................................................. 14
Yerevan, Armenia ................................................................................................................................................................ 30
Minsk, Belarus .................................................................................................................................................................... 28
Tbilisi, Georgia .................................................................................................................................................................... 21
Chisinau, Moldova .............................................................................................................................................................. 17
Almaty, Kazakhstan ............................................................................................................................................................ 66
Bishkek, Kyrgyzstan ............................................................................................................................................................ 17
Moscow, Russia .................................................................................................................................................................. 316
St. Petersburg, Russia ........................................................................................................................................................ 23
Vladivostok, Russia ............................................................................................................................................................ 10
Yekaterinburg, Russia, ....................................................................................................................................................... 5
Dushanbe, Tajikistan .......................................................................................................................................................... 12
Ashgabat, Turkmenistan ..................................................................................................................................................... 15
Kiev, Ukraine ....................................................................................................................................................................... 81
Tashkent, Uzbekistan .......................................................................................................................................................... 29

Not under the responsibility of Special Adviser for the New Independent States,
but part of the former Soviet empire:

Talinn, Estonia .................................................................................................................................................................... 19
Riga,Latvia .......................................................................................................................................................................... 18
Vilnius, Lithuania ............................................................................................................................................................... 17
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The American Embassy in Dushanbe Tajikistan operates out of the October Hotel,
pending the renovation of a building recently leased to become a permanent Em-
bassy Office Building. The USG has purchased-leased, or built chanceries in all
other posts in the former Soviet Union.

Question 4. When ICASS is fully implemented, will the other US agencies be pay-
ing the full costs of their presence overseas? If not, what is the Percentage of the
costs that they will pay?

Answer. It is the goal of ICASS that other agencies will pay the full costs of their
presence overseas. That said, ICASS as it is now organized and agreed to by the
other agencies, does not yet meet that goal. It does, however, make a good start.
For example, under the previous system of shared administrative support (FAAS),
other agencies paid only 19.5% of covered support costs overseas. By fully sharing
administrative personnel salaries and benefits, and by including in the common cost
pool building operating expenses for goverenment-owned/long-term leased office
buildings, local guard expenses for offices, and community liaison office expenses,
ICASS increases other agencies share to approximately 36%.

There remain several key, and expensive, areas of administrative support over-
seas which are borne solely by the Department of State but which benefit other
agencies, e.g., Regional Security Officer salaries/benefits and certain aspects of the
Departments Information Management program. It is the Department’s intention to
negotiate the inclusion of these and other appropriate shared costs into ICASS for
FY 99 and subsequent years

Question 5. Presence of other agencies overseas. Aside from the other foreign af-
fairs agencies (i.e., AID, USIA), how are decisions made to place personnel from
other U.S. government agencies overseas? In other words, what are the bases of
such decisions, and what criteria are used to assess whether to place personnel from
other agencies overseas?

Answer. Decisions to place USG personnel overseas are generally based upon the
same criteria, regardless of which U.S. agency is assigning its personnel. Agencies
use their own internal assessment mechanisms to determine if and when a new
overseas position is needed. These assessments include, but are not limited to, re-
views of current and anticipated workload, agency priorities, available funding, and
Congressional mandates. Agencies may also consider whether an increase in staffing
at one post can be offset by a decrease at another post, if existing support mecha-
nisms are sufficient, and what kind of staffing is needed (personnel traveling from
the continental U.S. or other posts, temporary personnel, or locally hired personnel).

If an agency determines it must establish a new position overseas, it coordinates
with the appropriate chief of mission. Informal coordination is always encouraged.
However, to add full-time, permanent, direct-hire positions, an agency submits a for-
mal proposal to the chief of mission for approval. A formal proposal should provide
detailed justification, such as the findings of the agency’s internal assessment.

As the personal representatives of the President, chiefs of mission have respon-
sibility and authority over all USG Executive Branch agency operations and activi-
ties within their missions, except those detailed to an international organization or
under the authority of an area military commander. Chiefs of mission are charged
by law and the President to direct, coordinate, and supervise all mission personnel
under his/her authority.

In making their decisions, chiefs of mission take into account the agencies’ de-
tailed justification, the views of concerned State Department offices, substantive pol-
icy considerations, and the adequacy of administrative support. The policy goals and
objectives of the mission, political realities, security implications, and other issues
are also considered by chiefs of mission. Once the chief of mission has determined
that the staffing change requested is essential, approval is granted and the con-
cerned agency may assign its new personnel overseas If a staffing change proposal
is disapproved, the concerned agency has the option of appealing the chief’s of mis-
sion denial to the Secretary of State. Chiefs of mission are also directed by the
President to initiate staffing changes whenever they consider current staffing within
their missions to be either inadequate or excessive to the performance of essential
mission functions.

Question 6. Diplomatic Security. Back in 1986, the Committee, in cooperation with
the Reagan administration—and based on the recommendations of the Inman Com-
mission—pushed through new legislation designed to enhance our diplomatic secu-
rity.

Now that we have had a decade of experience with the law, give us your assess-
ment of the successes and failures over the past ten years.

• Please provide a summary of the ‘‘risk management strategy’’ referred to in
your statement. Provide the information in classified form if necessary.
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• How often are the assessments revalidated?
Answer. The Advisory Panel on Overseas Security, headed by retired Admiral

Bobby Inman, was convened in 1984 to address the chilling phenomenon of terror-
ism at our missions abroad. On November 4, 1985, the Bureau of Diplomatic Secu-
rity (DS) was created and the Inman Panel’s recommendations received strong sup-
port from Congress.

At that time nearly half of our diplomatic facilities overseas were highly vulner-
able to threats requiring physical and technical security countermeasures. Many of
our embassy facilities fronted onto busy streets and were open to bomb attacks; oth-
ers were vulnerable to espionage as the result of shared buildings with non-U.S.
tenants.

Much has been accomplished in the past 10 years at our missions abroad. Phys-
ical security projects (e.g., perimeter walls, public access controls guard booths,
bollards) have been completed at all posts based on security standards appropriate
to the situation and level of threat at each post. Security standards for protection
of sites and materials for diplomatic facilities under construction or major renova-
tions abroad are now employed at all project sites.

To protect the homes and families of mission employees, including those of other
Foreign Affairs agencies, residential security upgrades (e.g., locks, lights, grilles,
alarms) have been provided to 216 posts. Like the physical security program, resi-
dential security is an on-going effort because of new acquisitions and lease termi-
nations.

Consistent policies and standards were developed for the local guard program,
and a local guard manual was published. The Local Guard Program is currently ad-
ministered by DS security professionals. In addition to local guard forces, Marine
Security Guard detachments are currently deployed at 121 posts.

In the technical security area, DS developed policies and standards for informa-
tion systems security and initiated the technical Countermeasures Program (CMP),
which was recommended by the Inman commission. CMP was charged with the de-
velopment of programs, equipment and policies to address the technical security
threat abroad. Some of the CMP initiatives included development of technology to
address electronic eavesdropping and the development and installation of treated
conference rooms to provide secure conference and processing facilities.

To address the threat of espionage, or the human intelligence threat, DS designed
a counterintelligence program to deter, detect and neutralize the efforts of hostile
intelligence agencies against our employees.

The focal point of our security efforts is the Regional Security Officer (RIO), who
is responsible for the management of all post security programs. Required to com-
plete a formal, in-depth training program, RSOs are augmented by a cadre of Secu-
rity Engineering Officers, Diplomatic Couriers, Security Specialists, and other pro-
fessionals. The DS training function now provides a comprehensive training pro-
gram. Security training is available, as appropriate, to the entire Foreign Affairs
community in numerous security specialities and at many levels of instruction.

As our security program was built up and evolved following the Inman Commis-
sion recommendations, many realized that adequate security for one post may be
excessive at another post in a less threatened environment. Since 1990, the Bureau
of Diplomatic Security has issued 46 standards developed through the Overseas Se-
curity Policy Board (OSPB), which consists of representatives from all agencies rep-
resented at U.S. missions abroad. The standards applied at each post are deter-
mined by its threat level (low, medium, high, or critical) for each of four categories
of major security threats overseas: 1) Political Violence/Terrorism; 2) Human Intel-
ligence or Espionage; 3) Technical Penetration; and 4) Crime.

Because the security standards were developed by threat level, they are inher-
ently flexible, and assist DS with adjusting to changing threat environments. The
threat environment overseas is monitored on a daily basis, with emergency and crit-
ical threat requirements receiving priority attention. DS promulgates formal threat
assessments semiannually in the Departmental Composite Threat List with input
from the intelligence community and other sources. The threat list, which rates each
post in every category, serves as the basis for the level of security support a post
receives.

By updating original standards and developing new standards for emerging tech-
nologies such as cellular phones, DS keeps the standards process dynamic and re-
sponsive to the actual security environment overseas. The development and applica-
tion of a Risk Management approach has further refined this process to ensure re-
sources are managed effectively and efficiently.

The Bureau of Diplomatic Security, in cooperation with the Overseas Security Pol-
icy Board, developed the Risk Management policy, which was issued on July 20,
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1994. The policy calls for a detailed examination of 1) the threat that a specific post
is facing, 2) the vulnerability of our physical assets to that particular threat, and
3) the value of the physical assets. Based on this analysis DS adopts appropriate
and cost effective countermeasures. The recommendation states whether an excep-
tion to the standards should be granted or whether a different countermeasure,
other than the one contained in the standards, should be applied. In this way coun-
termeasures are more accurately tailored to post, often avoiding costs of unneces-
sary security upgrades. When a post’s threat level changes, or when a post changes
its level of classified processing, countermeasures based on standards plus the appli-
cation of the Risk Management policy are reassessed and adjusted as necessary.

The application of the Risk Management policy has made it possible for the De-
partment to use resources more effectively and efficiently. Resulting savings can be
deployed to meet our most pressing security needs and other high priorities.

Question 7. Information Resources Management
How will the State Department facilitate a smooth transition at the staff level

from the Wang computer system to new systems? How will the overseas personnel
be included in this process?

Answer. The transition is already underway. Many employees are already using
new systems for word processing, spread sheets and data bases. We recognize that
expansion of our training and education program for information resource manage-
ment professionals must be an essential component of the transition to modern in-
formation systems.

To achieve a comprehensive and integrated training program, we recently estab-
lished a School of Applied Information Technology at the Foreign Service Institute.
Our goal is a technologically competent workforce capable of adapting to the chang-
ing IRM environment in Washington and our overseas posts. The School will, taking
into account existing personnel capabilities, IRM core competencies and the particu-
lar technologies embedded in our modernization plan, ensure that curriculum and
resources are appropriately directed to areas of need. The School is currently en-
gaged in providing training to overseas post personnel on the Wang replacement
hardware and software.

We need to leverage scarce training dollars and intend to employ the most advan-
tageous delivery systems and training philosophies. Thus, while more traditional
methods like classroom instruction and mentoring continue to be alternatives, we
also utilize, for both overseas and domestic students—computer and video based
training. In addition, we are currently running distance learning pilots.

Question 8. Security and Computer Modernization.
With different levels of confidentiality, ranging from unclassified to top secret, it

seems that ensuring the security of documents and correspondences will be chal-
lenging indeed. Presently some offices have up to three different computer systems
at one work station. Greater demands are being placed on the State Department
to communicate by computer with other U.S. agencies and to outside organiza-
tions—possibly increasing the vulnerability of State’s information system.

How will modernization efforts reduce the volumes of computers, streamline the
information system, facilitate communication with other agencies, while ensuring a
high level of security? What, if any, are the new security risks posed by the informa-
tion technology changes, and how will those risks be addressed?

Answer. One of the important benefits of the modernization plan is the enhance-
ment of information security it offers by enabling the review of vulnerabilities at
critical connection points. That is not possible today in an environment of multiple
computer systems. At the same time, however, because we are moving away from
a proprietary environment to open systems standards, the network may be more ac-
cessible to hackers or more susceptible to the insertion of viruses. We are cognizant
of the increased exposure to risk and the compromise of information, and we intend
to monitor the network carefully. We will regularly update our firewall programs
and our anti-virus security software, so as to be able to close security loopholes as
soon as they are discovered. Adoption of opens systems standards will afford us con-
siderable flexibility and the opportunity to take advantage of the growing number
of vendors offering security software, hardware, encryption techniques and training.

In order to ensure that our modernization plan takes information system security
fully into account, we have adopted a lifecycle approach to program management.
We require that information security be explicitly addressed at the outset of any
planning effort. Program plans and budgets must include a discussion of the secu-
rity issues that may be anticipated over the lifetime of a proposed program. Re-
sources must be budgeted for training, and the acquisition, maintenance and pos-
sible improvement of security hardware and software.

We see a need to expand our training program to specifically meet our informa-
tion security management objectives. To this end, we are working with George
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Mason University and the National Defense University on information security
training; we are increasing enrollment in courses on project management; and we
are examining the assignment of information system security officers to major infor-
mation technology facilities or programs.

Question. What is the purpose of the proposed conference on international envi-
ronmental cooperation?

Answer. Securing favorable international agreements is only one of the steps nec-
essary to protect our environmental interests. Agreements must be structured with
compliance in mind, and when agreements are concluded we must work with gov-
ernments to ensure that they meet their obligations. for this reason, former Sec-
retary Christopher announced, as part of his initiative to put environmental issues
into the mainstream of U.S. foreign policy, that the U.S. would host a conference
on compliance with international environmental agreements.

While a date for the conference has not yet been set, we anticipate an early 1998
timeframe. The list of invitees will include foreign government personnel involved
in the negotiation of environmental agreements, as well as officials of environment,
industry, trade, finance and other ministries involved with enforcement and imple-
mentation, and relevant industry groups and NG0s. Exact location and format are
not decided. We will keep congress informed as planning progresses.

We hope the conference will produce practical approaches to ensuring compliance
with agreements we have negotiated and which may be negotiated in the future.

RESPONSES OF MR. KENNEDY TO QUESTIONS ASKED BY SENATOR FEINSTEIN

Information Management
Question 1. I am glad that the Department is taking action to overhaul its infor-

mation technology. In the age of CNN I think it is no understatement to say that
the effective management of information is critical to America’s diplomatic success.
I am troubled, however, by one aspect of the Department’s plans: When the Depart-
ment purchased the Wang system a little more than a decade ago it was considered
state of the art by many inside and outside government. Now it is a very expensive
paperweight. Given the rapidity of the computer and information revolution, what
assurances can you give this Committee that ten years from now, having endorsed
a costly new computer and information system for the Department to see us into
the new millennium, we will not be once again be faced with a similar situation?

Answer. The original Wang equipment utilizes proprietary technology that pre-
cludes the integration of more modern information systems and applications. During
the last several years the industry has moved to open system standards which per-
mit the integration and utilization of new hardware from multiple vendors, and
modern software applications.

The Department is committed to a strategic information resource management
plan at the heart of which is implementation of an information technology architec-
ture that will allow us to evolve or maintain existing information technology while
acquiring new information technology. This architecture is predicated on established
industry standards, i.e., open systems, which are conducive to interoperability and
the use of commercial software applications, such as financial and personnel data
bases.

A further important feature of the Department’s strategic information resources
plan is life cycle management of information technology. We will periodically replen-
ish our technology base in order to meet the business requirements of the Depart-
ment. Open systems standards provide flexibility and a cost effective operating envi-
ronment.

(Editor’s Note: Question 2 was crossed out.)
Information Management
Question 3. What efforts are being made by the Department to integrate new com-

munications technology—such as e-mail or video-conferencing—into the way in
which the Department conducts business? Do you anticipate-that these changes—
overhauling the present cable writing and review process in light of electronic com-
munication, for example—will have any significant management or financial im-
pacts on the Department?

Answer. Extensive discussions with Department staff and an analysis of the De-
partment’s missions underpin the Department’s strategic information resources
management (IRM) plan. We will improve or introduce new capabilities so that
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users can get their work done. We have already seen the impact of new information
technologies.

E-mail, with the capability to attach documents, has become an established means
for Department staff to collaborate and coordinate. In January alone this year there
were over 343,000 e-mail messages. At the same time, there are important issues
with management and financial consequences to be considered. For example, e-mail
messages may not be used as a substitute for established policy channels, including
cables. Certain e-mail messages may fall within the definition of records in the Fed-
eral Records Act and, as such, they must be preserved in accordance with law and
regulation. Finally, in view of congestion at network gateways, and the need to in-
troduce common messaging and directory standards, our strategic IRM plan in-
cludes investments to improve the overall performance of our e-mail system.

We have more limited experience with video-conferencing. The Diplomatic Tele-
communications Service Program Office (DTS-PO) recently supported two video-con-
ferencing pilot projects, one involving studio video conferencing for USIS in Geneva,
and the other involving desktop video-conferencing for USAID in Jakarta. In addi-
tion, several Department Bureaus, in collaboration with USIA, have been using
USIA video-conferencing facilities in Washington and overseas to conduct bilateral
conferences and negotiations. They will soon begin to use a video-conference facility
in the State Department, and, as previously, host country officials will be invited
into the USIA video-conferencing facilities. Finally, we are also examining the op-
portunities to broaden the reach of training programs through introduction of dis-
tance learning via video-conferencing.

The information technology architecture which is central to our strategic informa-
tion resource plan will allow for the orderly introduction of video-conferencing serv-
ices once industry standards have been established and video-conferencing becomes
a broadly-based and validated business-need. The bandwidth requirements are
heavy, however, and may constrain development and implementation.

Border Security Program
Question 1. According to the Department’s Tactical Plan for Information Re-

sources Management, one of the goals that you are currently trying to meet is to
strengthen border security through ‘‘more reliable name check processing and im-
proved integrity of passports and visas.’’ I was wondering if you could describe for
me what some of the problems and dangers with the current system are, and how,
more specifically, these improvements will make the name check processing more
reliable. I was also wondering if you might comment on the coordination process be-
tween the Department and other federal agencies on these issues.

Answer. The Department of State’s efforts to improve border security are rooted
in four issues: information, infrastructure, communications connectivity and human
resources. Improving the quality of name checks requires targeted investments in
at least three of these areas. The basis for name checks is having access to informa-
tion generated by both the Department of State and other federal agencies regard-
ing persons who may be inadmissible to the United States. Significant strides con-
tinue to be made in this area. In 1994 the database in the Consular Lookout and
Support System (CLASS) totaled some 3 million records. Today, owing to the will-
ingness of other federal agencies to share data, there are more than 5 million
records in CLASS. Furthermore, on-going negotiations with the FBI could result in
significant growth in this database through the inclusion of information on persons
who were born abroad, but who have a U.S. criminal history.

The second method to strengthen name checks requires improving the speed and
accuracy of the linguistic-based algorithms which actually perform the name com-
parisons. In 1994, before the Department was authorized to retain Machine Read-
able Visa fees, there was only one general purpose algorithm which performed all
name checks. Today, that general purpose algorithm has been improved and has
been augmented by both a date-of-birth algorithm used for all name checks as well
as a specialized algorithm which performs name checks on names of Arabic origin
This process of specialized name checks will grow in FY-1998 with the introduction
of an Hispanic language algorithm.

The next element in improving name checks requires significant investments in
the mainframe computer system upon which CLASS operates. Such a major invest-
ment is planned for late in FY-1997. This investment, in turn, will allow for the
introduction of a new version of CLASS which operates as a relational database and
allows for more robust data management techniques. Finally, there is the issue of
communications connectivity between the Department and visa-issuing posts. The
most accurate name checks are those performed against the Department’s main-
frame computer in Beltsville, Md. That computer has both an up-to-date database
as well as more powerful algorithm than can be installed at the post level. Today,
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and as a direct result of the Department’s ability to retain MRV fees, every visa-
issuing post has on-line connectivity to the CLASS database in Beltsville.

Regarding the issue of cooperation with other federal agencies, the growth in the
CLASS database—about 60 percent in the last three years-demonstrates the willing-
ness of federal agencies to share data to help keep our borders as secure as possible.

Question 2. Mr. Kennedy, I was wondering if you could expand on the Depart-
ment’s efforts to increase border security.

As I understand it, the revenues generated by the Department’s Machine Read-
able Visa programs are going to be earmarked for the Department as part of a gov-
ernment-wide initiative supported by the OMB to link user fees more directly to
those departments and agencies responsible for the revenue. These MRV fees, in
turn, will become central to creating the budget needed to implement the Depart-
ment’s Border Security Programs.

What would happen to border security efforts if these fees do not become available
to the Department because the government-wide program does not go through? I
was also wondering if you could explain how you derived the $140 million estimate
for fees from MRVs, and what the potential impact would be if MRV fees generated
considerably less than this amount?

Answer. Since 1994 the Department of State has had the authority to assess and
retain a fee imposed on all applicants for Machine Readable Visas. The proceeds of
this program must be used to finance ‘‘consular operations.’’

While the MRV fees are part of the Administration’s overall proposal to allow for
fee retention, it should be understood that the Department currently has this au-
thority in terms of MRV revenue and has financed the entire Border Security pro-
gram from MRV proceeds. Any development which ended the Department’s author-
ity to retain MRV fees would have a devastating effect on our efforts to continue
to improve U.S. border security. Not only would our new investments in systems
and technology have to end, but we would be unable to finance the people and infra-
structure currently committed to the Border Security program.

The estimate of $140 million in MRV revenue in FY 1998 is based on the pro-
jected workload of 7 million visa applications and the current fee of $20 per person.
The FY-1998 estimate represents an increase of only 2 percent above our current
projection that FY-1997 collections will amount to nearly $137 million.

Should MRV collections decline for some reason, for example, as a result of a
widespread conflict or epidemic that limits international travel, the Department
would be faced with a serious resource issue. We would have reduced revenues, but
our costs would not decline immediately. We have engaged in some preliminary
planning about such a contingency, however. The first option would be to finance
on-going border security activities by drawing down all balances in the MRV ac-
count That would probably finance a few months of services. Should the decline in
revenue continue beyond that point, however, the Department would have to under-
take an aggressive effort to reduce its border security costs to the level required by
demand for visa services. Such a development, while unlikely, would almost cer-
tainly result in staff reductions and the cancellation of planned investments in bor-
der security technology.
China 2000

Question. Beyond additional language classes, I was wondering if you could pro-
vide me with more information on the efforts being undertaken by the Department
to build a cadre of real china experts.

Answer. The Department of State recognizes the need to advance the rapidly
growing interests of the United States with China. Expanding our cadre of China
experts is a keystone of our long-range strategic plan for accomplishing our mission.
The plan has two additional elements—improving our facilities and our information
technologies in China. These three efforts form the core of our special drive, known
as China 2000, to prepare the Department for near- and long-term relations with
China.

The quality of American diplomacy—and thus our ability to maintain a productive
relationship with the Chinese and advance our strategic interests—is determined by
several key factors. One is developing our officers’ fluency in the Mandarin Chinese
language. We have taken steps to attract the highest quality young officers and staff
to positions in our posts in China. These are employees with the skills, motivation
and commitment to overcome the difficulties of Chinese language training and to
surmount the rigors of serving in china. We are also encouraging those who succeed
in achieving Chinese language proficiency to serve repeat tours in China—often in
different professional areas and with increased responsibility. Our goal is to in-
crease significantly within the next six to eight years the number of Chinese-speak-
ing officers available for assignment to China.
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Other steps we are considering include expanding in-country language training in
Beijing and undertaking new recruitment efforts for Chinese-language proficient
and China-experienced FSO candidates.

Although Chinese language capability is important—it is only one of the tools
needed to get the job done. We must ensure that our employees also have knowledge
of the Chinese culture and way of doing business; they must have analytical and
management skills; they must have knowledge of global issues and the broad strate-
gic interests of the United States. We are taking steps to ensure that our cadre of
China experts is as well-equipped as possible in such areas.
China 2000

Question. Given the size of the problems that we face in building a more adequate
infrastructure for our diplomatic efforts in China, how much headway will the $3
million requested in FY 1998 really allow us to make? Could you expand on the
total budget request that China 2000 will entail and how those funds will be phased
and used over the next several years?

Answer. In addition to the Embassy facilities in Beijing, the USG operates four
Consulates General in China: Shanghai, Shenyang, Guangzhou, and Chengdu. We
also operate a Consulate General in Hong Kong. The facilities we currently hold in
Beijing were acquired in the 1970’s and have been outgrown by increasing Embassy
staff. Work is needed on housing and office facilities at constituent posts as well.
To meet this challenge the Department is evaluating U.S. Government projected
staffing in China and resulting facility needs.

During FY 1994-1996, inclusive, the Office of Foreign Buildings Operations has
provided over $95 million in direct support of facility requirements in China (includ-
ing Hong Kong) and is prepared to proceed with an upgrade of the mechanical sys-
tems in the chancery and with construction of a Cleared American Annex for the
present Chancery in Beijing which will accommodate the increasing number of
Americans for the near future. The Department presently plans that funding for
this project and other facility requirements in China will come from sales of excess
real property. In addition to the new annex in Beijing, the chancery will undergo
a renovation to improve the mechanical, electrical, plumbing, heating and air condi-
tioning. The entrance and receiving areas of the Embassy will be redesigned.

Staff apartments which are leased from the Chinese Government are sub-stand-
ard. The Department is planning to renovate these apartments and is analyzing the
feasibility of constructing housing on a lot which we presently own.

This project will provide the necessary facilities required now and in the near
term and allow time for longer range development to be planned and implemented.

In Chengdu, provision of secure communications will require a major addition car-
ried out by cleared American workers.

In Shanghai, a $8.8 million rehabilitation of the consulate is in progress and will
be finished this year. Residential facilities are being reviewed as well with the De-
partment looking at construction of housing on a USG-owned lot. Leased housing
in Shanghai is among the most expensive in the world.

In Guangzhou, the Consulate General and staff residences are co-located in a sin-
gle high rise tower. As our lease terminates in 2005, we are planning for our future
office and residential needs. Guangzhou processes all immigrant visas in the PRC.

In Hong Kong, the Department has underway a major $28.9 million renovation
of the Consulate General which will be completed in May 1997. The rehabilitation
included building modifications, security improvements, fire and life safety improve-
ments as well as the upgrade of the mechanical and electrical systems.

The Department intends to generate funds for other construction and major ren-
ovation projects throughout China from asset management. Although we estimate
that short term needs can be met utilizing sales proceeds, the cost of construction
of a new Embassy facility in China would likely require substantial funding beyond
the present availability of sales proceeds.

We expect to acquire a site adjacent to our current facilities (the Bulgarian Com-
pound) in accordance with the 1991 and 1994 property agreements upon which a
new Chancery could be constructed in the future.

Question. I understand that the proposed FY 1998 budget does not reflect the
changes that ICASS will have on the Department’s budget Could you expand (on
your earlier comments) on the support services provided by the Department of State
to other government agencies under the current system which will now be shared
more equitably under ICASS?

Answer. It is true that the Department of State FY 1998 budget does not reflect
the changes that ICASS will have on the Department’s budget At the time the De-
partment formulated its FY 98 budget, the budget adjustment numbers related to
ICASS had not been finalized. In addition, the Administration believes that a stand-
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alone budget amendment, separate from each agency’s Congressional budget re-
quest, will provide a more comprehensive presentation of the transfers and a unified
review by the Congress. In FY 90 the Department attempted a more equitable shar-
ing of its administrative support costs overseas through expanded FAAS. In this
process, budget adjustments were made part of the Congressional presentation. As
separate Congressional Appropriations Subcommittees acted on the requests from
each agency, reductions/changes were made to the transfer. As a result, agencies did
not have enough funding to pay their expanded FAAS bills, and expanded FAAS
failed. This time the stand-alone zero-sum budget amendment can be effected in toto
and should provide agencies with sufficient resources to cover their FY 98 ICASS
charges.

The Department of State provides a wide range of administrative support services
to agencies overseas including, personnel administration, security, housing/leasing,
maintenance, procurement, customs & shipping, information management, and
other support services necessary to maintain government functions overseas. ICASS
moves in the direction of more equitable sharing of these support costs by distribut-
ing several administrative functions, hitherto borne solely by the Department,
among State and all agencies benefiting from the services. These areas are building
operating expenses for our Chanceries and other government-owned/long-term
leased offices, local guard expenses for offices, and community liaison office costs.
ICASS also opens the way for more comprehensive understanding and sharing of
overseas costs in future years.

Question. Do you anticipate that ICASS, in shifting the burden off the Depart-
ment of State, may also create situations in which other agencies which would find
themselves paying for mission administration may want to have more say in how
overseas missions are run than is consistent with the agency missions, but not nec-
essarily in the best interest of US diplomacy? What sort of consultative and coordi-
nation processes to settle issues of mission management does ICASS put in place?

Answer. ICASS contains a number of features which, while providing for customer
feed-back and encouraging service-provider responsiveness, preserves the Depart-
ment’s ability to maintain its operating platform overseas and to conduct its core
diplomatic function. The ICASS Council at overseas posts acts like a corporate board
of directors in overseeing the provision of support services. The service provider
(generally the Administrative Counselor of the Embassy) as well as the Deputy
Chief of Mission are members of the Council. Decisions are reached preferably by
consensus and, if that is not possible, by a two-thirds vote. In extreme cases—a
Chief of Mission may overrule a Council decision if it jeopardizes the Department’s
ability to maintain its operating platform and conduct its core diplomatic function.

At the Washington level, ICASS is managed by the Department’s Financial Man-
agement Bureau and its ICASS Service Center. Policy is set by an inter-agency
body, the ICASS Executive Board, currently chaired by the Department of State As-
sistant Secretary for Administration and by the Washington ICASS Working Group.

In sum, ICASS is a participatory, performance-based, cost-driven system of pro-
viding administrative support services to our overseas missions which preserves the
Department of State’s diplomatic and management functions.

Question. The past several years have seen an increasing number of American
diplomats lose their lives or be placed in harm’s way in the pursuit of American di-
plomacy. Indeed, sometimes it seems that at a time we are increasingly hesitant to
put our soldiers in potentially dangerous situations we do not think twice about
sending our diplomats. For that I believe that the State Department and America’s
diplomatic corps deserve our thanks, and support.

In the last two years we have provided the Department with two specific counter-
terrorism appropriations. Given the risks that we ask our diplomats to face, could
you provide us with additional information about the Department’s counter-terror-
ism programs, and how the efforts of the Diplomatic and Consular Programs and
Security and Maintenance of U.S. Missions programs are coordinated? What
progress is being made towards the implementation of the 1997 Anti-terrorism
Budget Amendment?

Is there any program or effort to increase diplomatic security that you would like
to be able to undertake but for which you feel the current budget request does not
provide sufficient funds?

Answer. The security of our posts and all our personnel is a solemn responsibility,
and we can have no higher priority. We very much appreciate your support for the
diplomatic corps and for the Department’s security programs.

Attached is a report we have prepared that details how the Department is apply-
ing the portion of the Fiscal Year 1997 Antiterrorism Budget Amendment that pro-
vides for security enhancements under our Diplomatic and Consular Programs ac-
count. The report addresses the important questions you have raised.
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Plan for Implementation of
Funding for Counterterrorism Requirements Overseas in
Title IV, Departments of Commerce, Justice, and State,

the Judiciary, and Related Agencies
Appropriations Act, 1997

Section 101(a) of Division A of P.L. 104-208
(Making Omnibus Consolidated Appropriations For

Fiscal Year 1997)

IMPROVING THE SECURITY OF
U.S. DIPLOMATIC FACILITIES AND INCREASING
THE PROTECTION OF PERSONNEL OVERSEAS

FY 1997 COUNTERTERRORISM BUDGET AMENDMENT
DIPLOMATIC AND CONSULAR PROGRAMS

FUNDING FOR COUNTERTERRORISM REQUIREMENTS OVERSEAS
DECEMBER 1996

($23,700,000)

Consistent with the Conference Report to the FY 1997 Departments of Commerce,
Justice, and State, the Judiciary, and Related Agencies Appropriations Act, P.L.
104-208, this report is provided to detail the Department of State’s plan to apply
the $23.7 million portion of the Counterterrorism Budget Amendment to security
enhancements for U.S. diplomatic facilities and increasing the protection of person-
nel overseas.

Our embassies and consulates are essential platforms for American interests. This
goes beyond the day-to-day conduct of foreign policy. They are the platforms for a
wide range of activities such as law enforcement and promotion of U.S. security and
economic interests. The State Department’s diplomatic readiness has been signifi-
cantly eroded. We have shortfalls in every major component—facilities, housing,
training, information management, post operating equipment and security. The De-
partment is extremely appreciative of the resources made available in this bill to
enhance security, primarily in the Middle East, and to make an initial down pay-
ment on the security infrastructure gap that has to be addressed over the next sev-
eral years.

I. OVERSEAS PHYSICAL SECURITY SUPPORT: $12,260,000
LOCAL GUARD PROGRAMS ($6,000,000)

Funding limitations have required the Department to fund and staff local guard
programs at the minimum level allowed by Overseas Security Policy Board approved
standards in most cases. Additional funding will supplement guard programs at
high and critical threat posts to enhance those essential staffing levels. The funding
will provide for additional countersurveillance teams and mobile patrols, increased
numbers of fixed guard posts at high profile installations and residential complexes,
and guard vehicles and other equipment to meet the prevailing threat.

In the Middle East, the following posts will receive supplemental guard funding:
Abu Dhabi, Algiers, Amman, Beirut, Cairo, Damascus, Dhahran, Dhaka, Dubai,
Islamabad, Jeddah, Jerusalem, Karachi, Kathmandu, Kuwait, Lahore, Manama,
New Delhi, Peshawar, Rabat, Riyadh, Sanaa, Tel Aviv and Tunis. An estimated
$500,000 will be utilized to meet increased contract and pay requirements at other
high and critical threat posts to maintain existing or enhanced security coverage
levels.

RESIDENTIAL SECURITY PROGRAMS ($1,000,000)
Most of these funds will be utilized for residential security equipment upgrades

to high and critical threat posts and for shatter resistant window film (SRWF) in
residences in the Middle East region. Since residential security funds for medium
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and low threat posts had been deferred to support the needs of high and critical
threat posts, the remaining funds will allow the Department to fully fund posts at
all threat levels, which would bring them into compliance with the residential secu-
rity standards.

FULLY ARMORED VEHICLES ($2,160,000)
The Bureau of Diplomatic Security (DS) intends to provide sixteen (16) fully ar-

mored vehicles to posts in the critical/high threat category for the transportation of
employees under heightened risk.

DS has begun processing orders for seven fully armored carry-all vehicles, and
will procure nine additional vehicles during the last two quarters of Fiscal Year
1997. As soon as the first order for four vehicles is delivered, a fully armored vehicle
will be sent to each of the following posts:

Kuwait, Jeddah, Riyadh and Sanaa.
The remaining l2 vehicles, upon delivery, will be sent to the following posts:

Amman (1), Beirut (2), Cairo (2), Damascus (2), Jeddah (1), Jerusalem (1), Ku-
wait (1), Riyadh (1) and Tel Aviv

LIGHT ARMORED VEHICLES ($1,700,000)
Posts in the Near East region require additional light armored fleet vehicles to

safely transport staff and dependents. The Department is placing an order with the
General Services Administration for 27 carry-all vehicles. Upon delivery, sixteen
fleet vehicles will be light armored by the Department’s contractor and sent to the
following posts:

Abu Dhabu (1), Algiers (2), Amman (2), Cairo (2), Dhahran (1), Jeddah (1), Je-
rusalem (2), Kuwait (2), Manama (2) and Riyadh (1).

Six of the remaining vehicles will be configured as follow cars to support protec-
tive security missions at the following posts:

Beirut, Cairo and Tel Aviv.
The five remaining vehicles will be temporarily retained by DS for shipment as

contingencies arise during the year. In addition, a 28-passenger bus is being light
armored for use by the Embassy in Riyadh.

PHYSICAL SECURITY CONTRACTOR SUPPORT ($400,000)
The increased funds being provided the Office of Foreign buildings in the Budget

Amendment for Security and Maintenance of U.S. Missions ($14,300,000) will im-
pact directly on the workload of the Physical Security officers in the Bureau of Dip-
lomatic Security. To meet the increased workload, DS plans to hire, under contract,
four physical security professionals and provide necessary funds for their travel.

DS is requesting the contractor supporting the Physical Security Programs to pro-
vide the additional four security professionals commencing March 15, 1997. These
persons will perform site visits to posts in the Middle East region; design physical
security improvements; interpret regulations and standards; perform technical sur-
veillance inspections; examine the results of the enhancements performed by com-
mercial contractors; provide necessary transit security for the materials used; and
prepare reports to Congress in accordance with relevant statutes confirming that
the work will be performed in a secure manner.

PUBLIC ACCESS CONTROL EQUIPMENT ($400,000)
Each overseas post has at least one walk-thru metal detector (WTMD) and a lim-

ited number of hand-held metal detectors. DS plans to use the available funds to
provide 80 additional WTMDs to critical and high threat posts. DS anticipates com-
pleting procurement during the third quarter of Fiscal Year 1997.

SPECIAL PROTECTIVE EQUIPMENT ($300,000)
State Department security officers have worldwide security and law enforcement

responsibilities. The bullet proof vests currently issued to them no longer meet ac-
ceptable standards of protection due to age and normal deterioration. DS needs to
purchase 190 replacement vests; purchase other special protective equipment (e.g.,
pistols, holster/handcuffs, training ammunition, ballistic vests) for the 55 new
agents funded by the Counterterrorism Budget Amendment; and purchase 45 auto-
matic weapons and 45 sets of night vision equipment to meet existing requirements.

DS plans to purchase the replacement vests during the third quarter of Fiscal
Year 1997. The equipment needed for the new agents and the automatic weapons
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and night vision equipment will be purchased in the third and fourth quarters of
Fiscal Year 1997.

REGIONAL SECURITY OFFICER TRAVEL ($200,000)
DS plans to fund additional temporary duty costs for Regional Security Officers

(RSOs) to travel to high and critical threat posts, particularly those in the Persian
Gulf, to ensure professional security officer oversight continues during assignment
gaps, to conduct security surveys, and to support resident RSOs during incidents re-
quiring an emergency response. Countries requiring this additional intensive travel
support include Bahrain, Egypt, Kuwait, Qatar and Saudi Arabia.

USIA/PEACE CORPS SUPPORT ($100, 000)
DS will provide additional security support to USIA for Emergency and Evacu-

ation Radios ($50,000) and to the Peace Corps for selected physical security up-
grades ($50,000).

II. OVERSEAS TECHNICAL SECURITY SUPPORT: $5,840,000
ELECTRONIC SECURITY EQUIPMENT ($2,000,000)

Approximately 60% of the technical security equipment, valued in excess of 100
million dollars and installed at overseas locations, was purchased between 1986 and
1988 using ‘‘Inman’’ funds. DS plans to use the funds approved to replace 80 aging,
closed circuit television (CCTV) and alarm systems at critical and high threat posts.

Tests are currently being conducted on systems compatible with existing equip-
ment. The selection and award of contracts is expected to take place during the
third or fourth quarter of Fiscal Year 1997.

SECURITY EQUIPMENT MAINTENANCE ($800,000)
There is an insufficient number of Security Equipment Maintenance Program

(SEMP) teams to adequately maintain the multi-million dollar inventory of elec-
tronic equipment installed at critical and high technical threat posts.

DS plans to increase the number of teams from 8 to 10 as of March 15, 1997,
and authorize the hiring of contract U.S. citizen personnel, residing overseas, to per-
form maintenance on security systems under the direction of the regional Security
Engineering Officers. This additional labor effort will allow reduction of the length
of time between maintenance visits to critical and high threat posts from 10 months
to 8 months.

SEABEES/ENGINEERING SUPPORT ($1,200,000)
Additional Seabee and Security Officer engineering support is required in several

areas. First, it is necessary to restore $500,000 in temporary duty travel funds to
meet continuing and new requirements. In addition, five Foreign Service National
Personal Service Contractors costing a total of $150,000 are needed in Cairo (2), Rio
de Janerio, Manila and Athens. Next, four additional Seabees at a cost of $315,000
are required in Manila (3) and Athens (l) to strengthen regional efforts in these two
areas. Fourth, four vehicles costing $130,000 need to be added or replaced—two in
Frankfurt and one each in Mexico City and Vienna. Finally, $105,000 is needed to
restore funds for the Engineering Support program which absorbed pay increases
for the Seabees.

EXPLOSIVE DETECTION EQUIPMENT ($1,840,000)
DS plans to purchase desk top explosive detection analyzers, with hand portable

sample collectors, for testing at critical and high threat posts. The unit would sup-
plement existing equipment, supporting current security procedures, to prevent
bombs from being introduced into the office facilities. To explore technical capability
of other explosive detection systems, DS also will procure additional systems for
operational comparison.

III. MOBILE TRAINING AND EMERGENCY SECURITY: $275,000
Because of increased terrorist activity, particularly in the Persian Gulf region, six

additional mobile training and emergency support teams of four persons each are
needed to provide emergency security support, security awareness training and
training for guards and drivers. During Fiscal Year 1997, DS plans to purchase
equipment (clothing, weapons and laptop computers) for these teams ($125,000),
begin training them ($100,000), and support Crisis Management Exercises training
overseas provided by the Foreign Service Institute ($50,000).

IV. INFRASTRUCTURE DEFICIENCIES: $4,117,000
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NIS REQUIREMENTS ($1,972,000)
There is a comprehensive need to upgrade technical security at posts in the Newly

Independent States (NIS) of the former Soviet Union. A recent report of the Depart-
ment’s Inspector General stated that technical security requirements were the most
neglected security element in these posts. Accordingly, numerous actions need to be
undertaken in FY 1997 as follows: procurement of special technical security equip-
ment for Bishkek, Tashkent, Dushanbe, and Minsk ($500,000); improved entry de-
tection systems for 12 NIS posts ($420,000); development and installation of light
radio frequency shielding throughout the NIS area ($500,000); access control and
visitor screening ($60,000); other technical security equipment such as CCTVs and
sensors ($70,000); and three TDY Seabees andtravel for installation ($422,000).

BUILT-IN CONFERENCE ROOMS ($240,000)
Built-in conference rooms are a low-cost risk management alternative to Modular

Treated Conference Rooms to conduct classified conversations and processing at me-
dium technical threat posts overseas. In Fiscal Year 1997, these resources will be
used to provide rooms to three posts at which deteriorating conference rooms protect
classified discussions and classified automated processing activities.

IMPROVED ENTRY DETECTION SYSTEMS ($450,000)
This effort will allow the purchase of 18 improved entry detection systems each

year at critical, high, and medium threat posts. These devices will supplement 24-
hour U.S. cleared presence at posts abroad in a cost-effective way and significantly
extend coverage beyond current limits.

COUNTERMEASURES EQUIPMENT ($1,455,000)
DS plans to restore countermeasures activities which have been severely curtailed

because of recent budget constraints. Specifically, DS will purchase state of the art
radio frequency devices, i.e., signal analyzers and computer-controlled receivers
($450,000); new sets of detection equipment ($400,000); new suites of Tempest test-
ing equipment ($500,000); new equipment to test classified information processing
areas ($75,000); and software for safeguarding local area networks ($30,000).

V. AMERICAN SALARIES: $1,208,000
The Department will fund 65 security and counterterrorism positions in Fiscal

Year 1997. Although the annualized salary cost for these positions is about
$4,000,000, the Fiscal Year 1997 new hires will not be on board, on-average, until
the last quarter of the fiscal year. The difference between the full year costs of $4
million and the $1.2 million Fiscal Year 1997 costs will be used to fund most of the
infrastructure deficiencies detailed in section IV.

DIPLOMATIC SECURITY $1,048,000
The Department will hire 61 officers (55 special agents and 6 engineers) to sup-

port an increased effort in the Persian Gulf (53 of the positions) and elsewhere
throughout the world to combat terrorism. The new positions will be distributed as
follows:
— 6 Security Engineering Officers to plan and oversee the installation and main-

tenance of equipment for planned projects at critical and high threat posts.
— 6 Physical Security Officers to handle increased physical security projects at

critical and high threat posts abroad and to conduct physical security surveys
to assess terrorism vulnerability at our posts overseas.

— 24 Mobile Security Officers to form six additional teams which will allow train-
ing at each of the 125 critical and high threat posts worldwide every other year.

— 10 Protective Intelligence Officers to conduct and coordinate investigations of
terrorist threats or attacks against our posts overseas.

— 15 Security Officers to increase support to posts in the Persian Gulf and East-
ern Europe, including (11) overseas positions and (4) in Washington, D.C., to
directly support overseas operations.

INTELLIGENCE AND RESEARCH $160,000
The Department will fund four counterterrorism positions within she Bureau of

Intelligence and Research (INR). The additional positions increase the Department’s
overall counterterrorism and diplomatic security capacity, and help the Department
recognize areas of increased terrorist activity before major security issues arise.
These positions improve counterterrorism coordination, and increase analytical ca-
pability for the Middle East, South Asia, and in areas of international crime (a
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growing component of the fight against terrorism). These positions complement the
diplomatic security position increases, and help to provide comprehensive coverage
on counterterrorism and security issues.

RESPONSES OF MR. KENNEDY TO QUESTIONS ASKED BY CHAIRMAN HELMS

Question. Are you aware that numerous American businessmen with prior govern-
ment service have been denied visas to visit or conduct business in Russia based
upon false charges that they are engaged in espionage?

Answer. The Russian Government has denied entry permission to several individ-
uals we are aware of on the grounds that, as former employees of U.S. intelligence
agencies who had previously served in Russia or the Soviet Union, they were re-
sponsible for actions against Russian interests. We are not aware of any individuals
to whom the Russians have denied entry permission on these grounds who were not
former employees of U.S. intelligence agencies who previously served in Moscow or
elsewhere in the former Soviet Union. For some time until October 1996, we as-
sumed that such denial of entry permission to former U.S. intelligence officials was
Russian policy. The Russian Government specifically affirmed it to us in the course
of discussions following the October 1996 U.S. arrest of former KGB officer Vladimir
Galkin upon his arrival at JFK International Airport. The Russians protested that
their practice is to deny admission to former U.S. intelligence officials—not to admit
them and expose them to the possibility of arrest.

Question. What is the State Department doing to rectify this unfair treatment of
U.S. citizens who otherwise served our nation with honor and distinction during the
Cold War?

Answer. The Russian Foreign Ministry has noted that, in analogous situations,
the U.S. would either deny entry permission or admit the individuals subject to pos-
sible arrest for violation of the Espionage Act. In consultation with U.S. intelligence
agencies, the State Department has raised, on a case-by-case basis with the Russian
Foreign Ministry, the situations of former U.S. intelligence of officials who have
been denied Russian visas or entry permission.

Question. What steps has the State Department taken to ensure that all equiva-
lent Russian visa applications are denied on a reciprocal basis?

Answer. All applicants related to the Russian intelligence gathering community
are reviewed individually under INA 212(a) (3) (i). That section renders
inadmissable ‘‘any alien who a consular officer of the Attorney General knows, or
has reasonable ground to believe, seeks to enter the United States to engage in sole-
ly, principally, or incidentally in.... (i) any activity (I) to violate any law of the
United States relating to espionage or sabotage or (II) to violate or evade any law
prohibiting the export from the United States of goods, technology, sensitive infor-
mation....’’ No requirement of reciprocal treatment is imposed by the provisions of
the INA in this regard.

Question. Will you support legislation in the Foreign Relations Committee perma-
nently prohibiting the issuance of a United States visa to all active or retired Rus-
sian intelligence officials?

Answer. We do not believe such legislation is appropriate or necessary. INA 212(a)
(3) (i) provides the Attorney General the authority to render inadmissible ‘‘any alien
who a consular officer of the Attorney General knows, or has reasonable ground to
believe, seeks to enter the United States to engage in solely, principally, or inciden-
tally in .... (i) any activity (I) to violate any law of the United States relating to espi-
onage or sabotage or (II) to violate or evade any law prohibiting the export from
the United States of goods, technology, sensitive information....’’ We believe this leg-
islation is effective. We believe that categorical and binding legislation would create
significant difficulties for important U.S. foreign policy interests. We would be pre-
pared, along with the intelligence agencies, to discuss this matter further in a classi-
fied format.

RESPONSES OF MR. KENNEDY TO QUESTIONS ASKED BY SENATOR GRAMS

1. STATE DEPARTMENT EMPLOYEES
Question. 1. Please detail the total number of people who are currently employed

worldwide by the U.S. State Department in any capacity, including (but not limited
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to) Foreign Service, civil Service, foreign nationals, part-time and temporary em-
ployees, and contractors. Please also provide a breakdown by type of employee.

Answer. The Department of State employs 20,971 Full-time Permanent and 1,444
Part-time, Temporary employees. In addition, 15,594 people are employed as Con-
tractors and Personal Service Contractors.

Full-time Permanent Employee———————————
Foreign Service ......................................................................................................................................................... 7,936
Civil Service .............................................................................................................................................................. 5,146
Foreign Nationals ...................................................................................................................................................... 7,889

Sub-Total ............................................................................................................................................................ 20,971
Part-Time/Temporary ................................................................................................................................................. 1,444

Contractor Personnel————————
Contractors 1 (Domestic) ........................................................................................................................................... 3,594
PSC—Overseas 2 ...................................................................................................................................................... 12,000

Sub-total .............................................................................................................................................................. 15,594
Grand Total ...................................................................................................................................................... 38,009

1 The number of domestic contractors represents data collected in 1995 Contractor survey.
2 PSCs is the latest estimate based on regional surveys.

Question. 2. OMB Budget Projections In July 1995, the Office of Management and
Budget recommended reducing funding for the State Department to $2.5 billion by
the year 2000—totaling a 7 percent decline in constant dollars from 1995 appro-
priated levels. The FY98 budget request of $2.7 billion represents a reversal of this
trend.

• What are the current budget projections for the State Department’s budget in
the year 2000?

Answer. The current budget authority projection for the State Department in the
year 2000 is $2.7 billion—essentially a straight-line projection from our FY 1998
budget request. This projection is consistent with the President’s plan to balance the
budget.

The Department plans to sustain Department operations within these budget au-
thority levels by implementing the key management initiatives we are championing
in our FY 1998 budget request including ICASS cost sharing arrangements with
other agencies, the user fee retention proposal, logistics reengineering, and asset
management.

As part of each annual budget process, the Department will refine these out year
budget projections and work within the Administration’s overall budget framework
to ensure that high priority Department initiatives are identified and included for
funding in future budget submissions.

Question 3. A November 1966 GAO report found that implementation of the State
Department’s Strategic Management Initiative, tasked with identifying ways to in-
crease productivity and improve management in the State Department, had stalled,
partly because the State Department resisted setting funding priorities among its
functions.

• Please assess the status of the Strategic Management Initiative. What cost sav-
ings have been achieved to date?

Answer. The Strategic Management Initiative (SMI) identified recommendations
for large and small resource savings. In addition to identifying ways to increase pro-
ductivity and improve management, the SMI process validated the apportionment
of reductions the Department had planned in order to live within its FY 1996 appro-
priation levels. Those reductions were in fact assessed among the Department’s pro-
grams and operations on the basis of policy and management priorities. Indeed,
much of the Department’s ability to achieve its downsizing mandate over the past
two years can be attributed to our internal SMI process and other re-engineering
efforts. For example, from December, 1993, to October, 1996, the Department’s Ex-
ecutive Secretariat staffing level decreased by 17 positions, and the offices of 7th
Floor principals decreased by four positions.

Through SMI and its predecessor efforts 115 reports were eliminated. Forty-two
of these reports were part of the Scheduled Periodic Reporting Program (SPR), a
program that coordinated taskings from other agencies such as the Minerals Ques-
tionnaire and the World Survey of Petroleum Product Prices. Nine reports were also
simplified. We have achieved a 29% reduction in required reporting since 1993. The
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Department has also sought legislative approval to eliminate an additional 24 Con-
gressionally-mandated reports.

The Department has also reduced internal regulations by 64% (approximately
4,000 pages of regulations). This was accomplished principally by eliminating or
simplifying regulations, and by converting them into less rigid ‘‘guidelines’’ for publi-
cation in the Foreign Affairs Handbook.

Question 4. Rethinking The Overseas Operating Structure. An August 1996 report
by the General Accounting Office (GAO) recommended that the State Department
fundamentally rethink the way it does business in order to increase efficiency and
reduce operating costs. GAO recommended that the State Department rethink its
overseas locations in countries where the United States has limited interests.

• What studies has the State Department undertaken to reduce costs in this
area?

• Where will downsizing occur in Fiscal Year 1998?
A March 1996 GAO report recommended that each embassy establish a formal

management improvement program to ensure sound management practices by docu-
menting problems and monitoring corrective actions.

• What, if any, efforts have been made to date to establish such a program?
Answer. While the August 1996 GAO report (GAO/NSIAD-96-124) entitled ‘‘State

Department-Options for Addressing Possible Budget Reductions’’ offers an excellent
and detailed exposition of the principal role played by the Department of State in
advancing the foreign policy and commercial interests of the nation, as well as in
protecting our citizens abroad, it fails to recognize the scope of the Department’s
downsizing efforts.

We believe that the United States is best served by maintaining a presence in
every country with which it has diplomatic relations. We do not agree with the
GAO’s contention that the notion of ‘‘universality’’ is an anachronistic relic of the
Cold War. With the breakup of the Soviet Union and the increasing importance of
multilateral institutions and global problems such as environmental degradation,
narcotics trafficking, and international terrorism, it is critical that the United
States—as the world’s only superpower—remain globally engaged. This does not
mean that we need a large, full-service embassy in every country, but it does mean
maintaining universality of diplomatic representation.

The GAO’s argument against ‘‘universality’’ also fails to recognize the fact that
Americans are traveling abroad to a greater extent than ever before and thus have
a greater need for consular services. For example, the closure of our embassy in
Moroni complicated immensely our efforts at providing consular assistance to the
Americans killed and injured in last November’s hijacking and ensuing crash of an
Ethiopian Airways aircraft in the Comoros Islands. The GAO report also did not ac-
cord any weight to the fact that foreign visitors, who spend significant sums of
money while in the United States, require visas issued by the Department of State
to enter this country.

Lastly, the authors of the GAO report did not mention the fact that other U.S.
Government agencies usually require an embassy or consulate as a platform from
which to conduct their business abroad.

With respect to the question of downsizing in fiscal year 1998, the Department
does not envision any additional overseas post closings next fiscal year. We will,
however, be guided by the Overseas Staffing Model to ensure that our posts are
staffed in the consular and administrative areas in a manner consistent with objec-
tive workload data and in the political and economic areas on the basis of our bilat-
eral, regional, and global priorities.

Concerning the March 1996 GAO report (GAO/NSIAD-96-1) entitled ‘‘State De-
partment-Actions Needed to Improve Embassy Management’’ and its advocacy of
embassy-specific management improvement programs, the Department continues to
believe that the Mission Program Plan (MPP) is the most appropriate means to im-
prove embassy management operations and address material weaknesses in admin-
istrative areas at our overseas posts. Both bureau and post management make use
of this important planning tool to bolster the management practices of individual
posts.

Lastly, it is important to underscore the fact that the International Cooperative
Administrative Support Services (ICASS) system will become fully operational with
the onset of fiscal year 1998. ICASS is a completely new system to manage and fund
the administrative support provided to agencies of the U.S. Government operating
at our Foreign Service missions abroad. Under ICASS, other agencies will assume
their fair share of a wide array of administrative support services which, heretofore,
have been provided by the Department. Local ICASS councils established at our
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overseas posts will ensure that the costs of these services will be distributed equi-
tably and in a transparent fashion. Since ICASS is a system which is customer driv-
en, we believe that it will also result in qualitative improvements in the administra-
tive services provided at our diplomatic and consular missions, and, at the same
time, provide them at the lowest cost possible.

Question 5. Information Resources Management Plan
A $2.7 billion five year information resources management (IRM) plan to invest

in and modernize technology infrastructure is underway at the State Department,
extending from 1997 to 2001.

How will the Administration adapt the principles of its five year technology
infrastructure modernization plan into a system that adapts to changing tech-
nology more readily and within budgetary limitations?

What studies have been done to determine employment modifications and
staff level changes as a result of the technological modernization underway at
the State Department? What studies have been done to reorganize the manage-
ment structure given this changing technology?

To implement the Information Resources Management Plan, the Administra-
tion employs more than 2,000 people. Does the Administration anticipate a re-
duction in force at the conclusion of the five year plan?

Answer. At the heart of the five year technology infrastructure modernization
plan is the design and implementation of an information technology architecture
that is predicated on established industry, or open, standards. These standards are
conducive to interoperatiblity and the use of commercial software applications. We
will be able to evolve or maintain existing information technology while acquiring
new information technology. For example, our deployment of modernized infrastruc-
ture at posts worldwide will establish the base technology for our migration to open
systems based on a Logical Modernization Approach (ALMA) which enables newer
technologies to coexist with older technology until such time that we can afford to
replace it. Life cycle management is a further feature of the modernization plan. We
will periodically replenish our technology base in order to meet the business require-
ments of the Department. Reliance on open standards provides flexibility and a cost
effective operating environment.

We can not say at this time whether there will be fewer or greater numbers of
IRM personnel at the end of the five year plan. The number will ultimately depend
on how we answer questions like whether particular functions need to be done,
whether operating processes can be re-engineered to advantage and how they can
be improved with information technology, or whether work can be done better by
someone else. As we work through these questions we will be guided by GAO’s anal-
ysis of the best practices, and A Guide for Evaluating IT Investments which OMB,
in collaboration with GAO, prepared.

Another important aspect of this question is retraining our staff for the jobs that
come about as the result of the introduction of information technology. An inter-
agency group chaired by State’s Chief Information Officer recently identified the
core competencies generally required for sound information resources management.
We will take advantage of this work in developing our training and education pro-
grams. We recently consolidated information technology training by establishing the
School of Applied Information Technology at the National Foreign Affairs Training
Center. The School will conduct advanced training for our Information Management
Specialists, so that they can maintain or update their skills, and offer training to
our entire workforce to enable it to use the newer technologies.

We recognize the magnitude of our information technology challenge and have re-
aligned our management structure to ensure effective policy focus and oversight.
The Department appointed a chief information Officer (CIO) in 1996. The CIO has
responsibility to oversee the establishment and promulgation of policies, plans and
programs to ensure information resources are designed, acquired, operated, main-
tained, monitored and evaluated so as to support the efficient, cost-effective and
timely achievement of strategic Department missions.

Further, to both broaden senior management involvement in information tech-
nology issues and strengthen the process for approving and managing investments
in technology, we established an IRM Program Board. comprised of twelve senior
Department officials, and chaired by the CIO, it advises the Under Secretary for
Management on IRM matters generally, and approves the Department’s IRM Stra-
tegic Plan, reviews, recommends, and prioritizes for consideration by the Under Sec-
retary IRM acquisitions whose life cycle costs are under $30 million, and reviews
and approves or disapproves program implementation at key decision points.

Finally, at the beginning of 1997 we reorganized the Department’s Office of Infor-
mation Management around core competencies. The goal is to reduce bureaucratic
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layers, promote efficiency and effectiveness, apply lifecycle management methodolo-
gies, and encourage teamwork and creativity. This reorganization has positioned us
to utilize more efficiently the dramatic changes in technology and to be more respon-
sive in supporting America’s diplomacy in the 21st century.
User Fees

Question. During testimony before the Subcommittee on International Operations,
you testified that fee-setting for passports, visas, and immigration documents would
be determined using a ‘‘fully loaded cost of service’’ calculation, including such costs
as rent and electricity.

• What method is currently used to determine the fees? Is it a ‘‘fully loaded cost
of service’’ calculation?

• Please provide the Committee with the regulations regarding fee setting?
• Please detail the prices currently charged for documents that would fall under

the proposed indirect appropriation? What are the projected prices in FY98?
• What procedure would be used to increase fees on these documents under your

proposed authorization legislation?
• Please list the other user fee programs the Administration is proposing for the

FY98 budget?
Answer. The Office of Management and Budget Circular A-25 as revised July 8,

1993, establishes guidelines for a biennial assessment of fees including those
charged for Government-provided services. Circular A-25 states that user charges
will be set at a level sufficient to recover the full cost to the Federal Government
of providing a service. In determining the full cost, all direct and indirect costs to
any part of the Federal Government of providing the services are to be included in
the proposed fee, including:

• Direct and indirect personnel costs
• Physical overhead, consulting, and other indirect costs (including material and

supply costs, utilities, insurance, travel, and rents)
• Depreciation of equipment
• Management and supervisory costs
• Costs of enforcement, collection, research, establishment of standards, and regu-

lation.
User fees, as determined using the OMB guidelines, are instituted through the

promulgation of regulations or through submission of legislation when there are
statutory prohibitions or limitations on charges. Attached is the current Schedule
of Fees for Consular Services as provided in the Code of Federal Regulations, Title
22, Part 22, Section 22.1. The Department is finalizing the cost of service study and
determining how to restructure and streamline the current Schedule of Fees for
Consular Services, and whether changes should be made to individual fees com-
mencing in FY 1998. Any proposed changes to the current Schedule of Fees for Con-
sular Services will be published in the Federal Register, followed by a public com-
ment period of 30 days. After assessing public input and revising the fee schedule
as necessary, a final rule will be published in the Federal Register. The Department
hopes to institute the new fee schedule by October 1, 1997.

The Department is seeking permanent authority to retain MRV fees and to elimi-
nate any cap on fee receipts which the Department can retain to finance consular
operations in its authorization legislation. Because the Department’s fees are based
upon costs as established by a cost of service study, revenues will closely reflect ac-
tual costs.

The other user fee programs the Administration is proposing are contained in the
attached section of the Analytical Perspectives of the FY 1998 President’s Budget.
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APPENDIX 3

HEARING OF MARCH 6, 1997

UNITED STATES INFORMATION AGENCY,
WASHINGTON, DC 20547,

March 19, 1997.
TOM KLEINE
PATTI MCNERNEY
Committee on Foreign Relations,
United States Senate, Washington, DC.

DEAR TOM AND PATTI: I am pleased to forward the Agency’s responses to Chair-
man Grams’s, and Senator Feinstein’s questions for the record on USIA programs.

Please note that the answers to the broadcasting questions we are forwarding
were drafted by the Broadcasting Board of Governors.

Sincerely,
CAROLINE ISACCO,

ACTING DIRECTOR,
Office of Congressional

and Intergovernmental Affairs.

RESPONSES OF MR. DUFFEY TO QUESTIONS ASKED BY SENATOR GRAMS

EFFECTIVENESS OF EXCHANGE PROGRAMS

Question. How does USIA determine the effectiveness of exchange programs in
promoting U.S. foreign policy objectives? How is this quantified? What programs do
U.S. Ambassadors and embassy personnel think are the most effective?

Answer. Ambassadors and U.S. Embassies overseas view the Fulbright and Inter-
national Visitors programs—our two largest programs—as the highest priority U.S.
exchange efforts supporting their missions.

USIA employs a variety of methods in evaluating its programs, including formal
surveys, focus groups, site observation, and field reporting. Through these methods
we gather the comments and opinions of program participants, USIA/Embassy staff
overseas, cooperating program organizations, and individual and institutional Amer-
ican interlocutors (NGOs, businesses, professional associations, etc.). The combina-
tion and distillation of input from these groups—on a worldwide, regional and coun-
try basis—informs USIA’s determination of its exchange program results.

Measuring the results of educational and professional exchanges isn’t easy, par-
ticularly when dealing with young people and students, because the changes in their
attitudes and values take place over a period of years rather than days or weeks.
USIA, however, accepts this challenge when we ask ourselves, ‘‘Did our work make
a difference?’’ To find answers, USIA begins with a clear understanding of its ex-
change program goals which are supportive of U.S. policy and the national interest.
From this solid basis program analysis proceeds in conformity with the Government
Performance and Results Act of 1993. USIA has identified measurable ‘‘indicators
of successful program’’ outcomes or results. We consider the following results to be
evidence of the accomplishment of our goals:

• A cadre of individuals abroad whose knowledge, skills and abilities have been
positively influenced by exposure to American values, views and methods on a
specific theme or issue;

• Increased U.S. knowledge and understanding of international issues and per-
spectives and the value of mutual understanding;

• Establishment and enhancement of long-lasting and productive relationships
between U.S. and foreign individuals and institutions; and

• Expanded and improved international exchanges through the use of USIA re-
sources to leverage support from foreign governments and the U.S. and foreign
private sector/NGOs.
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NIS SECONDARY SCHOOL INITIATIVE

Question. What is the status of the U.S.-Russia secondary school program? Does
the decline in funding for this program reflect simple budgetary constraints or a
judgment about its relative effectiveness?

Answer. The NIS Secondary School Initiative remains a key component of USIA’s
balanced mix of exchange and training programs in Russia and the NIS.

In FY 97, we anticipate that the NIS Secondary School Initiative will be funded
at the $10 million level, with $5 million coming from Freedom Support Act (FSA)
funds transferred to USIA and $5 million from USIA base funding. Reductions in
available funds and relative program priority required a decrease of 29% in the sec-
ondary school program from the FY 96 level.

SHORT-TERM VS. LONG-TERM EXCHANGES

Question. How do you measure the impact of short-term versus long-term ex-
changes? How do you ensure that exchanges lasting only 2 or 3 weeks aren’t seen
as ‘‘all-expense-paid vacations to America?’’

Answer. USIA exchange programs are not ‘‘all expense paid’’ vacations but rather
rigorous, structured programs designed to meet U.S. goals and objectives.

The success of USIA exchange programs—regardless of their length—stems from
a combination of careful program design and selection of U.S. and foreign partici-
pants. The selection process determines the compatibility of the participants’ profes-
sional profile to stated program goals.

USIA exchanges yield both near and long-term effects. After an exchange, partici-
pants return to implement models and ideas they have been exposed to by a wide
range of people with varied experiences. Over time and through such expressions
and actions, the participants’ professional circles and home institutions benefit from
the ‘‘multiplier’’ effect generated by the participant. USIA program evaluations ex-
amine these effects to determine program effectiveness and achievement of stated
goals, both country-specific and supportive of worldwide USG interests.

Recent examples of effectiveness in short-term USIA exchanges include the follow-
ing:

• USIA uses exchange programs to foster contact between Israelis and their Arab
neighbors. For example, in July 1996 USIA brought a group of environmental
specialists to the United States for a month-long exchange program on environ-
mental education. The group included an Israeli Jew and an Israeli Arab in ad-
dition to participants from the West Bank, Jordan, Egypt and Lebanon. The
participants have launched a regional environmental network and remain in
contact with each other.

• As the result of his participation in an International Visitor program focused
on the importance of intellectual property rights protection, an Italian official
undertook raids on computer software pirates.

• A participant in the Business for Russia professional internship program fol-
lowed up on his hands-on entrepreneurial experience in the United States by
initiating the purchase of U.S. building materials for distribution in his home
region in Russia.

COMPETITIVE GRANT PROCESS

Question. The FY 97 Senate Appropriations Committee report recommended an
open, competitive bidding process for all USIA exchange grant programs that en-
sures that small grassroots operations have an opportunity to compete for these
grants. What is your response to this recommendation and what efforts has USIA
made to make the grant process more competitive?

Answer. Late last year, the Director submitted a report to the Congress outlining
our plan to increase competition among organizations administering the Fulbright
and other USIA exchange programs. That report reiterated our commitment to the
participation of a broad range of U.S. organizations, communities and groups in
international exchanges.

Most USIA grants are already competed through Federal Register announce-
ments. All Citizen Exchanges discretionary grants are made on the basis. of open
competition. This year, we began to compete the administration of International Vis-
itor multi-regional projects. And of the several dozen grants awarded annually by
the Office of Academic Programs, only seven have not been regularly competed.

Our plan establishes a timetable to extend competition to other exchange program
activities, including our largest grants which support administration of the Ful-
bright and International Visitor programs.
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• Competition for the Fulbright Senior Scholar program will begin in October
1998 with competition of the Fulbright Student Program to begin in October
2000.

• In October 1997 we will begin an incremental competition of the principal Inter-
national Visitors program agency grants with two of the six grants awarded
every two years over a six-year period.

• In Citizens Exchanges, a segment of each core grant program will be competed
beginning in October 1997.

INCREASED REQUEST FOR IV PROGRAM

Question. I noticed most exchange programs in the FY 98 budget were undergoing
some level of reduction in funding with the exception of the International Visitor
Program, which will receive an increase of $384,000. Why has that particular pro-
gram been targeted for an increased request? How did USIA decide which exchange
programs should bear the greatest impact of its $4.6 million requested reduction
from FY 97 spending on exchanges?

Answer. USIA’s budget reduction strategy seeks to reduce the impact on its cen-
terpiece exchange programs: the Fulbright and IV programs.

The International Visitor Program is one of our largest and most respected ex-
change programs. It is one of the most important foreign policy tools that U.S. am-
bassadors have at their disposal. Over more than 55 years, the program has brought
emerging foreign leaders in government, economics, trade, the media, labor, and
other critical fields to the United States to experience our democratic way of life and
to network with their professional counterparts in this country.

The IV program selection process is very effective in identifying emerging leaders,
so that our investment here pays dividends for decades after the International Visi-
tor returns home. Most participants have never been to the U.S. before, which in-
creases the impact of their highly targeted exposure to our country.

Program participants experience this country at formative stages of their careers.
They visit constituencies throughout our country and provide our citizens with the
opportunity to establish lasting contacts for use in pursuit of American international
goals, both governmental and private sector. Program funding is spent in commu-
nities throughout our country, not overseas. Because of the international networking
opportunities the program provides to Americans, local organizations throughout the
U.S. are involved in every program to ensure access to the visitors by internation-
ally mind local citizens and organizations.

The proposed funding increase—less than 1% of the FY 97 IV program budget—
will help to stabilize operating levels for this program.

STAFF REDUCTIONS

Question. USIA is in the process of eliminating 287 positions in FY 97 and its FY
98 budget plans a reduction of another 128 positions. The FY 97 Senate Appropria-
tions Committee report recommended that USIA should concentrate further person-
nel reductions in support staff in Washington rather than programming staff in the
field.

How are USIA’s position reductions in FY 97 and FY 98 split between Washington
and field staff?

Answer. The Agency has focussed its reductions on domestic operations and staff
to the maximum extent possible. However, because almost 70% of the Agency’s
International Information Program account funds and staff are devoted directly to
overseas operations, budget cuts weigh heavily on those operations. In Broadcasting
Operations, where staffing is concentrated in the U.S, staff reductions are prin-
cipally in the U.S.

In FY 97 and FY 98, the Agency’s staff reductions are as follows:
• Domestic, 145; Overseas Americans, 50; Foreign National Employees, 220;

Total, 415.
From FY 94 through FY 96, the staff reductions totaled:
• Domestic, 950; Overseas Americans, 224; Foreign National Employees, 759;

Total 1,933.

TECHNOLOGY FUND

Question. What regions and populations do you expect to get the most use out of
the digital library? Have you done studies by region to determine how widespread
is the access to computers and the knowledge to use them?
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Answer. The USIS Digital Library is designed to provide information about Amer-
ica to countries around the world—including Third World countries without Internet
access.

The library is currently being tested as a pilot project at 12 USIS posts that rep-
resent every type of technology access, from those with full Internet connectivity to
those that are less technologically advanced with limited or no Internet access.

For many posts, especially in less developed countries, Internet connectivity is ei-
ther too expensive, not very reliable or does not exist. The project’s new CD-ROM
technology will provide access to the USIS Digital Library in these countries, and
position them to use Internet resources when they gain access to that environment.

The Digital Library will also benefit the Londons and Helsinkis of the world by
reducing the costs of access for these technologically-advanced posts, and allowing
them to hyperlink in and out of Internet sites they find useful in their work.

The Internet is certain to grow in importance around the world over the next sev-
eral years, emerging as a low-cost pathway that allows information to be more ac-
cessible and transferable.

A study just released by Nielsen Media Research reports that nearly one in four
people over age 16 in the United States and Canada now use the Internet, more
than twice the number of people who were online 18 months ago. The survey found
that Internet usage increased from 10 percent to 23 percent, showing that the Inter-
net is truly becoming a mass-market phenomenon, according to an Nielsen spokes-
man.

While the United States remains a leader in Internet usage, the lag in Internet
connectivity in many countries is only 6 to 12 months in Europe. While there is lit-
tle Internet connectivity within the African continent right now, several African
countries are only several years away from having Internet access. Countries like
Ghana, Mauritius, Cote D’Ivoire, and Zimbabwe are already connected to the World
Wide Web. We see great opportunities for providing African nations access to the
global information superhighway.

Finally, there is the Leland Initiative, a five-year $15-million U.S. Government ef-
fort to extend full Internet connectivity to approximately 20 African countries in
order to promote sustainable development. The project will promote policy reform
to reduce barriers to open connectivity. This is expected to result in affordable prices
conducive to a broad expansion in computer use, and the delivery of Internet serv-
ices by private sector companies like MCI and AT&T that provide access to the
Internet.

TECHNOLOGY ACCOMPLISHMENTS

Question. During last week’s hearing on the State Department ‘‘Administration of
Foreign Affairs’’ budget, we spent a substantial amount of time discussing the De-
partment’s challenges in the area of information technology infrastructure. Although
your requested increase focuses on communications between Washington and over-
seas operations, how would you assess the state of USIA’s overall information tech-
nology infrastructure?

Answer. Information technology is vital to USIA for both programmatic and ad-
ministrative purposes, and we have made significant progress modernizing our in-
frastructure. We have successfully:

• Converted from antiquated Wang systems to PC Local Area Networks world-
wide;

• Made important use of the Internet both in Washington and overseas;
• Developed innovative programs and products to exploit the Internet—e.g. USIA

and Embassy Home Pages, and Electronic Journals;
• Developed a number of automated applications to improve internal productivity,

e.g. electronic processing of cable traffic via our CableXpress system.
We are proud of those achievements and think we may be ahead of some of our

colleagues.
We are concerned about the daunting technology infrastructure challenges that

remain. This infrastructure must be kept up-to-date in order for USIA to achieve
its mission effectively in the digital age.

• The rapid obsolescence of hardware and software due to the accelerated product
life-cycles in the industry, combined with shrinking resources, mean a constant
scramble to maintain our infrastructure at a reasonable level. For example, our
network operating and corporate e-mail systems are rapidly nearing the end of
their life cycles, which soon will require major new investments.
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• Training employees to make most effective use of the new technology is a key
part of the infrastructure and it is a high priority for us. It is also a challenge
for USIA because our staff is stationed worldwide.

• The ‘‘Year 2000 Problem’’ will require investments in hardware and software.
We have underway an assessment to identify our vulnerability, remediation
strategies and costs.

• Like many federal agencies, we need to modernize our financial management
system, which encompasses virtually all of our administrative systems (account-
ing, procurement, payroll, personnel, property, etc.). These systems are old, do
not meet government-wide standards, and do not meet our operational needs.

TECHNOLOGY FUNDING LEVELS

Question. Do you feel there is adequate funding in your budget request to address
your information technology modernization needs?

Answer. Based on immediate needs and relative priorities, USIA’s request for $7.0
million for the Technology Fund is adequate. Some of our initiatives are in early
stages. The telecommunications pilot and the Year 2000 Assessment are first steps
designed to gather information which would allow us to develop more precise esti-
mates. To upgrade the Agency’s telecommunication infrastructure will undoubtedly
require additional investments in later years. How much will be determined by our
assessment of options. Year 2000 remediation also has the potential for additional
cost.

We are also continuing work on upgrading our major administrative systems and
new projects in such program areas as a digital library for our overseas posts and
in support of exchange of persons programs.

As originally conceived, the Technology Modernization Fund would have embraced
a life-cycle replacement program for hardware, software and skills training to main-
tain our infrastructure. Budget realities have limited the Fund to high priority tech-
nology research and systems development.

TECHNOLOGY FUNDING TRADE OFFS

Question. Do you feel that any problems with outdated technology have been com-
pounded because past funding that should have been prioritized for modernizing
technology infrastructure was instead diverted to other programs?

Answer. USIA has made technology modernization a priority and, for the most
part, has made or is making the conversion from outdated technology to modern sys-
tems. For example, senior management recognized the need and reprogrammed the
funds on an ad hoc basis to respond to the challenge of Wang replacement and PC
upgrade. Nevertheless, because of the pace of change in this field and USIA’s de-
pendence on Technology, the need to stay current is a continuing concern.

DIGITAL VIDEO CONFERENCING

Question. USIA’s FY 98 budget also requests funding to expand digital video con-
ferencing capabilities. Have there been any studies to determine how much money
USIA might save in travel costs through increased reliance on such capabilities?

Answer. While we are advancing the use of DVCs in our daily programming, face-
to-face exchanges will never be replaced as the most effective means of dialogue.

USIA has not conducted any specific studies of the tradeoffs between digital video
conferencing (DVC) and speaker travel. However, we have cut back our annual trav-
el costs, in part because DVCs are usually cheaper than the combined expenses of
round-trip air fares, per diem, and lodging. To cite some specific examples:

• A one-hour DVC to Stockholm runs approximately $600 versus round trip air
fare of $980, a figure that excludes per diem and lodging.

• A four-hour DVC to Brussels using two ISDN lines for higher broadcast quality
would run $1,700, more than the air fare of $950, but again without factoring
in lodging, staff support, and other expenses.

• For Bangkok, a six-line DVC feed for one hour runs $750, compared to round
trip air fare of $2,180.

Equally important, DVCs enable a broader range of people to interact with foreign
audiences than would ever be the case with traveling speakers. Busy officials and
noted academics are frequently unavailable for foreign travel; but of ten they can
spare an hour or two to come by the USIA studio or other DVC facility. The newest
DVC technology, moreover, does not even require a special studio, but only a small
digital camera that can broadcast through a computer monitor. In short, the partici-
pant doesn’t even have to leave the office.
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QUESTIONS RAISED BY SEPTEMBER 1996 GAO REPORT

Question. I understand that in response to the report, USIA has created a priority
system called the ‘‘RAGG’’ system, which ranks countries in six categories, with the
lowest category having ‘‘limited public diplomacy goals.’’ Is this program fully imple-
mented? How many countries are considered to have ‘‘limited public diplomacy
goals?’’

Answer. Revised substantially during 1993, USIA’s Resource Allocation Group
(RAG) system antedates the GAO’s report of September 1996. The system continues
to be the Agency’s framework for relating country-specific Agency resources with
U.S. national interests and Agency policy objectives. It raises resource issues for dis-
cussion and review by the Area Offices and the Resource Management Committee
and for final decision by the Director.

The RAG system identifies six categories of countries in which the U.S. has stra-
tegic interests and concerns that can be furthered through public diplomacy. In ad-
dition, there are two categories of countries in which the Agency either has no re-
sources or cannot operate. Together these two categories include 46 countries.

Fifty-seven countries are currently in the lowest category in which USIS posts
pursue public diplomacy goals. While these countries are of lower priority, ‘‘lower
priority’’ does not mean ‘‘no priority.’’

Posts in this category are highly cost-effective. Although they are USIA’s smallest
operations in terms of funding and personnel, the impact of their programs is often
disproportionately great. In fact, some posts are becoming special issue posts, focus-
ing scaled-back resources sharply on a special problem or policy question identified
by the ambassador as requiring public diplomacy support. For example, one Carib-
bean post works solely on anti-narcotics programs.

Because the largest number of these posts is in Africa, wholesale elimination of
the lower RAG posts would incorrectly signal diminishing U.S. commitment to that
continent. Engagement through public affairs programming in the democratizing
countries of Africa remains critical to U.S. policy.

One small Gulf country has an importance to US policy in the region far greater
than its physical size, since it hosts the US Fifth Fleet and because of its strategic
location. Because of its size and of the very well defined areas of our work there,
it would fall relatively low in the RAG list, but certainly it is an important US ally
which merits USIS attention.

Question. What savings have been generated since the creation of this system?
Answer. Since 1993, the RAG system has been an integral part of the Agency’s

resource analysis and budgeting process. While not a mechanism for making cuts,
it has proved to be an important tool for senior management in dealing with drastic
budget reductions over the past four years. Savings from reductions in the Agency’s
overseas missions have totaled $71.6 million for the period, including the elimi-
nation of 1,004 positions.

Question. Personnel costs in Germany and Japan are some of the highest, consum-
ing more than 65 percent of the total USIA budget in each country, according to
the GAO report. How do these costs factor into your priority calculations?

Answer. Recognizing the high costs of doing business in Germany and Japan—
but recognizing at the same time how essential these countries are to the U.S. as
foreign policy partners—USIA has made substantial cuts in both, including substan-
tial cuts in personnel. In Germany, for the period 1994-1998, overall reductions total
approximately $4.2 million, including the elimination of four American positions and
38 Foreign Service National employees. In Japan, for the same years, overall reduc-
tions total approximately $3.5 million, including the elimination of two American
positions and 23 FSNs.

GAO REPORT RECOMMENDATIONS: EXCHANGES PRIORITIES

Question. As I stated at the outset, the exchange of ideas and people with other
countries is a valuable public diplomacy tool. In FY 98, the President is requesting
$198 million for USIA-sponsored exchanges. According to the GAO report, conditions
have changed since the U.S. first began funding scholarship. In 1950, 7.7 percent
of foreign students in the United States reported the U.S. federal government as
their primary source of funding. In 1994, only 1.2 percent cite the U.S. Government
as their primary support. Likewise, in 1969, approximately 18,000 U.S. students
studied abroad. In 1994 more than 76,000 students attended foreign educational in-
stitutions.

• One option the GAO recommended was a reduction in the funding of exchanges
with western industrialized countries, especially Germany and Japan, which
rank second and 14th, respectively, in terms of USIA exchange funding. What
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efforts has USIA taken to redirect exchanges to poorer and less developed coun-
tries?

• Another option cited by GAO was the development of a prioritization mecha-
nism based on using uniqueness and relationship to foreign policy goals. Such
a system would ensure dwindling resources are used most effectively. Has such
a system been implemented? If so, what changes in the FY 98 budget submis-
sion reflect this change?

Answer. USIA programs have always comprised a small part of the total number
of international student exchanges. Privately-funded foreign students, however, tend
to be self-selected, affluent and disproportionately represent one region (Asia) as
well as certain academic fields (particularly the physical sciences and engineering).
By constrast, USIA programs are focused on quality and not quantity and are driv-
en by the strategic goal of reaching the best and the brightest who will influence
America’s interests around the world in the future. Our exchanges seek to com-
plement and provide a targeted foreign policy impulse to America’s student and
scholarly exchanges with the world. Unlike private programs, USIA exchanges can
respond flexibly and quickly to specific, often rapidly changing policy priorities.

USIA allocates its exchange resources in a balanced, strategically focused way
across all of the world’s major regions. Western Europe, in fact, ranks only fifth
among six regions in terms of direct USIA exchange funding. In funding for the Ful-
bright program, Western Europe ranks last among the six regions. USIA exchange
dollars in the industrialized countries (both Western Europe and Japan) are
stretched, however, by the largest host government and private sector support found
anywhere in the world. Japan and Germany, for example, contribute substantially
more to the Fulbright program than does the United States, a reflection of the criti-
cal role which these crucial U.S. allies assign to educational exchange with the
United States.

USIA’s policy-driven Resource Allocation Group (RAG) system helps to shape the
level of exchanges among the six major geographic regions. In FY 95, for example,
44% of USIA’s exchanges in terms of total participants took place with top priority
countries. These countries have the greatest existing and future impact on Ameri-
ca’s security and economic interests. Our vital relationships with these priority
countries, which will evolve and change in the 21st century, merit the continued
USIA support for educational and professional exchanges.

EDUCATIONAL ADVISING

Question. The President’s FYI 98 budget request includes costs associated with
USIA-supported educational advising institutions. These institutions provide infor-
mation about the U.S. system of education to international students. According to
the GAO report, the USIA Inspector General, which has been consolidated with the
State Department since the report’s release, recommended that it is an appropriate
time for USIA to turn over its educational advising role to the private sector.

• What specific efforts has USIA made to privatize or curtail these programs?
• If no efforts have been made, why not?
Answer. Education is the American economy’s fifth largest service export—$7.5

billion in earnings annually—but in the last two years the number of foreign stu-
dents in the U.S. has remained flat for the first time since World War II. Our main
competitors for foreign students—Governments of the United Kingdom, Australia,
and Japan—have successfully intensified their recruitment efforts.

USIA supports a network of 450 student advising centers around the world, the
only source in many countries of comprehensive, reliable information about U.S. col-
leges and universities. U.S. Government support brings a commitment to ensure
that all American institutions of higher education are honestly and fairly rep-
resented. The advising centers have a demonstrated impact on the marketing of
U.S. education among prospective foreign students. For example, approximately 55%
of the 47,000 Latin American/Caribbean students who came to the United States
(and spent $732 million in the American economy) received guidance from USIA-
supported advising centers.

We believe that USIA advising efforts can be streamlined and leveraged signifi-
cantly both in partnership with the private sector and in expansion of self-sustain-
ing operations at overseas centers. We have made specific efforts to do so:

• In FY 97, Congress granted one-year recycling authority to USIS posts which
offer advising and counseling services. We are requesting permanent recycling
authority this year. Over the next several years, we expect that USIS-run advis-
ing centers will fund much of their operational costs from recycled fees.

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00448 Fmt 6602 Sfmt 6621 E:\HEARINGS\47753.008 INET01



444

• We developed two pilot projects with Peterson’s publishing Corporation operat-
ing two former USIS advising centers, which we plan to replicate at other loca-
tions. We also are seeking other private partners who might be interested in
taking over such centers.

• We have worked with the Educational Testing Service (Princeton, New Jersey)
and Sylvan Prometric in establishing 12 computer-based testing sites and a
pilot computer resource center (1998). The projected expansion of this initiative
over the next two years to another 50 advising centers could yield up to
$300,000 in savings.

• We have implemented an award-winning student advising CD-ROM which has
greatly encouraged foreign students to pick US institutions for their on-going
studies.

The Office of Inspector General revised its original recommendation and now
agrees that USIA should have a continued but reduced financial role in student ad-
vising and counseling. Although we have reduced funding for overseas educational
advising by 35%, we expect additional significant savings as we move ahead with
our strategy for fee-for-service recycling and expanded partnerships with the private
sector.

RESPONSES OF MR. DUFFEY TO QUESTIONS ASKED BY SENATOR FEINSTEIN

FOREIGN POLICY REORGANIZATION

Question. Mr. Duffey, as you know, the past several years have seen considerable
debate about the benefits of an independent USIA, or whether U.S. foreign policy
would be better served by folding USIA operations into the Department of State.
Secretary Albright has stated on several occasions that she enters the discussion of
about State Department reorganization with an ‘‘open mind.’’

What benefits do you see deriving from U.S. international public affairs develop-
ment remaining independent from foreign policy development? If USIA were folded
into State, as some have suggested in the past, would the voice of public diplomacy
be either lost in the shuffle of policy making or be hopelessly compromised?

Answer. The issue of reinvention or reorganization of the foreign affairs agencies
is currently under review within the Administration. I expect that the views of
USIA will be considered in that process. Whatever the outcome of the review I an-
ticipate that the important mission of public diplomacy will be protected.

FOREIGN POLICY REORGANIZATION

Foreign policy making today is increasingly done on an interagency basis. In addi-
tion to the State Department, the departments of Defense, Commerce, Treasury,
and USTR—just to name a few—all have a seat at the table. If USIA were absorbed
into the State Department, is there a danger that U.S. public diplomacy would al-
ways reflect the State Department point of view, even when that view did not nec-
essarily reflect the ultimate policy decision?

Answer. USIA, as I have stated on numerous occasions, does not function as the
public affairs arm of the Department of State, but as the source of public diplomacy
formulation and the public affairs agency for all U.S. government presence overseas.
The Agency and its posts around the globe serve all of the branches of government—
executive, legislative, and judicial. Within the Executive Branch in addition to the
Department of State, we work closely with Defense, Treasury, Justice, Commerce,
USAID, USTR and other agencies and departments in the international arena. It
would be important, in any kind of reorganization, to ensure that public diplomacy
activities abroad be in service to all parts of the government. If this were not the
case, the result might be not a streamlining of public diplomacy operations, but
rather a proliferation of them as each department sought to have its own independ-
ent outlet.

USIA MANAGEMENT/ADMINISTRATION

Question. (As you noted in your testimony), the USIA budget has been declining
over the past several years. How deep have the cuts been? What efforts have you
made to streamline and reinvent the Agency?

Answer. The cuts have been substantial. Measured on an annual basis, gross re-
ductions have been taken as follows in USIA’s major accounts:
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FY 94
Salaries and Expenses, 173 positions, $16.2 million. International Broadcasting
Operations, 263 positions, $49.9 million.

FY 95
Salaries and Expenses, 250 positions, $18.0 million. Exchange Programs, $15.8
million. International Broadcasting Operations, 292 positions, 754 grantee posi-
tions, $90.3 million.

FY 96
Salaries and Expenses, 743 positions, $60.4 million. Exchange Programs, $31.9
million. International Broadcasting Operations, 212 positions, 420 grantee posi-
tions, $78.9 million.

FY 97
Salaries and Expenses, 221 positions, $20.3 million. Exchange Programs, $14.1
million. International Broadcasting 0perations1 76 positions, $16.4 million.

FY 98
International Information Programs (formerly S&E), 118 positions, $5.2 million.
Exchange Programs, $4.6 million.

These reductions total 2,348 positions, 1,174 grantee positions, $422.0 million.
With these changes, the budget has been reduced 33 percent in constant dollars

since 1993; staff is down by 29 percent.
USIA began reinvention to achieve savings before the major budget cuts started,

but the pace of cuts has been faster than anticipated.
USIA consolidated all USG non-military international broadcasting, generating

savings of over $400 million over the 1994-1997 period.
The Bureau of Policy and Programs was dismantled, closing down less-effective

means of reaching key audiences. The team-managed, new Bureau of Information,
stressing technology, is 30 percent smaller.

Overseas posts are becoming more focussed and more flexible, with fewer fixed
facilities. Through FY 1997, we have closed 35 posts, while opening 26 in former
USSR, Central Europe, Asia, and Africa to meet new foreign policy demands.

The Management Bureau is reengineering administrative processes; its staffing is
down by over 20 percent. Among others, printing, warehousing, and travel adminis-
tration are being reconfigured or consolidated with other agencies.

Financial and other administrative systems are being upgraded through use of
common systems with other agencies.

The Bureau of Educational and Cultural Affairs is being streamlined and
delayered. Staff reductions have been made.

USIA has been a leading proponent of the new overseas administrative support
system, ICASS.

BUREAU REORGANIZATION

Question. Since 1993 USIA has undergone a profound management and adminis-
tration overhaul. I was wondering if you could comment on both the administrative
and policy aspects of the changes made at USIA by the closing of the Bureau of Pol-
icy and Programs and the creation of the Bureau of Information as well as on the
plans for the reorganization of the Bureau of Education and Cultural Affairs.

Answer. In 1993, USIA dismantled the Bureau of Policy and Programs, closing
down activities such as the production of magazines and exhibits which were no
longer deemed the most effective means of reaching foreign decision makers. In its
place the Agency created the Bureau of Information, 30 percent smaller and radi-
cally different, as a model of a de-layered, team-managed, and customer-oriented or-
ganization.

Only a year later, the new I Bureau received the Vice President’s Hammer Award
in recognition of its success as a ‘‘reinvention laboratory.’’ Innovative and agile, the
bureau has:

• Established a highly regarded Internet presence (rated ’’number one’’ in 1996
in the government category for content and experience by Point Communica-
tions).

• Produced an award-winning CD-ROM to support student counseling overseas
(recognized for significant achievement in 1996 in the Federal Government cat-
egory by SIGNAT Foundation, the world’s largest CD-RON user group).

• Created a series of thematic biweekly journals delivered electronically to USIS
posts overseas and available on the Internet (French versions ranked ‘‘number
three’’ on a list of the best 200 Francophone websites by Le Guide, a Microsoft
Corporation publication in France).
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• Supported the move away from traditional libraries with on-line reference serv-
ices.

• Constructed a digital library as a hybrid Internet-CD-ROM product (now in
pilot phase).

• Explored the use of digital video conferencing as an economical supplement to
the Speakers and Specialists Program.

The Bureau of Educational and Cultural Affairs has prepared a comprehensive re-
organization plan to overhaul administration of USIA exchange programs. The pro-
posed plan would address four main objectives:

• Fewer operational units to reduce fragmentation (elimination of two offices and
26 organizational units);

• Fewer supervisory levels and reduced layering (elimination of 31 supervisory
positions and cutting back the number of clearances required by 30 to 50%);

• Increased teamwork and communication across functional lines;
• Reduced staffing to meet National Performance Review and budget require-

ments.
The plan is now being reviewed to determine consistency with Agency objectives

and the Administration’s National Performance Review goals to streamline govern-
ment operations. In anticipation of reorganization, however, the Bureau in FY 96
and 97 eliminated more than 50 positions (15% of its work force).

RESOURCE ALLOCATIONS

Question. As USIA has cut back positions and posts over the past several years
to take into account declining budgets, there has been some debate and disagree-
ment as to how USIA is determining which posts should be closed or consolidated
and which should remain open. One of the central missions of USIA in the coming
years, I would think, is helping to engender the growth of free markets and democ-
racy in East and Central Europe. Yet despite the move of RFE/RL from Munich to
Prague, more resources are apparently still dedicated to operations in Western Eu-
rope than in the East. I was wondering if you could offer us some insight into the
decision-making process within USIA for determining how resources are allocated?

Answer. Since the end of the Cold War, we have opened 18 new posts in Eastern
Europe and the NIS, demonstrating our significant commitment to the region. For
FY 98, we have allocated more overall resources for Eastern Europe and the NIS
than to Western Europe. Our budget request for Eastern Europe is $130.4 million,
while for Western Europe it is $92.5 million—a difference of $37.9 million. This dif-
ference indicates a more extensive exchange program and broadcasting schedule for
Eastern Europe and the NIS than for Western Europe.

In Eastern Europe and the NIS, USIA programs focus on the development and
enrichment of democratic institutions and a market economy. We conduct profes-
sionally focused exchange programs for business leaders, government officials, and
academics. We have a very active program of exchanges for high school, university,
and post-graduate students. Members of Parliament and other leading officials from
all of the countries of Eastern Europe and the NIS have traveled to the U.S. on
USIA programs to learn about the American legislative system.

USIA Information Resource Centers in Eastern Europe and the NIS provide up-
to-date information on U.S. policies, economic trends, and social issues to high-level
government officials, leading members of the media, and influential members of the
academic world and research institutes. USIA officers in the region are helping to
develop an independent media through a number of programs to train journalists
and assist in the modernization of the print and electronic media.

Compelling policy interests keep us engaged in Western Europe at the same time.
The U.S. requires European partnership to achieve our international policy goals
and to defend our vital interests. The European Union is our largest trade and in-
vestment partner, and the EU nations are our most critical allies in global security
affairs.

The successful defense of U.S. vital interests in partnership with Europe requires
that USIA:

• Build public support abroad for specific U.S. short-and long-term policies, be-
cause democratic governments will only adopt policy decisions when they find
resonance for those decisions with their own citizens.

• Broaden individual and institutional constituencies for the policies and values
essential to the security and prosperity of the U.S., to assure that long-term
U.S.-European partnership can withstand short-term tensions and differences
over specific issues.
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While USIA is maintaining a presence in Western Europe, budget realities have
forced us to cut funding for Western Europe by 24% since 1995. We have closed four
posts and cut 139 positions. In FY 1997, we cut Western European programs by
$4.25 million. By this summer, 64% of Western European country posts will be
staffed by one or two American officers.

In light of these budget reductions, we have changed completely the way we do
business in Western Europe. We do not rely on expensive physical plants, and in-
stead run tightly focussed programs on key issues and policies. In Germany, for ex-
ample, we are moving away from activities based on infrastructure-heavy America
Houses and toward targeted, policy-oriented activities. Among the issues we support
through our programs are European security, trade sanctions against Iran, Iraq and
Cuba and intellectual property rights.

EXCHANGE AND TRAINING COORDINATION

Question. I understand that one of the goals of USIA for the upcoming year will
be putting into place the Office of U.S. Government International Exchange and
Training Coordination. The goal of the Office is to increase cooperation and elimi-
nate duplication of effort by the over 35 federal agencies that administer inter-
national exchange and training programs.

Can you provide us with a few examples of the sort of duplications that can cur-
rently be found in U.S. Government exchange and training programs and expand
on how the Office will manage to consolidate these programs. Do you have an esti-
mate on what sort of savings will be realized by this effort?

Answer. To improve coordination among U.S. agencies conducting international
exchange and training programs and to examine the issue of possible duplication,
the Administration will strengthen USIA’s existing authorities through a new Exec-
utive Order and related legislative proposal. The Executive Order will establish a
senior-level inter-agency Working Group which will make recommendations to the
President on improving efficiency and effectiveness in international exchanges. The
focus will be to increase inter-agency cooperation, set common benchmarks in re-
porting on U.S. exchanges, reduce duplication, and prepare a national exchanges
and training strategy.

The Executive Order will also establish an Office of U.S. International Exchange
and Training Coordination in the USIA Bureau of Educational and Cultural Affairs.
This Office will provide staff support for the Working Group, serve as an inter-agen-
cy clearinghouse, and monitor exchange and training programs across the govern-
ment.

Before implementation of the new inter-agency Working Group and its support of-
fice, however, it would be premature to identify or speculate on specific duplication
among exchange and training programs in different federal agencies. Such judg-
ments require careful review by the inter-agency Working Group. Although we be-
lieve that savings can be made in the estimated $1.8 billion in federal funds com-
mitted to these programs, it is difficult at this point to predict what level can be
achieved.

LIBRARY FELLOWS PROGRAM

Question. It has been brought to my attention that during the next year USIA
plans to eliminate its Library Fellows Program which places practicing librarians
with expertise in areas identified as needed by host libraries in those host libraries.
This program has allowed American librarians to work overseas improving manage-
ment and assisting in the development of technological innovation and has also
brought librarians from abroad to spend time in the U.S. The benefit of creating the
sorts of global information networks embodied in this program seems to me to be
a central element of the USIA mission. Why has USIA chosen to eliminate this pro-
gram? What are the savings? Will these sorts of librarian exchanges still be able
to occur under other USIA programs?

Answer. Over the past several years of declining budgets, USIA has had to make
hard decisions. The FY 98 USIA budget proposes to eliminate funding to the Amer-
ican Library Association for the library fellows program. However, we are currently
discussing a limited funding option for FY 98 that would provide 50 percent of the
FY 97 grant funds but only if the ALA matches these Agency funds through fund-
raising in the private sector. USIA would have to reprogram from other sources to
cover such an option.

Question. What are the savings?
Answer. Should the program be eliminated for FY 98, the savings will total

$450,000. Should the Agency go forward with its mate proposal to the ALA, the sav-
ings will total $225,000.
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Question. Will these sorts of librarian exchanges still be able to occur under other
USIA programs?

Answer. The Agency intends to fund a number of other programs that engage our
interests in global information networking and international librarianship. The Ful-
bright program has funded an average of 8 librarians a year over the last five years
and will continue to do so. The International Visitor Program will continue to fund
group projects for foreign library professionals. Our own Information Resource Cen-
ters and libraries will continue to send foreign nationals to ALA conferences. Aca-
demic specialists in library science will be recruited and sent abroad to train, teach,
and present seminars, as much as the Library Fellows do, but for shorter periods
of time. Finally, the Agency intends to continue its relationship with the ALA by
working cooperatively with them in presenting training and/or cutting-edge semi-
nars and by providing assistance to ALA’s international initiatives.

NEW INFORMATION TECHNOLOGY

Question. Beyond the CD-ROM which you brought with you to this hearing, could
you provide us with additional detail about the sorts of innovative programs that
USIA has planned? USIA was one of the first federal agencies to use the Internet—
do you have any additional plans to aggressively use the Internet, for example, as
a venue for public diplomacy? What other sorts of ‘‘virtual diplomacy’’ do you envis-
age USIA promoting?

Answer. USIA’s International Home Page is expanding exponentially with new
subject and issue-oriented web sites. Among our more recent sites: U.S. Support for
Peace in the Middle East, The New Atlantic Community, Marshall Plan 50th Anni-
versary, Intellectual Property Rights, and Asia Pacific Economic Cooperation
(APEC).

One of the most comprehensive Internet sites managed by USIA is devoted to
international civic education. The site, called Civnet, contains a vast range of civics
teaching resources, including lesson plans, books, documents, periodicals, and lec-
tures. Civnet also provides a forum for the electronic exchange of views among pro-
fessionals in the field, notices of events and conferences, and linkages to a world-
wide network of organizations committed to teaching the values of democracy and
civil society.

We are continuing our new program of biweekly Electronic Journals, which ad-
dress the five broad subjects of economics and trade; foreign policy; democracy and
human rights; global issues such as environment, drugs, and communications; and
U.S. society and values. The journals, prepared in a variety of formats, can be
accessed over the Internet and downloaded for local printing.

Among the recent and planned innovations:
• USIA used its electronic media to communicate the Department of State

Human Rights Report to each post more quickly and less expensively than in
previous years.

• The Digital Broadcasting Project will employ modern digital computer networks
to replace and integrate several separate and obsolete technical facilities used
to create and produce radio and television programs.

• Broadcasting is also converting its satellite circuits to compressed digital for-
mat, which, among other things, will allow it to reach over 60 percent of the
world’s population via AsiaSat2.

• USIA is engaged in a pilot effort to improve communications with its overseas
posts. A two-way, high-speed digital platform will be tested.

• We are piloting technology innovations such as a digital library CD-ROM—a
source of information on law, economics and government that is timely, relevant
and easily accessible to overseas posts and their audiences.

• We intend to pursue an on-line Exchanges Network offering a variety of direc-
tories and services and fostering communication among our exchanges alumni.
Additionally, we have plans to develop an on-line database of international ex-
change opportunities.

TECHNOLOGY UPGRADES

Question. I understand that USIA is improving its technological base. Please give
me some examples of what you have done and what you plan on doing over the next
several years.

Answer. USIA has developed a very active and award winning worldwide web site
on the Internet. Many of our overseas posts have also created home pages for their
foreign audiences, and we see continued expansion of our Internet use for both pub-
lic audiences and as an Internet for use by our posts and missions overseas. We
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have effectively used CD-ROM technology to explain higher educational opportuni-
ties to foreign students. We engage regularly in meetings throughout the world via
digital video conferences, which is a technology well-suited for our mission, and we
plan to continue our investments in this area.

The success of our CableXpress product is a model in the foreign affairs commu-
nity. This system, which is based on Lotus Notes, has automated the preparation,
distribution, archival and retrieval of all unclassified cable traffic—which forms over
90 percent of our official communications. In fact, the USIA team responsible for
this program was recognized for technological excellence by Government Computer
News and GSA.

A few years ago, USIA made a concerted effort to break away from the out-dated
propriety world of Wang computers. Today every USIA overseas post uses PC-LAN
technology. Domestically we also replaced all Wang equipment with PC-LANs. A
few years ago we upgraded the network backbone that interconnects all LANs do-
mestically to fiber optic cable. Agency employees now frequently use e-mail and ac-
cess the Internet both of which are universally available to domestic employees.

Despite this progress, USIA is very concerned about our capability to make addi-
tional progress in both the program and administrative areas. As outlined in our
Program and Budget in Brief document, we plan to develop a USIS Digital Library
and create programs that exploit the Internet in support of the Fulbright and other
exchange programs. We will continue efforts to expand the number of fast and reli-
able communications circuits between Washington and our overseas posts.

BROADCASTING QUESTIONS

FOR THE RECORD

SFRC HEARING

DRAFTED BY

BROADCASTING BOARD OF GOVERNORS

BROADCASTING AND USG POLICY

Question. Some analysts, including the distinguished Chairman of the Foreign Re-
lations Committee, have said that U.S. government funded broadcasting should be
required to reflect U.S. government policy. Do you share this view? Is there merit
in broadcasting being wholly independent and allowed to run programs suitable to
any audience? Do you see any benefit to allowing private companies and organiza-
tions to advertise on U.S. international broadcasting station? Could it help defray
costs? What sort of limitations would you recommend be put on such advertisers

Answer. Yes, in fact, U.S. Government broadcasting already is required to reflect
U.S. policy under the Voice of America Charter. The Charter requires VOA: 1) to
provide accurate, objective, and comprehensive news; 2) to explain American institu-
tions and project American thought; and 3) to present the policies of United States
clearly and effectively along with discussion of those policies.

The primary vehicle for carrying out the third requirement of the Charter is the
daily VOA editorial, which is introduced as ‘‘expressing the policies of the United
States government.’’ VOA internal procedures require that the editorials be broad-
cast by all of VOA’s fifty-two language services.

U.S. Government broadcasting also presents U.S. policies through such programs
as ‘‘On the Line,’’ a weekly VOA television/radio policy talk show featuring high-
ranking U.S. officials, and WORLDNET television interactives with U.S. officials
and journalist overseas.

The International Broadcasting Act of 1994 unified all U.S. non-military inter-
national broadcasting, within USIA, presided by a Presidentially-appointed, biparti-
san, Broadcasting Board of Governors. In accordance with the Act, the Secretary of
State, acting through the Director of USIA, provides information and guidance on
foreign policy issues to the Board. This Board oversees federal entities such as the
Voice of America, WORLDNET TV, and Radio and TV Marti, as well as two private
corporations receiving grants, Radio Free Europe/Radio Liberty and Radio Free
Asia. This organizational arrangement assures the clear presentation of U.S. policy,
as well as the necessary protections for journalistic independence and objectivity.
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In this regard, privatization is at best of limited value. The reason is clear: what
U.S. broadcasters do—present U.S. policies, bring news and ideas to information-
starved audiences, promote democratic and free-market ideals—cannot and would
not be done by any private broadcasting organization, let alone in dozens of foreign
languages. Private broadcasters are in the business of making money, not serving
the vital interests of the U.S. Government or meeting the informational needs of the
many people around the world whom U.S. broadcasting now serves.

Allowing private companies and organizations to advertise on U.S. international
broadcasts would be beneficial only in that it could help defray costs of our overall
broadcast operations. Adverting could also help generate revenue, enabling support
for programming which existing budgets would render unaffordable. In all likeli-
hood, such advertising revenue would be a precipitant of a joint venture with a pri-
vate broadcasting organization in airing commercials on independently owned AM/
FM VOA affiliate stations around the world. However, we must adhere to guidelines
to protect the editorial and journalistic integrity of the broadcast product.

Generally, the limitations on such advertisers would mirror closely standards
similar to those currently in use in the U.S. today. In addition, consideration and
sensitivity must be extended to social mores of an international audience to whom
we are broadcasting.

PUBLIC AFFAIRS TV PROGRAMS

Question. I was wondering if you could provide the Committee with some addi-
tional information regarding the USIA’s production of public affairs television pro-
gramming. I understand, for example, that USIA collaborated with the Drug En-
forcement Administration to create a Spanish-language TV documentary on narcot-
ics which appeared on 50 TV stations throughout Latin America and the Caribbean.
I am particularly interested in hearing more about the editorial process—how is a
decision to make this sort of program made? Who makes it? Who oversees produc-
tions? What is the interagency consultative process like? How do you measure the
impact of this type of programming?

Answer. USIA Television has not produced documentary programs with regularity
since 1982. A few documentaries have been produced since that time; the last one
was produced three years ago. This documentary, ‘‘The Fragile Ring of Life,’’ was
produced in content and financial collaboration with other U.S. Government agen-
cies: the Agency for International Development, the State Department, the Environ-
mental Protection Agency, the Commerce Department’s National Oceanic and At-
mospheric Administration and the Interior Department. The subject was determined
through an interagency consultative process, with the objective to bring inter-
national attention to the worldwide environmental problem that endanger coral
reefs across the globe. The documentary received Congressional approval for show-
ing in the United States.

With regard to the specific question of a documentary with the Drug Enforcement
Agency, there is no program USIA has produced with the DEA that could be termed
a ‘‘documentary.’’

USIA’s Television Service is very active in the area of public affairs programming.
The television techniques that are used fall primarily into two categories: short
news clips and discussion programs. The DEA has appeared with some regularity
in the short news clips (two to four minutes in length) that are produced daily in
our News file service and provided to foreign broadcasters. Newsfile is generated by
the WORLDNET television staff, a group of professional journalists who select their
daily stories from national and international events that reflect broad U.S. foreign
policy themes. Newsfile also uses material from regular official briefings at the
White House, the Pentagon and the State Department. The fight against illicit
drugs in Latin America, and the U.S. position on the issue, receives regular cov-
erage by Newsfile.

To reach a more targeted audience, WORLDNET regularly produces public affairs
discussion programs, or Interactives, with live audiences in specific countries to ad-
dress important bi-lateral and multi-lateral themes. These programs may take the
form of a televised press conference or an exchange between government officials.

The topic selection process for these public affairs discussion-format programs is
a simple one. Every week, a team within the TV Program Office made up of career
foreign service officers and professional television producers review the requests for
programs that have come directly from U.S. embassies abroad, with topics that fall
within the guidelines of the U.S. missions program plan and developed by the em-
bassy’s ambassador-led ‘‘country team.’’

The program team also reviews program ideas that originate within USIA in
Washington and other government agencies, program ideas that may support mis-
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sion goals on bilateral issues or may be used to explain U.S. Government positions
on broader issues such as the expansion of NATO. They may address a particular
department’s concern., e.g., the State Department and the drug certification find-
ings, or the Treasury Department’s introduction of the new $100 bill.

USG officials such as Office of National Drug Control Policy Director Barry
McCaffrey have appeared on these discussion programs to explain our policies and
actions against illegal narcotics. Such high-level participation usually assures good
placement on television stations where the topic is germane, with newscasters using
excerpts from the programs for their news reports.

Recent examples of programs on WORLDNET concerning drugs and Latin Amer-
ica:
(FY–97)

3 Oct. 1996 ‘‘Frontiers in Demand Reduction’’ Guest: Gen. Barry McCaffrey, Direc-
tor, White House Office of National Drug Control Policy (ONDCP). With San Sal-
vador, Santiago, Tegucigalpa.

2 Dec. 1996. ‘‘International Narcotics Issues.’’ Guests: Patricia L. Hall, director,
Latin American and Caribbean Programs, Bureau of International Narcotics and
Law Enforcement Affairs, Department of State, and Robert Sims, senior adviser for
international criminal justice (same bureau).

23 Jan. 1997 ‘‘The Role of the Media in Drug Abuse Awareness.’’ Guests: Dr. Judi
Kosterman, associate director for field operations, Community Anti-Drug Coalition
of America, and Kellie Foster, director of communications and marketing, Commu-
nity Anti-Drug Coalition of America.

Feedback on WORLDNET public affairs programs comes from USIS field posts
which report on placement of television products.

AUDIENCE RESEARCH INCREASE

Question. I noticed that according to the ‘‘USIA FY 1998 Budget Proposal’’ part
of the increase in budget request for international broadcasting is intended for use
for ‘‘additional audience research.’’ I realize that the requested amount for this re-
search is a relatively modest sum—$1 million—but I was wondering if you could
provide us with a little more extra detail on what exactly this additional audience
research entails and how your findings may influence future broadcasting decisions.

Answer. IBB’s goal is to have accurate, comprehensive audience research avail-
able for each language service on at least an annual basis. This would include esti-
mates of the audience size for the services, demographic characteristics and program
preferences of the audiences, and in-depth analyses of audiences’ opinions about IBB
programming. It is our view that this level of audience research is the minimum
that IBB management needs in order to make sound, well-informed decisions. The
FY 1998 request will enable us to address this goal.

In FY 1997, IBB set aside $1 million from its existing budget—more than twice
the largest annual amount that had even been spent on audience research in the
past—to begin moving towards its long term research goal. While this money is al-
lowing us to sharply expand our audience data in such critical areas as Asia, Africa,
and the Middle East, it is insufficient to meet our ultimate goal of obtaining accu-
rate quantitative and qualitative audience data every year for every service, and it
is for this reason that the increase is requested.

Research findings will influence broadcasting decisions in any number of ways,
from the ‘‘macro’’ to the ‘‘micro’’ levels. Some examples: Studies of listening patterns
will allow us to adjust VOA broadcast schedules to meet local radio habits. Focus
group studies will allow us to fine tune existing programs and pre-test new pro-
grams before they go on the air. Analyses of waveband use will enable us to strike
an appropriated balance between shortwave and medium wave broadcasting on the
one hand, and affiliation with local stations on the other. Audience analyses will let
us see what segments of the local populace are and are not listening to international
radio and TV broadcasts, allowing us to devise strategies for increasing our
listenership and viewership. National surveys will show us how our audience size
changes from year to year, giving us a rough gauge of effectiveness and impact.

COUNTERING ‘‘HATE RADIO’’

Question. Many analysts have contended that the mass media—television and
radio in particular—have played critical roles in creating and fanning the flames of
ethnic conflict and civil war. The role of RTLM in Rwanda, for example, has been
cited by ‘‘Article 19’’ as being instrumental in promoting and directing the wave of
genocide that swept over that nation in 1994.
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Do you think it is appropriate for U.S. government public diplomacy efforts to be
used to attempt to mitigate against this sort of media influence (hate radio) through
‘‘counter programming’’? If so, what sort of role do you see USIA playing in this
process? Is there a role for U.S. public diplomacy efforts through media education
in the aftermath of civil wars or ethnic conflict?

Answer. The best antidote for ‘‘hate radio’’ is balanced, credible, accurate news
and information. On-the-scene reportage and interviews meeting these standards
and beamed back into the regions of conflict offer the best hope of responding to
situations such as the world witnessed in Rwanda in 1994. VOA—as part of the
U.S. Information Agency—has done precisely that these past three years in Central
Africa while adhering closely to its journalistic principles and the International
Broadcasting Act of 1994.

During the past three years, VOA has taken a number of steps—in reportage, spe-
cial interviews, and documentaries—to perform a media education function for peo-
ple tragically affected by the genocide and flight of refugees in Central Africa. Much
of the reportage has centered on conflict resolution themes, and those yearning for
a return to normalcy in the troubled region. In some instances, VOA’s programming
has even been credited with saving lives.

Examples of VOA’s role in the aftermath of the Rwandan genocide:
• Immediate deployment of four VOA correspondents to Kigali, Bujumbura and

eastern Zaire as the Rwandan genocide story broke in 1994. The reporters’ ac-
counts were beamed back to the area in English, French, and Swahili live or
later the same day they were filed.

• Establishment in 1996 of a half hour daily service in the Kinyarwanda and
Kirundi languages to Rwandan refugees throughout Central Africa and threat-
ened populations in Burundi and Rwanda. A key feature of the service has been
a Family Reunification Program, a daily message service in those languages
which has helped re-unite seven families, with queries from several score oth-
ers.

• Creation in 1995 and 1996 of 16 special ‘‘conflict resolution’’ radio scripts or doc-
umentaries focusing specifically on the cost in human terms of the Rwanda
genocide and the threat of more killings there and in Burundi. The Inter-
national Broadcasting Bureau’s Office of Business Development arranged this
VOA Africa Division programming through a grant by the Carnegie Corpora-
tion.

• Titles in the special series (in English, French, Swahili, with some adaptations
in Kinyarwanda/Kirundi) included ‘‘Rwanda: Stereotypes,’’ ‘‘Rwanda: Education
for Peace’’, ‘‘Private Peace Radios in Rwanda’’, ‘‘Rwanda/church.’’ ‘‘Rwanda: The
Search for Justice,’’ and a three-part series, ‘‘The children of Genocide.’’

• Responding to World Food Program request, VOA’s Kinyarwanda and Kirundi
Service broadcast information on the location in eastern Zaire of trucks, food,
and water supplied by U.N. agencies to assist lost refugees. VOA services also
reported about places where parents separated from their children might go to
find them—at the request of UNICEF, Save the Children, UNICEF, and the
International Committee of the Red Cross.

• Many on-scene VOA reporting trips to cover the aftermath of the genocide and
conflict resolution themes, including profiles of peacemakers, have been made
possible by funding the U.S. Agency for International Development. VQA cur-
rently has reporters in the Zairian capital of Kinshasa and in the vicinity of
Kisangani in eastern Zaire. VOA correspondent Scott Stearns—on the scene at
a refugee camp near Kisangani—set the record straight last week following in-
accurate and highly exaggerated reporting by other news agencies of alleged
massacres of Rwandan refugees in the area.

RFA TO CHINA AND TIBET

Question. Last year USIA began broadcasting in China and Tibet through Radio
Free Asia with the stated goal of providing news and information about the country
and region. I was wondering if you could comment a little on the functioning of
Radio Free Asia’s programs in China and Tibet. What sort of editorial process deter-
mines the content of the broadcasts? How do you handle news and information
about such issues as human rights where the United States and China are some-
times at odds? Has there been any official Chinese government reaction conveyed
to you about your operations in China and Tibet?

Answer. The editorial decisions at Radio Free Asia are basically the same for all
of the languages in which we broadcast, including China and Tibet. RFA is a surro-
gate radio news service. That means that its mandate is to provide news and infor-
mation to the people of a particular country which is not otherwise available from
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local media, often due to authoritarian repression. RFA was created to concentrate
on the news of a particular country or region, not to disseminate world news and
news about the United States unless it is directly pertinent to the listeners.

The legislation that created RFA also states that it is not to broadcast propaganda
and its presentations are to be the epitome of fair and objective journalistic prac-
tices. That has been our credo—RFA’s credibility would be destroyed if it did other-
wise. Stories about human rights are treated with great attention to detail, because
frequently they are the top stories of any given day. Since we concentrate just about
exclusively on internal news about our target countries, RFA most often covers
these stories in greater detail than other news agencies.

There has been frequent criticism of RFA by the Chinese government and the
Chinese official press. This criticism does not focus on the handling of a particular
story or bit of information—it has always been about interference with the internal
affairs of China. China has also pressured two nations—Kazakhstan and Armenia—
into cessation of transmission of RFA broadcasts from facilities in their country to
China. RFA is not aware of any Chinese criticism of broadcasts to Tibet.

RFA TO KOREA

Question. I understand that later this year Radio Free Asia intends to start broad-
casts in North Korea. Given the delicacy of the situation on the Peninsula, I was
wondering if you could provide me with some additional information about the sort
of programming that you intend to institute in the North Korean broadcasts. How
will these efforts assist and support U.S. diplomatic initiatives?

Answer. The Korean service of RFA started broadcasting on March 3. Its purpose
is the same as all of RFA’s language services. Its mandate is to bring news and in-
formation about North Korea to the people of that nation—news they can’t get from
their own censored media. News about South Korea is also part of the daily broad-
casts. Consistent with U.S. policy and diplomatic initiatives, the broadcasts are de-
signed to help create an informed civil society equipped to participate in the political
process of its own country—a right that is now denied.

RESPONSES OF MR. DUFFEY TO QUESTION ASKED BY SENATOR HELMS

WESTERN VS. EASTERN EUROPE

Question. To clarify your response during the hearing, could you outline for us the
resource allocations USIA makes between Western and Eastern European posts?
How have these allocations been adjusted since the end of the Cold War? Could you
address personnel, budgetary, and program resources?

Answer. Since the end of the Cold War, we have opened 18 new posts in Eastern
Europe and the NIS, demonstrating our significant commitment to the region. For
FY 98, we have allocated substantially more resources for Eastern Europe and the
NIS than for Western Europe. Our budget request for Eastern Europe is $130.4 mil-
lion, while for Western Europe it is $92.5 million—a difference of $37.9 million. This
difference indicates a more extensive exchange program and broadcasting schedule
for Eastern Europe and the NIS than for Western Europe.

While USIA is maintaining a presence in Western Europe, budget realities have
forced us to cut funding for Western Europe by 24% since 1995. We have closed four
posts and cut 139 positions. In FY 97, we cut Western European programs by $4.25
million. By this summer, 64% of’ Western European country posts will be staffed
by one or two American officers.

There are more exchange programs conducted for Eastern Europe and the NIS
than for Western Europe, and there is much more broadcasting to Eastern Europe.
Broadcasting to Western Europe consists solely of Greek and Turkish language
broadcasts.

Compelling policy interests keep us engaged in Western Europe at the same time.
The U.S. requires European partnership to achieve our international policy goals
and to defend our vital interests. The European Union is our largest trade and in-
vestment partner, and the EU nations are our most critical allies in global security
affairs.

The staffing changes in the two geographic areas reflect the Agency’s shift in pri-
orities. Staffing for our West Europe programs reflect reductions of 36% between
1989 and 1998. Over the same period, our staffing levels for programs in the NIS
and Eastern Europe, while reduced somewhat over the past five years, are up by
31% over the 1989 to 1998 period.
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APPENDIX 4

HEARING OF MARCH 12, 1997

RESPONSES OF MR. MCNAMARA TO QUESTIONS ASKED BY SENATOR SARBANES

Question 1. Which Central European and Baltic states are slated to receive the
$402 million in defense loans? How are the loans to be allocated among them?

Answer. All Central European and Baltic members of the Partnership for Peace
that meet U.S. government creditworthiness standards for FMF loans will be eligi-
ble to receive these loans. Poland, Hungary, the Czech Republic, Slovenia, and Esto-
nia currently meet these standards. Other countries will become eligible as their
overall macroeconomic situation—and thus their ability to repay the loans—im-
proves. Loans will be allocated based on the merits of the individual countries’ pro-
posals.

Question 2. How can a $20 million subsidy appropriation support $402 million in
Central Europe Defense Loans when it only supported $242 million for the same
countries last year? What has changed in their economies to allow such a reduction
in the subsidy rate?

Answer. Several factors enable the FY 1998 requested loan subsidy of $20 million
to support $402 million in loans, which represents an increase of $160 million over
the FY 97 appropriated level. First, the mix of countries included in the FY 98 budg-
et request differs from those Congress included in the FY 97 appropriations bill.
Thus, the mix of credit (sovereign risk) ratings that was used to calculate the loan
value increased the amount of loan that the same $20 million subsidy could pur-
chase. Second, in certain cases a country’s sovereign risk rating actually improved
from FY97 to FY98—resulting in a greater amount of loan available to that country
for a comparable subsidy. Finally, due to revisions in the scoring of all government
direct loan programs, the FY 98 loan subsidy rates, which are calculated by OMB
and correspond to a particular credit rating, have improved over the FY 97 rates
thereby reducing the subsidy cost for loans.

Question 3. How are loan subsidy rates calculated? What are the respective credit
ratings of the countries to which we plan to extend FMF loans?

Answer. International loan subsidy rates are based on a number of different
weighted factors. For example, for a particular country, the primary factors are a
country’s sovereign risk (credit) rating and terms of the loan. These establish what
percent is required to subsidize the gross obligation for the principal amount of the
loan. The Office of Management and Budget maintains and updates a loan credit
model that calculates loan subsidy percentages.

For FY 98, we intend to offer FMF loans in Central Europe and the Baltics only
to those countries which have a sovereign risk rating of at least C-minus. Currently,
those countries are Estoria, Slovenia, Poland, Hungary, and the Czech Republic.

Question 4. What is the aggregate acquisition cost and current value of defense
articles and defense services we have given away free of charge to Greece and Tur-
key each year under section 516 of the Foreign Assistance Act since its inception
in FY 1987, and under the ‘‘cascading’’ provisions of the CFE Treaty?

Answer. No records were kept of the value of grant EDA delivered to Greece and
Turkey from 1987-1992. From 1993-96, DSAA reports to us that the acquisition cost
and current value of EDA delivered to Greece and Turkey are as follows:

FY
GREECE TURKEY

Acquisition Current Acquisition Current

93 ........................................................... $128,617,486 22,046,108 267,908,664 55,176,284
94 ........................................................... $31,959,297 6,639,068 35,048,199 7,366,278
95 ........................................................... $92,590,007 18,730,404 146,981,404 51 ,649,291
96 ........................................................... $6,965,296 1,304,141 0 0
97YTD ..................................................... 0 0 0 0
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5 Sec. 578(b) of the Foreign Operations, Export Financing, and Related Programs Appropria-
tions Act, 1993 (Public Law 102-391; 106 Stat. 1685), provided that:

‘‘(b) During fiscal year 1993, the provisions of section 573(e) of the Foreign Operations, Export
Financing, and Related Programs Appropriations Act, 1990, (as amended by subsection (a) of
this section) shall be applicable, for the period specified therein, to excess defense articles made
available under sections 516 and 519 of the Foreign Assistance Act of 1961.’’.

See paragraph (2) for subsec. (a) amendment.
6 Sec. 578(a) of the Foreign Operations, Export Financing, and Related Programs Appropria-

tions Act, 1993 (Public Law 102-391; 106 Stat.1685), struck out ‘‘three year [sic] period begin-
ning on October 1, 1989’’ and inserted in lieu thereof ‘‘four-year period beginning on October
1, 1992’’.

• These totals reflect only the value of actual deliveries. Excess defense articles
are made available to both Greece and Turkey in accordance with section 573(e)
of PL 101-167.

• No cost data is available for the items transferred to Greece and Turkey under
the CFE Cascading Program as items were tracked based on the number of
items delivered. Congress has been notified of these numbers in past-reports.

GREECE TURKEY

M60A1 Main Battle Tank ............................................................................................................................. 359 164
M60A3 Main Battle Tank ............................................................................................................................. 312 658
MI113 Armored Carrier Vehicle ................................................................................................................... 150 250
M110 Artillery .............................................................................................................................................. 72 72

(3) TERMS OF TRANSFERS.—Excess defense articles may be transferred under
this section without cost to the recipient country.

(b) LIMITATIONS ON TRANSFERS.—The President may transfer excess defense arti-
cles under this section only if——

(1) they are drawn from existing stocks of the Department of Defense;
(2) funds available to the Department of Defense for the procurement of de-

fense equipment are not expended in connector with the transfer; and
(3) the President determines that the transfer of the excess defense articles

will not have an adverse impact on the military readiness of the United States.
(c) NOTIFICATION TO CONGRESS.—

(1) ADVANCE NOTICE.—The President may not transfer excess defense articles
under this section until thirty days after the President has provided notice of
the proposed transfer to the committees specified in paragraph (2). This notifi-
cation shall include——

(A) a certification of the need for the transfer;
(B) an assessment of the impact of the transfer on the military readiness

of the United States; and
(C) the value of the excess defense articles to be transferred.

(2) COMMITTEES TO BE NOTIFIED.—Notice shall be provided pursuant to para-
graph (1) to the Committee on Foreign Affairs, and the Committee on Appro-
priations of the House of Representatives and the Committee on Armed Serv-
ices, the Committee on Foreign Relations, and the Committee on Appropriations
of the Senate.

(d) WAIVER OF REQUIREMENT FOR REIMBURSEMENT OF DOD EXPENSES.—Section
632(d) of the Foreign Assistance Act of 1961 does not apply with respect to transfers
of excess defense articles under this section.

(e) 5MAINTENACE OF MILITARY BALANCE IN EASTERN MEDITERRANEAN.—
(1) UNITED STATES POLICY.—The Congress intends that excess defense articles

be made available under this section consistent with the United States policy,
established by section 841 of the International Cooperation Act of 1989, of main-
taining the military balance in the Eastern Mediterranean.

(2) MAINTENANCE OF BALANCE.—Accordingly, the President shall ensure that,
over the four-year period beginning on October 1, 1992, 6 the ratio of——

(A) the value of excess defense articles made available for Turkey under
this section, to

(B) the value of excess defense articles made available for Greece under this
section, closely approximates the ratio of——

(i) the amount of foreign military financing provided for Turkey, to
(ii) the amount of foreign military financing provided for Greece.
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(3) EXCEPTION TO REQUIREMENT.—This subsection shall not apply if either
Greece or Turkey ceases to be eligible to receive excess defense articles under
subsection (a).

(f) MAJOR ILLICIT DRUG PRODUCING COUNTRIES IN LATIN AMERICA AND THE CARIB-
BEAN.—

(1) PURPOSE.—Excess defense articles shall be transferred under subsection
(a)(2) for the purpose of encouraging the military forces of an eligible country
in Latin America and the Caribbean to participate with local law enforcement
agencies in a comprehensive national antinarcotics program, conceived and de-
veloped by the government of that country, by conducting activities within that
country and on the high seas to prevent the production, processing, trafficking,
transportation, and consumption of illicit narcotic or psychotropic drugs or other
controlled substances.

(2) USES OF EXCESS DEFENSE ARTICLES.—Excess defense articles may be fur-
nished to a country under subsection (a)(2) only if that country ensures that
those excess defense articles will be used only in support of antinarcotics activi-
ties.

(3) ROLE OF THE SECRETARY OF STATE.—The Secretary of State shall deter-
mine the eligibility of countries to receive excess defense articles under sub-
section (a)(2) and insure that any transfer is coordinated with other
antinarcotics enforcement programs assisted by the United States Government.

(4) LIMITATION.—The aggregate value of excess defense articles transferred to
a country under subsection (a)(2) in any fiscal year may not exceed $10,000,000.

(g) DEFINITIONS.—As used in this section——
(1) the term ‘‘excess defense article’’ has the meaning given that term by sec-

tion 644(g);
(2) the term ‘‘made available’’ means that a good faith offer is made by the

United States to furnish the excess defense articles to a country;
(3) the term ‘‘major non-NATO ally’’ includes Australia, Egypt, Israel, Japan,

and New Zealand;
(4) the term ‘‘NATO’’ means the North Atlantic Treaty Organization; and
(5) the term ‘‘NATO southern flank countries’’ means Greece, Italy, Portugal,

Spain, and Turkey.

* * * * * * *

Question 5. What steps have been taken by the School of the Americas to ensure
that participants have no ties to past human rights violations, and that all training
manuals which could be interpreted to condone such abuses as torture and execu-
tion are removed from circulation? Is there any evidence that foreign military offi-
cers who have received regular IMET training (as opposed to Expanded IMET,
which specifically focuses on human rights) are more respectful of human rights and
the rule of law than their counterparts who have not received such training?

Answer. The School of the Americas is managed, staffed and funded by the U.S.
Department of Army’s Training and Doctrine Command. Specific questions regard-
ing the School and course curriculum should be directed to the Department of De-
fense, as it has primary responsibility for the School.

The Department of State, however, has worked with the Department of Defense
to restructure the School for the post-Cold War world and bring it in-line with the
new realities of the region and current U.S. foreign policy. The State Department
also works closely during the rigorous student selection process. The process in-
volves close coordination and screening by U.S. military personnel assigned to our
Embassy with the concurrence of the U.S. Embassy country team. Additionally, in
some countries, host country government agencies and non-governmental organiza-
tions are also involved in the screening process. All U.S. Embassy personnel are
sensitive to the need to send to the U.S. only those Latin American military person-
nel who have not committed, nor been suspected of committing, human rights
abuses or another criminal activities. In most cases, host government officials con-
duct the initial screening of candidates. This involves investigating a candidates
background and searching for any signs of previous illegal activities. If a candidate
has committed, or is under investigation for committing, human rights abuses, he
or she is automatically removed from consideration.

Human rights training is integrated into every course but one, computer training.
It is impossible to determine the exact impact U.S. training has had on Latin Amer-
ican students versus those that have not received training. However, it is safe to
assume that continued proper military training and exposure to U.S. military doc-
trine is essential to improving a foreign military’s professionalism and respect for
civilian rule and democracy. If the United States ceases all foreign military training,
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it will be a tremendous blow to those militaries around the world that are seeking
to learn the proper role of the armed forces in a democracy from the military of the
world’s oldest and strongest democracy.

Question 6. What is the current (FY 1997) and projected (FY 1998) breakdown of
ESF in terms of cash transfers, project assistance, and commodity import program?
How does this compare to historical levels?

Answer. In FY 1997, $2.363 billion was appropriated for ESF; of this amount,
$225 million is planned for commodity import programs; $1.5 billion for cash trans-
fers; and $606 million is planned for project activities.

The Administration has requested $2.498 billion for ESF in FY 1998. Of this
amount, $200 million is planned for commodity import programs; $1.59 billion is
planned for cash transfers; and, $704 million is planned for project activities.

Ten years ago, in FY 1988, $3.02 billion was obligated for ESF activities. Com-
modity import programs totaled just over $375 million; cash transfers totaled just
under $1.8 billion and project activities accounted for almost $870 million.

Since 1992, Egypt is the only country with an ESF-funded commodity import pro-
gram, which accounts for 10% of the ESF level. Israel and Egypt together received
the bulk of cash requested in FY 1998—while Ireland, the South Pacific Tuna Trea-
ty and Turkey now make up most if not all remaining cash transfers. While Israel
and Egypt levels have remained steady, ESF funding for other project activities has
declined, particularly impacting on Asia and the Near East, as well as Latin Amer-
ica and the Caribbean.

RESPONSES OF MR. MCNAMARA TO QUESTION ASKED BY SENATOR WELLSTONE

Question What is the rationale for the large increase in FMF loan levels proposed
for Central European countries in FY 1988 an aggregate loan level that exceeds that
of NATO members, Turkey and Greece?

Answer. There are several reasons why an increase in the aggregate loan level
for the Central European countries is justified and desirable. As NATO enlargement
moves forward, the countries chosen to begin accession negotiations will have to in-
crease efforts to restructure and make compatible their militaries with NATO forces.
The FMF loan program is one way the United States can assist in this process at
a relatively low cost to U.S. taxpayers. Similarly, countries which do not join NATO
immediately will be able to use this program to participate in the Partnership for
Peace and prepare for eventual membership in the Alliance.

Moreover, as macroeconomic performance improves throughout the region, thanks
to market-oriented economic reforms, the number of eligible countries will increase.
At the same time, currently eligible countries will want to make greater use of the
loan program as their economies strengthen, and they are better able to manage a
moderate increase in external debt.

RESPONSES OF MR. MCNAMARA TO QUESTIONS ASKED BY SENATOR BIDEN

Question 1. R&D Recoupment
In the last Congress, a new exemption to the recoupment requirement under Sec-

tion 21 of the Arms Export Control Act was enacted. Specifically, the President may
now waive the charge if he can determine that the imposition of the charge would
‘‘likely result’’ in the loss of the sale, or if he determines that savings would accrue
to the U.S. military if that equipment is being procured by the Pentagon at that
time.

What is the standard for assessing whether the imposition of the recoupment
charge will ‘‘likely result’’ in the loss of the sale?

Answer. There are basically three things that result in an assessment that we will
likely lose a sale:

1. The country states that they will not, or can not purchase the item if the
charges are not waived and provides justification, such as competing foreign item
or budgetary restraints.

2. The document making the statement and requesting the waiver is normally
signed by a person with authority to contract for the purchase of the item (s), i.e.,
they are authorized to sign the Letter of Offer and Acceptance (LOA).

3. The LOA has, in fact, not been signed (accepted) by the country. Waivers based
on the savings that would accrue to the U.S. must have such savings validated by
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the applicable military department and coordinated with their comptroller organiza-
tion. The savings for the items being procured for U.S. forces must substantially off-
set the revenue foregone by the waiver.

Question. Have regulations or directives been issued to implement this provision?
If so, please provide them.

Answer. The broader waiver authority was effective with the signing of the Stat-
ute by the President, and implementing instructions were released by message on
October 4, 1996. The Security Assistance Management Manual is currently being
updated as well.

Question. How many such determinations to waive the recoupment charge have
been made to date?

Answer. Three determinations have been made that we are likely to lose the sale.
Of the three determinations, a waiver was completed for one and the waiver for the
remaining two sales are in the coordination process.

There have been no determinations/waivers based on savings which would accrue
to the U.S.

Question. What was the amount of the charges that were waived?
Answer. One waiver was completed March 5,1997,in the amount of $16,774,700.

Two waivers are currently in coordination, one for the amount of $17,129,862 and
one for the amount of $3,410,680.
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Question 2. Central Europe Defense Loans
a. What is the criteria for eligibility to receive the loans?
b. On what date is the loan subsidy rate calculated? How do you account for

changes in the credit risk during the course of the budget cycle?
c. Why were the countries that are scheduled to receive the loans not listed in

the Congressional Presentation Document?
d. You stated during the hearing that Poland, Hungary, and the Czech Republic

will receive loans in fiscal 1998, but that others may be added to the list of recipient
nations. Will Congress be informed when nations are added to the list during the
course of the year?

Answer. a. For FMF loans, it is the Administration’s general policy only to offer
loans to credit worthy countries—those having a sovereign risk (credit) rating of C-
minus or better.

b. The FMF subsidy percentages used for budget submission are provided by the
Office of Management and Budget. During the budget cycle, if a country’s credit risk
rating changes prior to formal submission of the budget, we would recalculate either
the (1) loan subsidy amount required for the recommended gross loan level; (2) the
recommended gross loan level; or (3) both the subsidy and gross loan level.

c. Individual countries were not listed in the in the outline of the Central Europe
Defense Loans program in the Congressional Presentation because it was not clear
at the time which countries would be eligible for the program.

d. Yes, Congress will be informed as other countries are added to the list of those
to receive loans under this program.

Question 3. What is the standard for determining whether a commission is ‘‘rea-
sonable’’ under Section 39(c) of the Arms Export Control Act?

Answer. The determination of reasonableness is based on an evaluation process
used by the contracting officer. The process is described in subpart 3.4 of the Fed-
eral Acquisition Regulation (FAR) and subpart 225.7303-4 of the Defense Federal
Acquisition Regulation Supplement (DFARS), attached. During the process, the
amount of the fee is compared with known costs of equivalent services. The fee is
also limited to no more than $50,000.
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Question 4. The report under Section 6(a) (4) of the Arms Export Control Act for
the first quarter of fiscal year 1997 lists exports of commercially sold defense arti-
cles or services to ‘‘China’’ in the amount of $895,000.

• Does this listing refer to the People’s Republic of China?
• What were the items sold?
• Which firm or military service was the purchaser?
Answer. Yes.
The Office of Defense Trade Controls approved 20 licenses during the first quarter

of Fiscal Year 1997, All of the cases were approved under the guidelines of two par-
ticular Presidential waivers: one for the SINOSATCOM Project dated November 2,
1996 and one for cryptographic items covered by Category XIII of the U.S. Muni-
tions List dated dune 22, 1995.

The American exporter, the item and the foreign end-user are shown on the at-
tached chart.

Question 5. The Department of State has not submitted the required information
under Section 36(a)(7) and 36(a)(12) of the Arms Export Control Act for the first
quarter of the Fiscal Year.

• When will this information be submitted?
Answer. Until recently, the Bureau of Political-Military Affairs was unaware of

the new reporting requirement under Section 36(a) (12) of the Arms Export Control
Act because that requirement was not included in State Department legislation, but
instead was included in legislation affecting the Department of Defense.

The Department is now preparing an amendment to the International Traffic in
Arms regulations to implement this mandate and will be initiating the new report-
ing requirement at the earliest practicable date.
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RESPONSES OF MR. MCNAMARA TO QUESTIONS ASKED BY SENATOR FEINGOLD

Question 1. The President’s FY 1998 budget request includes an increase, to $90
million, for the voluntary peacekeeping account, in part to provide funds for the Af-
rican Crisis Response Force (ACRF). Please provide a breakdown of the cost projec-
tions for this force. In what way will the request for Foreign Military Financing
complement the request for peacekeeping, with respect to the ACRF?

Answer. In FY 98, we have requested $15 million in PKO and $5 million in FMF
to support countries participating in the ACRF initiative. We anticipate providing
approximately $11.8 million for six battalion field training exercises and the remain-
ing $8.2 million for communications and individual soldier equipment, water storage
and treatment equipment, and packing, crating, handling, and shipping. Our re-
quest for funding under two accounts was based on the ability of those accounts to
support actual program requirements. FMF was requested for defense articles and
services which are immediately available from DoD stocks, such as individual sol-
dier equipment, uniforms, tents, transportation, etc. PKO is necessary for items
which DoD cannot immediately provide, such as communications equipment, vehi-
cles, etc. Additionally, PKO—a more flexible account than FMF—provides us the
ability to shift resources among requirements to meet immediate ACRF needs.

AFRICAN CRISIS RESPONSE FORCE

Question 2. What is the current status of the Administration’s proposal for this
force?

Answer. Reactions to the African Crisis Response Force (ACRF) have generally
been positive.

As far as our African partners are concerned, thus far, Ethiopia, Uganda, Senegal,
Mali, Ghana and Tunisia have committed in principle to provide troops for the
ACRF. EUCOM, accompanied by Italian, UK and French military personnel, respec-
tively, has sent teams to Ethiopia, Uganda and Senegal to review the training and
equipment requirements of the battalions each has committed to the ACRF. Teams
are being scheduled to visit Ghana, Tunisia and Mali. A schedule for training is now
being formulated. The support of the Southern African Development Community is
also important to the success of the ACRF and we are working closely with South
Africa, Zimbabwe and Botswana to achieve this.

Among potential donor countries, the UK, the Netherlands, Belgium and Ireland
have formally indicated their willingness to make modest contributions to the
ACRF—as have several other countries (Italy, Norway, Sweden and Japan) on an
informal basis. An interagency USG team headed by ACRF Special Coordinator
Amb. Marshall McCallie conducted follow-up visits in February to 13 potential
donor capitals in Europe and Canada. Deputy Assistant Secretary for Political-Mili-
tary Affairs Michael Lemmon discussed the ACRF with Japanese officials in Tokyo
in early March.

We are vigorously pursuing our diplomatic efforts, with both potential donors and
troop contributors, to establish the ACRF. France has recently expressed an interest
in consulting with the U.S. regarding the possibility of merging the assorted individ-
ual initiatives (UK, France, WEU) on enhancing African peacekeeping capabilities
into a single multilateral effort. Issues to be resolved include the criteria for partici-
pation and the UN’s role in the process. We are encouraged by progress to date and
will continue to press ahead.

Question 3. The President’s FY 1998 request includes $15 million for demining.
How much of this will be used in Africa? In which countries?

Answer. We plan to provide approximately $7 million for Africa to sustain ongoing
programs in Angola, Eritrea, Ethiopia, Mozambique, Namibia and Rwanda.

Question 4. The President’s FY 1998 security assistance budget request includes
an $8 million account for ‘‘human rights and democracy.’’ What types of activities
will this account be used for?

Answer. No single dedicated federal funding source currently exists to protect and
promote human rights, nor to respond to, curtail, or otherwise address human rights
crises around the world. This has resulted often in the urgent, ad-hoc reprogram-
ming of funds when the U.S. has had an unanticipated crisis or mandate from inter-
national negotiations. A permanent Human Rights and Democracy Fund, as pro-
posed in the Administration’s FY 1998 request at $8 million, would provide the Sec-
retary of State with a flexible instrument to respond to conflicts, human rights
emergencies, and implementation requirements of international agreements. The
Fund would be administered by the Bureau of Democracy, Human Rights, and
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Labor (DRL) to promote a coherent human rights program consistent with other im-
portant U.S. foreign policy objectives.

The Fund would allow the Administration to respond directly and expeditiously
to crises to prevent further human rights abuses or forestall their advent. Specific
activities would include: funding for new multinational human rights and democracy
initiatives, such as the war crimes tribunals, the OSCE human rights monitoring
operations in Bosnia, key transitional elections, the UN Human Rights Field Oper-
ation in Rwanda and the Dayton Accord undertaking for the-Human Rights Com-
mission in Bosnia. It is appropriate to recognize the permanence of U.S. leadership
in the field of democracy and human rights by providing a specific source of funds
to carry out the Administration’s policies and commitments.

Question 5. The IMET program is designed to expose foreign military officials to
the U.S. military establishment. Should countries whose military forces engage in
human rights abuses in their countries receive this privilege? Is there any evidence
that nations who do engage in such abuses have benefited from IMET training?
Please provide examples.

Answer. In general, we believe countries whose military forces engage in human
rights abuses should receive IMET. Our position is based on the premise that con-
structive engagement of the military—as opposed to severing ties—provides us with
an opportunity to improve the human rights situation in a given country. In bring-
ing foreign students to the United States, the IMET program exposes them to the
American way of life, including U.S. regard for democratic values, respect for human
rights, and belief in the rule of law. Additionally, all IMET students participate in
the DoD Informational Program. This program provides human rights awareness
through an exposure to U.S. values, human rights practices, and the fiindamental
democratic principle of civilian authority over a nation’s military forces. This is ac-
complished by a wide variety of activities, such as visits and discussions with rep-
resentatives of local newspapers, radio, and television stations, legislative assem-
blies, and police and court officials. No other government which provides grant edu-
cation and training to foreign militaries places an emphasis on human rights prac-
tices which even approaches the attention which the U.S. attaches to this subject
in its military schools

IMET courses enhance the leadership skills of participants, at the same time ex-
posing students to the U.S. principles of civil-military interaction. Certain courses
also address specifically human rights principles, providing guidelines on how the
military can respect these principles while accomplishing a given mission. Students
trained under IMET return to their home country with an understanding and ap-
preciation of viable alternatives to handling civil-military relations, and, as leaders
within their home country’s military structure, can effect change in the way future
incidents are handled.

We can provide evidence that IMET has, in fact, made a difference in the way
civil-military contacts are handled. In large measure through the leadership of
IMET graduates, the Indonesian military, for example, has taken significant steps
to address human rights concerns and increase professionalism. IMET graduates
are personally involved in drafting handbooks and establishing mandatory courses
on human rights training for colleagues and subordinates, an essential method of
proliferating the standards and principles learned from U.S. training. IMET grad-
uates have been prominent in investigating and punishing the failures of discipline
that cause human rights abuses. From the commander of the armed forces down
the policy is now clear: human rights abuses will be investigated and those respon-
sible will be punished.

Over the last 12 months, Indonesia has experienced a series of demonstrations
and riots. The Indonesian police and military have demonstrated a pattern of re-
straint in handling these demonstrations and riots that has minimized the loss of
life. For example, after the 1996 riots in Timika, Irian Jaya, observers including
NGOs, church officials, and U.S. citizens praised the discipline and skill of the
armed forces in controlling the situation without causing the loss of life or serious
injury. Immediately after the rioting, U.S. embassy officials met with American wit-
nesses, who described the armed forces’ handling of the dangerous situation as ex-
emplary. The officers in senior command positions were IMET graduates.

Additionally, the handling of two hostage crises in lrian Jaya in 1996 has been
lauded by the foreign attaches on the scene, the national human rights commission,
and the international Committee of the Red Cross. in both cases, military leaders
attempted to negotiate a peaceful release of the hostages from terrorist rebels. When
outside mediators failed, the army launched successful rescue operations, the only
casualties were murders committed by the rebels.
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There is growing awareness in the Indonesian military that respect for human
rights is a fundamental prerequisite for success. We hear this, encounter it in their
training with us, hear it from human rights organizations, and see confirmation in
generally improved behavior in places like East Timor and Irian Jaya. It is impor-
tant that we reinforce such positive behavior, encourage those military leaders re-
ceptive to our values, and build the mutual confidence that will be crucial in future
crises, not only in Indonesia, but in other countries whose military forces engage
in human rights abuses.

RESPONSES OF GENERAL RHAME TO QUESTIONS ASKED BY SENATOR FEINGOLD

IMET PROGRAM

AFRICAN CRISIS RESPONSE FORCE

Question 1. What is the proposed role of IMET training in the Administration’s
proposal regarding the ‘‘Africa Crisis Response Force?’’ How does IMET relate to
other forms of security assistance in the Administration’s proposal for U.S. contribu-
tions to such an initiative.

Answer. The Administration is proposing to provide security assistance funding
to the African Crisis Response Force (AFCR) in FY98 through the Foreign Military
Financing (FMF) and Peacekeeping Operations (PKO) accounts. With this assist-
ance the U.S. seeks to improve and expand the capabilities of African militaries to
respond in a more timely manner to conflicts and humanitarian crises on the Afri-
can continent and beyond. Such funding will enable the ACRF to undertake rapid
deployment in international peacekeeping and humanitarian operations, assist with
conflict resolution, and help prevent crises from becoming sub-regional or regional
disasters.

Although the Administration is not proposing to provide IMET funding directly
to the ACRF, such funding for individual ACRF members will complement ACRF’s
FMF and PKO by assisting those countries’ troops to develop skills in peacekeeping
and by encouraging greater participation in regional peacekeeping operations. The
IMET program will also offer training to professionalize ACRF-member militaries
and foster respect for human rights, which will encourage the ACRF to effectively
handle regional conflicts and humanitarian crises. Another IMET objective, to
strengthen regional friendships and cooperation, will also encourage unity among
ACRF members, as well as among other countries in the region receiving INlET.
This may decrease the chances of regional conflicts that may evoke ACRF mobiliza-
tion.

Question 2. Does increased cooperation between and among the members of sub-
regional organizations in Africa change the way the United Sates provides security
assistance to them? Specifically, does the United States plan to offer security assist-
ance directly to the Southern Africa Development Community (SADC) instead of or
in addition to security assistance currently provided bilaterally to SADC member
states?

Answer. The most effective way to support the Southern Africa Development Com-
munity’s embryonic efforts to establish a regional security apparatus is through ex-
isting bilateral military ties and programs. Neither of SADCs regional security enti-
ties (the ‘‘Organ’’ and the ISDSC) are institutionally, bureaucratically or psycho-
logically developed enough to manage a military relationship with the USG. We
have very healthy bilateral military relationships with all SADC countries. We can
use these relations and the legal and bureaucratic structures that support them to
help foster increased regional cooperation.

Question 3. How many joint exercises between American and African armed forces
have occurred during FY 1995 and FY1996? Where did these take place? How many
troops and what type of activities were involved?

Answer. Note: the numbers of forces vary widely in these exercises, depending
upon their scope. When specific numbers of U.S. forces are available, they are pro-
vided. A Joint Combined Exercise for Training (JCET) will normally contain 12-20
personnel (either Special Forces, Civil Affairs, or others). Its purpose is to provide
area-oriented joint mission essential training for our Special Operations Forces
(SOF) and other personnel that have wartime and contingency missions in Africa;
it is essentially light infantry training. Exercise Related Construction (ERC) is nor-
mally designed to supplement an ongoing exercise by providing a training oppor-
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tunity for a U.S. unit (i.e. Seabees, a USA Reserve unit, etc.) to construct facilities
(i.e. a road, well, airstrip, etc.) as part of the exercise. A MEDCAP is designed to
provide medical personnel the opportunity to practice their medical skills in an Afri-
can operational environment, and is usually conducted in association with another
exercise; the numbers of U.S. personnel involved are usually very small.
MEDFLAGs are a larger exercise designed to provide U.S. and host military units
the opportunity to work together to provide medical, dental, and veterinary care to
civilians in rural villages; there can be as many as 80 U.S. personnel involved.
TACAlRs, SURFEXs, and Amphibious Exercises allow tactical aircraft, surface
ships, and amphibious forces the opportunity to train with host nations in an Afri-
can operational environment. Field Training Exercises (FTXs) are designed to im-
prove the interoperability of U.S. and host-country forces. FLINTLOCK exercises
are designed to provide SOF the opportunity to exercise deployment, C3I, airborne
operations, and combat service support functions in the EUCOM AOR in prepara-
tion for a potential contingency operation in Africa.

FY95:
EUCOM and CENTCOM
JCETS were conducted in Benin (9 U.S. personnel), Botswana (20 U.S. personnel),
Central African Republic (10 U.S. personnel), Congo (11 U.S. personnel), Cote
d’Ivoire (13 U.S. personnel), Djibouti (13 U.S. personnel), Ghana (15 U.8. personnel),
Malawi (10 U.S. personnel), Mali (14 U.S. personnel), Namibia (2 with 17 and 10
U.S. personnel respectively), Niger (15 U.S. personnel), Senegal (18 U.S. personnel),
Uganda (2 with 16 and 11 U.S. personnel respectively), Zambia (10 U.S. personnel),
and Zimbabwe (27 U.S. personnel).
A MEDFLAG was conducted in Gabon and Namibia.
MEDCAPs were conducted in Kenya, Eritrea, and Ethiopia.
SHARED ENDEAVOR—Botswana. This was a company-sized FTX designed to im-
prove the interoperability of U.S. and Botswanan forces during the conduct of infan-
try and airborne operations. Personnel: U.S. company-size unit.
A FLINTLOCK was conducted in Zimbabwe; 110 U.S. personnel involved.
NECTAR BEND, a company-sized FTX involving 83 U.S. personnel, was conducted
in Ethiopia and Eritrea.

FY96:
CENTCOM
JCETs were conducted in Ethiopia (6 U.S. personnel), Kenya (NATURAL FIRE - 16
U.S personnel), and Djibouti (SHADOW WARRIOR - 9 U.S. personnel).

NECTAR BEND, a company-sized FTX involving 37 U.S. personnel, was also con-
ducted in Ethiopia.

EAGER INITIATIVE was conducted in Eritrea. This was a SOCCENT - sponsored
joint and combined SOF FTX; 32 U.S personnel were involved.

EUCOM

JCETS were conducted in Benin (12 U.S. personnel), Botswana (2 with 9 U.S. per-
sonnel each), Ghana (9 U.S. personnel), Senegal (9 U.S. personnel), Uganda (12 U.S.
personnel), CAR (8 U.S. personnel), Congo (7 U.S. personnel), Cote d’Ivoire (22 U.S.
personnel), Mali (12 U. S. personnel), Malawi (2 with 9 and 11 U. S. personnel re-
spectively), Mozambique (12 U.S. personnel), Namibia (14 U.S. personnel), Rwanda
(8 U.S. personnel), Sierra Leone (11 U.S. personnel), Kenya (IMMENSE DANCER
- 14 U.S. personnel, NATURAL FIRE - 92 U.S. personnel), Zambia (22 U.S. person-
nel) and Zimbabwe (2 with 13 U.S. personnel each).
A MEDFLAG was also conducted in Mali.
A FLINTLOCK and ERC were also conducted in Botswana.

Question 4. How many joint exercises between U.S. and Africa forces have been
budgeted for FY 1997 and proposed for FY 1998? Where will these take place?

How many troops and what type of activities are proposed for these exercises?
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FY 97:

CENTCOM Proposed———— ———
Djibouti JCET
Egypt FTX, ERC, TACAIR, SURFEX
Eritrea JCET, ERC, SOF FTX/MEDCAP
Kenya: JCET, ERC, SOF FTX, Amphibious Exercise

EUCOM———
JCETS Proposed by Quarter:
2nd: Congo 3rd: Guinea 4th: Mozambique

Namibia Niger Botswana
Zambia Guinea-Bissau Malawi
Central African Republic Mali Rwanda
Zimbabwe Equatorial Guinea Cameroon
Ghana Mauritania
Sierra Leone Burkina Faso

Cote d’Ivoire
Benin

SHARED ENDEAVOR—Botswana. This is a company-sized FTX designed to im-
prove the interoperability of U.S. and Botswanan forces during the conduct of infan-
try and airborne operations. Personnel: U.S. company-size unit.
FLINTLOCK exercises are proposed for 4th quarter in Namibia and Senegal. The
purpose is to provide SOF the opportunity to exercise deployment, C3I, airborne op-
erations, and combat service support functions in the EUCOM AOR in preparation
for a potential contingency operation in Africa. Approximately 450 U.S. personnel.
A MEDFLAG is proposed for Benin. As many as 80 U.S. personnel can be involved.

Africa Crisis Response Initiative (ACRI)———————————————————
Phase I training (there are several phases in the ACRI training plan) is proposed
for Uganda and Senegal. Its objective is to achieve an initial operational capability
for selected battalions to respond to humanitarian crises. U.S. personnel: 60 per
phase per country (includes advance parties and site survey teams).

FY 98:

CENTCOM Proposed———— ———
Djibouti JCET
Eritrea JCET, SOF FTX/MEDCAP, Amphibious Exercise
Ethiopia SOF FTX
Kenya SOF/FTX/MEDCAP

EUCOM Proposed——— ———
Guinea MEDFLAG—U.S. and host military units work together to provide

medical, dental, and veterinary care to civilians in rural villages.
Approximately 80 U.S. personnel.

JCETS proposed:
Zambia, Zimbabwe, Cenral African Republic, Namibia, Benin, Congo, Sierra

Leone, Ghana, Mali, Guinea-Bissau, Cote d’Ivoire, Guinea, Senegal, Equatorial
Guinea, Mauritania, Cameroon, Malawi, Uganda, South Africa, Botswana, Rwanda,
Niger, Burkina-Faso, Swaziland, Mozambique, and Chad. The purpose is to provide
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area-oriented joint mission essential training for SOF and other personnel that have
wartime and contingency missions in Africa. U.S. Personnel: 12-20 per each exer-
cise.
FLINTLOCK Exercises proposed:

Zimbabwe and Cote d’Ivoire. The purpose is to provide SOF the opportunity to
exercise deployment, C3I, airborne operations, and combat service support functions
in the EUCOM AOR during a contingency operation in Africa. Approximately 450
U.S. personnel.

Africa Crisis Response Initiative (ACRI)———————————————————
Phase I training (there are several phases in the ACRI training plan) is proposed
for Ethiopia, Ghana and Mali. Its objective is to achieve an initial operational capa-
bility for selected battalions to respond to humanitarian crises. U.S. personnel: 60
per phase per country (includes advance parties and site survey teams).

Question 5. Have U.S. and African troops been engaged in any other types of mili-
tary activity over the past four fiscal years?

Answer. Yes. There are other activities conducted between U.S. and African
forces. For example, there are demining training programs, Reciprocal Visits (RVs)
between senior officers, Mobile Training Teams (MTTs) providing instruction (for ex-
ample, the Naval Justice School conducts seminars in the role of the military in a
democratic society), and the West African Training Cruise (WATC), an annual good-
will/port visit program that conducts some joint training exercises U.S. naval units/
embarked Marines and naval/ground forces of host countries.

IMET PROGRAM

GOVERNMENT OF RWANDA

Question 6. Please provide a list of all individuals (including title and/or rank)
from the Government of Rwanda that have been involved in, or are proposed for,
any IMET activities between FY 1995 and the current year.

Answer. During FY95 and FY96, the Army and the Air Force conducted no IMET
training for Rwanda. Both the Army and Air Force have courses programmed in late
FY97, but students have yet to be identified.

The Navy did conduct training in the U.S. which was attended by Rwandans dur-
ing FY95, FY96 and FY97. The Navy also conducted several mobile eduction team
(MET) courses during that timeframe. The following is a list of students who partici-
pated in training in the continental U.S. (CONUS) or attended training in-country
conducted by a MET.
FY95:
Lt.Col. Andrew Rwigamba
Maj. Richard Sezibera
Maj. Gacinya Rugumya
Cpt. Bernard Ndayisaba
Cpt. Eugene Haguma
Cpt. Augustin Macuma
Lt. Venus Makuza
Lt. Antony Ntarindwa
Ssgt. Richard Rugoza
FY96:
LT Victor Ndahiro
LT Theos Badege
LT Hubert Gashagaza
LT Francis Nkwaya
2LT Innocent Iyaburnnga
2LT Frank Kayijuka
PTE Nkumnziza Theoneste
SGT Kananura Johnson
2LT John Rurangwa
GST Shalita Denis
PTE Bajiiji Innocent
SBT Niwenshuti Jean de Dieu
LT Yahya Kamunuga
PTE Murangira John Claude
SGT Kabasha Jean de Dieu
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LT Reverien Rugwizangoga
LT Alpha Kaje
2LT Faustin Gashema
2LT Kauijuka Sindayiheba
SGT John Ngarambe
PTE Ernest Nyirishinga
PTE Rutayisire Karera
2LT Augustin Hodari
SGT Athanase Manirakiza
CPL Zenon Mbera
2LT Alex Vuningoma
PTE Catera Egide
LT John Nkuriyingoma
LT Thomas Mpezamihigo
2LT John Ruzindana
2LT Felicien Ndongozi
2LT Albert Ndatsikira
2LT Venuste Twagiramahoro
2LT John Rurangwa
2LT Vianny Gabiro

(Below students are civilian prosecutors)
Muisindashyaka F. Xavier
Nsengimana R. Azaria
Habimana Casimir
Byabagabo M. Gady
Bohoze Rukara Christophe
Katisiga R. Emile
Charles R. Kabanda
Sesonga Theobald
2LT Paifique Kabanda
SGT Mukunzi Faustin
SGT Sentama Vedaste
SGT Kabasha Jean
2LT Tharcisse Idahemuka
2LT Rene Ngendahimana
Bayisenge Alexis
Karerera Aloys
Semgero Jean Damascine
Msantebahigh Sylvere
Sande Mudaheranwa John
Habimana Jean Damascene
Ahoriikomeye Raflki
Muhisonhi Rose
Mutabazi Ladislas
2LT Hodari Augustin
Cuicredia Tigrius
Mukeshimana Leonard
Mushumba Jean Baptiste
Gatabmiye Sylvie
Safari Isaac
Tumusiime Naboih
Mulenzi T. Symplice
Kanyarwunga J. Claude
Rukundo Anastase
Rukema Gab
Semanzi Samuel

FY97:
Maj. John Zigira
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RESPONSES OF GENERAL RHAME TO QUESTIONS ASKED BY SENATOR WELLSTONE

Question 1. There have been questions raised about using IMET as a means to
sanction recipients for human rights abuses in their countries. Should countries
whose military forces are engaged in human rights violations receive U.S. military
training and education?

Answer. Suspension of IMET training frequently is used by the U.S. Government
as a sanction in cases where the USG holds a recipient government responsible for
promoting or condoning human rights abuses. In cases where the IMET recipient
neither promotes nor condones such abuses, however, it would be counterproductive
to suspend training designed to impart professionalism, discipline and respect for
human rights to members of its armed forces.

Question 2. The School of the Americas at Fort Benning has been criticized for
the manner in which it conducts human rights instruction. This school does carry
out some training of IMET students. What steps have been taken to ensure that
graduates do not use their training for anti-democratic purposes? What changes in
SoA admission policies have been instituted to ensure that SoA no longer enrolls
military personnel who have been implicated in human rights abuses? Is there any
evidence that SoA graduates demonstrate greater respect for human rights than
their peers?

Answer. Past criticism of the School of the Americas has centered upon the rel-
ative lack of human rights instruction rather than the manner in which it is con-
ducted. This situation has changed. Each of the courses currently offered by the
School contains a block of instruction on the subject of human rights. This instruc-
tion is conducted in a professional manner by qualified individuals.

Students selected to attend the SoA are thoroughly vetted by the Security Assist-
ance Office and other elements of the local U.S. embassy to identify any evidence
of prior criminal activity or human rights abuse. Subsequent to graduation, there
is no mechanism available to monitor the students’ activities apart from information
provided on a voluntary basis to the School’s alumni Organization.

Although no data is available to prove that SoA graduates demonstrate greater
respect for human rights than their peers, we are confident the students leave the
School with an understanding of the key importance of human rights in building
and maintaining free and democratic societies and a healthy appreciation for the
importance the U.S. Government ascribes to this particular area of instruction.
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APPENDIX 5

HEARING OF MARCH 13, 1997

RESPONSES OF MR. HOLUM TO QUESTIONS ASKED BY SENATOR GRAMS

Question. In recent months, we have heard numerous comments from Administra-
tion officials faulting the Congress for reductions in the International Affairs budg-
et. As a result, I have tried to give some context to each of the budget requests that
the Subcommittee has reviewed during this series of hearings.

In the case of ACDA, the President’s FY 1998 budget request is more than $1 mil-
lion less in actual dollars than his FY 1993 budget request. Although ACDA’s end-
ing levels are obviously much smaller than other foreign affairs agencies, this
means the current budget request is about 3% below what it was five years ago,
even before taking inflation into account.

This seems to indicate that it is not just Congress, but also the Administration
which has attempted to hold down ACDA’s spending. Do you think that is a fair
assessment?

Answer. The Administration is requesting $46.2 million for ACDA in FY 1998.
This amount does reflect a reduction of approximately 3 percent below the FY 1993
budget request. As noted, this reduction represents the systematic right-sizing of
ACDA within the overall efforts of the Administration’s National Performance Re-
view and other presidential streamlining initiatives. Thus, ACDA, working with the
Administration and the Congress, has been able to achieve economies and effi-
ciencies.

Alternatively, coming off the successes of the indefinite extension of the Nuclear
Non-Proliferation Treaty and the signing of the Comprehensive Test Ban Treaty,
ACDA’s current budget request represents its bare bones requirements to fulfill its
ongoing activities and implementation of new agreements. Therefore, ACDA needs
to be fully funded in FY 1998.

Question. I have heard some seemingly conflicting accounts of how ACDA is inte-
grating Presidentially-appointed commissioners and their attendant staffs into
ACDA to save money by consolidating the necessary administrative support. In your
FY96-97 Authorization Request, ACDA claimed that ‘‘The various Commissions and
their Commissioners were folded into their related Bureaus.’’

But in the July 1995 Pell Report, ACDA revised this statement to indicate that
it was ‘‘seeking to reduce the number of offices and divisions, and to fold the various
commissions and their commissioners into their ACDA related bureaus.’’

What exactly is the status of the effort to streamline the various Commissions?
Answer. The July 1995 Pell Report to which you refer included information on the

operations of ACDA through the end of 1994. In 1994, we were ‘‘seeking to reduce
the number of offices and divisions, and to fold the various commissions and their
commissioners into their ACDA related bureaus.’’ As reflected in the FY 1997 Au-
thorization Request submitted to the Congress in February 1995, ACDA consoli-
dated the various commissions with their related bureaus. For example, the commis-
sioners of the Joint Compliance and Inspection Commission, the Special Verification
Commission, and the Standing Consultative Commission now report to the Director
through their respective bureau heads, instead of directly to the head of ACDA. This
arrangement has allowed for the full integration of each commission with the ACDA
Bureau with which it shares substantive expertise and from which it derives its
backstopping support. This streamlining measure increased ACDA’ s efficient and
effective use of administrative resources required for the support of those commis-
sions.

Question. ACDA’s own Inspector General found, in August 1995, that ACDA plays
a secondary role to other agencies and departments, saying that ‘‘If differences [be-
tween ACDA and other agencies] are not worked out there [at the working level],
chances are the policy position of other organizations with higher perceived inter-
agency status and decision-making impact will prevail’’ and that ‘‘the ACDA Direc-
tor will only be as effective as the President and Secretary of State desire.’’

How have you, as ACDA’s Director, addressed this problem?
Answer. The 1995 Report of Inspection of ACDA by the Office of Inspector Gen-

eral (hereafter referred to as the IG Report) noted that: ‘‘Allowing for the occasional
glitch, ACDA’s role in the policy formulation process and the mechanism for sup-
porting negotiations is well understood and generally works smoothly. Policy ques-
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tions that need resolution move up the ladder in a progression from the division,
through the bureau, to a front office policy coordinator, and, if necessary, to the Di-
rector, where accessibility is the norm, not the exception.’’

The IG Report also notes that ‘‘Guidance-support units within ACDA draft initial
formal instructions for the negotiators, demarches for bilateral communications, or
policy papers, and obtain the necessary clearances within ACDA and from other
agencies. Much of the Agency’s efforts and effectiveness in coordinating with the
interagency community lie at the working level.’’ I would add the point that if an
issue is not resolved at the working level -- and it is important enough -- I can take
the issue to more senior levels in the Government, including the Secretary of State,
the National Security Advisor, and the President. On a number of occasions, ACDA
has taken positions which ultimately were accepted at senior levels, notwithstand-
ing initial resistance.

The IG Report made this very point when it stated that ‘‘an independent arms
control advocacy role should be preserved. The authority currently given to the
ACDA Director to communicate policy advice and recommendations directly to the
President, the Secretary of State, the National Security Council (NSC), other Execu-
tive Branch officials, the Congress, and the public at large is central to meeting this
responsibility.’’ ‘‘Because of ACDA’s unique focus,’’ the Report explains, ‘‘it is able
to provide the President and senior policymakers with an unadulterated perspective
on the benefits and risks of arms control measures without having to subordinate
its views to competing foreign policy or other considerations.’’

The IG Report also concluded that ‘‘ACDA’s strength at the working level lies in
its expertise, institutional memory, and depth of knowledge. These, plus the advan-
tage of chairing many of the support groups, give it greater weight at this level.
Also, working closely with the special commissioners allows ACDA to coordinate
with them early on. One of ACDA’s important roles in the interagency process con-
text is to provide solutions from the unique perspective of arms control, with no
competing considerations. Also, looking ahead to the implementation phase of the
agreement, another key ACDA function, the Agency tries to ensure that the final
treaty will be verifiable.’’

The IG Report further concludes that ‘‘That independent voice has made a dif-
ference. ACDA was virtually the only agency in the U.S. Government which pushed
for a Chemical Weapons Convention. Almost singlehandedly, ACDA kept alive the
prospects for a comprehensive nuclear test ban treaty. ACDA was the only persist-
ent advocate for a moratorium on nuclear testing, and was one of the few to see
the implications of that moratorium on prospects to extend the Nuclear Non-
proliferation Treaty (NPT). In the face of strong opposition from cabinet-level de-
partments, ACDA convinced the Administration not to certify Pakistan’s nuclear
program, resulting in the cessation of U.S. assistance as called for by the Pressler
amendment to U.S. foreign aid legislation.’’ Moreover, ‘‘The leadership role [ACDA]
played in securing indefinite extension of the Nuclear Nonproliferation Treaty (NPT)
is an outstanding example’’ of ACDA making ‘‘a difference in important policy
areas.’’

As these examples demonstrate, ACDA has a strong history of impacting the de-
velopment of U.S. arms control and nonproliferation policy in significant ways. The
point is not that ACDA always be successful in winning over other agencies, but
that it continue to present the strongest case for arms control and nonproliferation
from an unconflicted perspective at the working level and up to the very highest
levels when necessary. In this way we ensure that our national security interests
are best served in an efficient and economical manner.

Of the 28 recommendations included in the 1995 Inspection Report, all 28 are re-
solved to the satisfaction of both ACDA and the IG, and all but one are closed. The
single remaining recommendation will be closed as of September of this year, as
part of ACDA’s submission of information to the Congress about allocating costs
among various Agency goals and objectives under the Government Performance and
Results Act.

Finally, in her 1997 testimony before the House Appropriations Subcommittee on
Commerce, Justice, State and The Judiciary, and Related Agencies, the Inspector
General noted that ‘‘...ACDA has time and again provided the sole voice on debates,
on issues, that no one else in the community has provided.’’ In her 1996 testimony
before this same subcommittee, the Inspector General observed that ‘‘...ACDA has
made a difference in important policy areas, and... an independent arms control
voice is essential to prevent these issues from being subsumed in the priorities of
bilateral relationships. ACDA’s leadership in securing indefinite extension of the
nonproliferation treaty is just one such example. We concluded that any restructur-
ing of the foreign affairs agencies should continue to include an independent arms
control advocate....’’
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Question. In July 1995, the Pell Report, you heralded the value of ACDA as an
independent, technically competent arms control agency. In February of 1995,
ACDA declared to Congress its intent to, quote, ‘‘strengthen its scientific and tech-
nical capabilities, coupled with new authority to hire specialized technical and ex-
pert personnel.’’ Yet in August of 1995, the Inspector General concluded that
ACDA’s managers have not considered it necessary to increase the proportion of sci-
entific or technical specialists on its staff

When you look at an internal review of ACDA’s staff in 1994, it shows a total
of 80 academic degrees in political science, government and international relations,
and that was compared to 57 degrees in the hard sciences. Now the IG Report said
again, quote, ‘‘the agency’s instinct to duplicate policy expertise already found in
other agencies, as well as a disinclination to give higher priorities to scientific exper-
tise, removes a creditable additional argument for its existence.’’ So with that, what
steps have you taken since then to reverse this imbalance, and also to try and in-
sure the majority of ACDA’s personnel are trained scientific or technical specialists?

Answer. In contrast with the internal review of 1994 when there were 80 employ-
ees with academic degrees in political science, government and international rela-
tions and 57 employees with degrees in the hard sciences, today there are 76 em-
ployees with degrees in political science, government and international relations and
81 employees with degrees in the hard sciences. This trend toward emphasizing the
need for scientists and technical experts is reflected in ACDA’s current plan to fill
an additional five positions in the hard sciences. Our emphasis on maintaining spe-
cialized technical and expert personnel is also reflected in the fact that approxi-
mately 60% of ACDA’s employees have a graduate degree or higher, with 80% hav-
ing at least a baccalaureate degree.

RESPONSE OF MR. HOLUM TO QUESTION ASKED BY SENATOR FEINSTEIN

Question. The Ambassador from South Korea indicated to me his country’s con-
cern about an agreement for Taiwan to store their nuclear waste in North Korea.
Could you tell us what you know about that agreement and what precautions are
being taken?

Answer. We first raised this issue with Taiwan Atomic Energy Council officials
in December, 1996. These officials confirmed that they had heard a rumor of a deal
involving the Taiwan Power Company (Taipower), but they assured us that before
any such shipment could take place, a license would be required and that this would
provide an opportunity for review.

We subsequently had numerous discussions with various officials from Taiwan.
We have consistently emphasized that we do have concerns about this shipment
based on regional sensitivities, and that we want to ensure that (1) the transfer
does not interfere, even inadvertently, with the IAEA implementation of the U.S.-
DPRK Agreed Framework; and (2) that the transfer conforms to the safety and envi-
ronmental aspects of the IAEA’s Code of Practice on the International
Transboundary Movement of Radioactive Waste.

We have consistently urged Taiwan to discuss all aspects of this shipment with
the IAEA. We understand that a team from Taipower visited Vienna last month for
preliminary discussions, and we expect more consultations to follow.

As we understand that no uranium or plutonium is involved, we have no reason
to believe that this deal is a proliferation concern. However, Taiwan has invited the
IAEA to make a special visit to Taiwan to confirm this, and we expect the IAEA
to accept that invitation. We hope that the IAEA would be invited later to visit the
disposal site to confirm the safe disposal of the material.
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APPENDIX 6

HEARING OF APRIL 9, 1997

RESPONSES OF MR. SUMMERS TO QUESTIONS ASKED BY SENATOR LUGAR

Question. 1. IDA lending and nuclear programs. I believe the IDA has been
a constructive institution for assisting the world’s poorest countries. But, for many
years, large portions of IDA lending have been going to China, India and Pakistan,
three states with expensive nuclear weapons programs. It can be argued that World
Bank/IDA lending to these states (and others) enabled them to divert or use their
own resources to develop a nuclear weapons programs harmful to nuclear non-pro-
liferation efforts and to general peace and stability in the world.

Do you believe it would be a wise course to condition IDA funding to those states
with expensive nuclear weapons industries and to re-direct those same IDA re-
sources to other poor states, say in Africa, who chose not to undertake expansive
weapons related programs like those in China, India and Pakistan?

Answer. The World Bank has a policy which prevents its lending to military enti-
ties in borrower countries or for nuclear projects of any kind. We continue to work
with the Bank on ways to reduce military and other unnecessary expenditures
through the Country Assistance Strategy and Public Expenditure Review processes.
We also are working with the bank to encourage civilian monitoring of military ex-
penditures in borrower countries. Military spending in IDA countries has fallen
from 3.1 % of GDP in 1990 to 1.9% in 1995. The U.S. also has strongly advocated
that the IMF pay attention to the quality of fiscal adjustment by encouraging pro-
gram countries to cut unproductive expenditures, including military spending, and
to shift more resources to primary education and health care and to essential capital
investment.

The US has been a strong advocate of reducing or eliminating concessional lend-
ing to large blend countries, particularly China and India, which have substantial
access to international capital markets. As a result of these efforts, China will be
graduated from IDA in FY99 and India will receive a smaller share of future IDA
funds.

Question. 2. Market reform and MDB lending. Some have argued that the
availability of large scale MDB lending provides a reason for slowing or opposing
market reforms in potential recipient countries. The argument goes that so long as
international public lending is available, why bother to make the economic reforms
that would otherwise be necessary to attract private capital markets. This may be
less true for IMF lending but is it valid for the so-called IFIs? The end result may
be retarded economic reforms and smaller private investment activity and slower
economic growth.

How do you react to this argumentation?
Should the IDA and other international financial institutions only lend, or lend

primarily, to those countries which adopt market-based policy reforms because doing
so will help them shift to less reliance on international public capital and more on
international private capital?

Answer. Private investment in developing countries has skyrocketed — from $43
billion in 1990 to $230 billion in 1995, a fivefold increase in six years. While private
flows now dwarf multilateral and bilateral official flows, as recently as five years
ago official flows were larger than private flows. However, many countries have
been left out. Over 80% of private investment flows between 1990 and 1995 went
to only 12 developing countries. Over 140 countries have little or no access to for-
eign private capital.

The MDBs provide funding and leverage to encourage more countries to under-
take the market building reforms necessary for private-sector led growth. In the
longer term, IFI projects to improve health, education and basic infrastructure lay
the ground work for growing markets in the future. Poor countries just don’t have
the access to private capital to adequately fund these investments. Getting the eco-
nomic reforms necessary to attract private capital is difficult and requires short
term sacrifice for long term gain. MDB lending conditioned on economic reforms pro-
vides the best leverage to induce free-market reforms in poor countries.

One of the most important lessons of development over the last twenty years is
that the policy environment plays a critical role in aid effectiveness. Study after
study have shown that aid is most helpful when the proper economic and policy con-
ditions exist. Multilateral lending institutions have generally been more selective
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than have bilateral programs and have formally linked more of their assistance to
specific steps toward economic reform. In recent years this trend has accelerated;
for example, the World Bank’s International Development Association (IDA) now di-
rects 84% of its lending to countries rated average or above in terms of their eco-
nomic reform record.

It is imperative that the MDBs direct the vast majority of their resources to coun-
tries pursuing the type of economic policy reforms that will allow them to use their
aid most effectively. This is the best use of limited MDB resources and provides an
incentive for countries to reform. In some cases, however, technical assistance de-
signed to help a country implement necessary reforms or loans to a specific sector
may have a positive impact despite a poor policy climate. In general, however the
administration supports the current trend in the MDBs to providing the vast major-
ity of new loans to countries pursuing strong economic reform programs.

Question. 3. IDA and Graduation. What are the criteria utilized to determine
when a country graduates from IDA lending eligibility?

How many countries have graduated since the IDA was created?
Have these criteria changed over time?
Answer. Eligibility for IDA and the other concessional windows is based on an-

nual per capita income which this year is $975. 21 countries have graduated from
IDA and three — Korea, Turkey, and Botswana — have become IDA donors.

The ultimate goal of any MDB is to graduate its members. Particularly in the soft
windows, it is important that once countries are able to attract foreign capital and
service market-based loans, they not draw scarce concessional resources away from
poorer countries who require subsidized funds. Transparent graduation policies are
an important part of ensuring that concessional funds go to those countries that
need them most. It is important to note, however, that the issue of graduation is
a complex one and that ‘‘one-size-fits-all’’ graduation criteria may not always be ap-
propriate. China, for example, would continue to be eligible for concession lending
from IDA for the foreseeable future if only per capita GDP were considered. Never-
theless China will graduate from IDA in 1999, largely because of persuasive U.S.
arguments that China no longer needs IDA because of its access to international
capital markets. It is important that overly restrictive graduation policies not ham-
per efforts to limit funding only to those countries that need it most.

Question. 4. IFIs and US Economic Benefits. I understand that the return to
the U.S. of participation in the various MDBs exceeds our investment in them by
some factor favorable to the U.S.

Can you provide the Committee with some authoritative data on the economic
benefits, such as procurement, to the United States of U.S. participation in the
MDBs?

In other words, is there a working ratio of U.S. investment to U.S. return in the
MDBs and what is that ratio?

How is it determined, i.e., what is the methodology involved?
Answer. Overall, U.S. firms receive about $3.0 billion per year in business fi-

nanced by the MDBS. Of this about $2.0 billion is in direct procurement on MDB
contracts and $1.0 billion is MDB investments in U.S.-led private sector projects.
This is more than double our annual scheduled payments to the MDBS. However,
direct procurement is not the only yardstick for judging the benefits of IDA or any
MDB. The goals of these institutions is to assist countries in achieving sustainable
development, broad-based economic growth, and poverty alleviation. This in turn
creates stable trading partners for the United States and heads off crises requiring
US resources.

IDA graduates purchased $61 billion in U.S. exports in 1995, up from $47 billion
in 1994, and had Eximbank exposure of $10.7 billion. Current IDA borrowers pur-
chased $26 billion in U.S. exports in 1995. Growth in IDA borrowing countries has
also been accelerating. Growth doubled from 4% in 1990-1991 to 8% in 1994-1995.
For IDA borrowers in Sub-Saharan Africa, the growth increase during the period
was from 1% to 4%.

Question. 5. Arrears. Please provide the Committee with detailed information on
current U.S. arrears in the MDBs?

Does the administration have a plan to erase, phase out or eliminate these arrear-
ages? If so, what is that plan?

Answer. As of today our arrears are $862 million broken down as follows: IDA
( $234 million) Asian Development Fund ($237 million), the Global Environment Fa-
cility ($140 million), The Inter-American Bank’s Multilateral Investment Fund
($178 million), and the African Development Bank ($50 million).

Our FY98 budget request represents the first year of a three year strategy to pay
down our arrears. This strategy would clear slightly more than 1/3 of our outstand-
ing arrears in FY98, including all remaining IDA arrears, and then would clear our
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arrears to other institutions in roughly equal portions in FY99 and FY2000. This
strategy would require IFI appropriations levels of approximately $1.5 billion in
FY98-2000, which would then drop to about $1.2 billion per year. This strategy is
endorsed by the Balanced Budget Agreement with the provision which allows the
discretionary caps to be adjusted to accommodate arrears clearance for MDBs and
the UN.

Question. 6. MDBs and a changing world. Most of the MDBs were created at
a time when international private capital markets didn’t exist or were in their in-
fancy. That situation has now changes and more capital flows to developing econo-
mies from the private sector than from public sources.

Given this significant change, what is the driving rationale for continued high
level funding of the MDBs?

In short, has the rationale, logic and role of the international financial institutions
changed over the years and if so, in what way.

Please provide some details.
Answer. The huge increase in international capital flows to the developing world

and the transition countries in recent years is bringing enormously beneficial re-
sults. We must not, however, lose sight of the fact that foreign direct and portfolio
investment is largely concentrated in about one dozen developing and transition na-
tions, and - within these countries - is heavily focused on a few sectors, primarily
electric power and telecommunications. In most Sub-Saharan African nations, for
example, foreign investor interest remains extremely limited.

The challenge and the need is to broaden the number of countries and sectors
which can attract foreign investment. This will require sweeping macro-economic
and sector reforms - including privatization - and changes in trade, investment and
foreign exchange regimes. The MDBs are contributing significantly to this process,
via, policy advice and lending, co-financing with private investors, and the provision
of political and other types of risk insurance. Finally, there are many sectors - such
as primary health care, basic education, rural roads, and peasant agriculture -
which are unlikely to attract major foreign investment in the near or medium-term,
but are essential to development.

RESPONSES OF LAWRENCE SUMMERS TO QUESTIONS ASKED BY SENATOR BIDEN

Question. 1. Bosnia and the World Bank. Discuss the World Bank’s program
for the economic reintegration and reconstruction of Bosnia. Include in your discus-
sion: a specific account of the problems presented by the situation in Bosnia at the
time of the cease-fire, the specific Bank programs now in place, and the relationship
of the Bank’s programs to the overall goal of restoring stability to the area.

Answer. Estimates of the overall damage from the war are $20-40 billion. Imme-
diate reconstruction financing needs were estimated at $5.1 billion for infrastructure
rehabilitation, restoration of essential services, and economic renewal to come from
international institutions and donor countries. So far the Bank has approved $408
million for projects in Bosnia, of which about 3/4ths has been disbursed, and the
international community has provided $500 million in cofinancing. Bank projects
thus far have provided financing to a wide range of sectors infrastructure, produc-
tive and social — but in the future will focus on institutional and policy reform
which will lay the groundwork for future growth. It is only by establishing an insti-
tutional environment conducive to private sector growth that economic and social
stability can be made sustainable for the long term.

Question. 2. EBRD and Chernobyl. Provide a fuller account of the World Bank’s
and the EBRD’s role in the closing of the Chernobyl nuclear reactor. Why is such
assistance required, what are the economic problems to the overcome, and what are
the current prospects for success?

Answer. The EBRD is currently evaluating a request for financing for completion
of two nuclear reactors in Ukraine - Khmelnitskyy unit 2 (K2) and Rivne unit 4
(R4). Construction of the Soviet-style units is 70% complete, however, substantial
safety upgrades are necessary to bring the plants up to international standards. The
Ukrainians consider EBRD support for the nuclear completions to be very important
to enabling them to close Chernobyl by the year 2000. However, the U.S. will only
support EBRD financing if the completions meet its due diligence requirements.

If EBRD support is not appropriate for the completion of the K2/R4 reactors, the
G7 will work with Ukraine to find alternatives to meet its energy needs upon
Chernobyl’s closure. In addition, as a quid pro quo for Ukrainian agreement to close
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Chernobyl by 2000, at the Denver Summit, the G7 has pledged $300 million toward
building a new outer shell to encase the damaged Chernobyl 4 nuclear reactor. The
G7 will also hold a pledging conference this fall in an effort to raise an additional
$300 million from public and private sources toward the estimated $750 million
total cost of the project. The EBRD will administer the funds and oversee the
project.

Question. 3. Global Environment Facility and Russia. Duscuss the effect of
our $140 million in arrearages to the Global Environmental Facility on its pro-
grams, with specific attention the program to phase out ozone depleting substances
in Russia. Explain the potential effects on U.S. producers of alternatives to ozone
depleting substances.

Answer. Because of significant arrears, primarily owed by the United States, the
GEF has had to slow down its output of projects and technical assistance. The im-
pacts have been spread among each of the GEF’s four main work areas —ozone pro-
tection, preserving biological diversity, avoiding climate change, and cleaning up en-
dangered international water bodies. The U.S. is the leading recipient of GEF pro-
curement contracts, so restrictions in ozone and other project development would
tend to hurt U.S. suppliers more than other countries.

RESPONSES OF LAWRENCE SUMMERS TO QUESTIONS ASKED BY SENATOR WELLSTONE

Question. 1. Poverty among women. What is the World Bank’s plan to address
intractable poverty among women in the global South?

Answer. The World Bank’s poverty reduction strategy has numerous facets from
support for education, health care and agriculture and microcredit to improvements
in basic services and infrastructure. In education, the Bank has made a commitment
to achieving universal primary education and full gender parity by the year 201 0.
To achieve this goal it is supporting girl’s education projects in countries such as
Mali, Mozambique, Bangladesh and Pakistan. Infrastructure improvements also are
important for reducing poverty among women. A water and sanitation project in
Nepal for example will reduce the amount of time women will have to spend carry-
ing water, increasing the time they have to spend on more productive activities.

Question. 2. Mainstreaming gender issues. World Bank public statements in-
creasingly refer to efforts to main street gender issues within the Bank. Yet recent
documents such as the Mexico Country Assistance Strategy (the Bank’s five-year
plan for Mexico), which was approved by the World Bank Board of Directors, fails
to even mention women. Outside of health and education programs, what efforts has
the Bank undertaken to ensure that gender issues are considered in its major pri-
vate sector, infrastructure, structural adjustment and sectoral loans?

Answer. The World Bank is incorporating gender issues through a variety of ini-
tiatives including gender toolkits for agriculture and infrastructure project teams,
gender workshops for regional staffs, a gender home page on the Internet, and a
Gender Consultative Group comprised of gender specialists from a variety of fields
which meets periodically to discuss overall Bank efforts on gender.

Question. 3. Spending on Gender. How much funding is being devoted to wom-
en’s issues & problems as a percentage of overall World Bank lending?

Answer. It is difficult to segregate in a meaningful fashion the amount of lending
which goes to women’s issues since lending generally affects both genders simulta-
neously.

Question. 4. The World Bank & Poverty. The basic mission of the World Bank
according to the Strategic Compact released on February 13 by President
Wolfensohn, is to reduce poverty, yet poverty is one the rise worldwide. What evi-
dence is there that World Bank and IMF loans have helped to decrease poverty in
borrowing countries, particularly poverty among the poorest of the poor? If the Bank
and the Fund are failing to help reduce poverty, why should the U.S. taxpayer pro-
vide funds to the bank?

Answer. The U.S. role in guiding the Banks in the last 50 years has focussed and
shaped their operations, tangibly improving the lives of millions in the developing
world while creating new markets for U.S. business. Even though it may not always
appear so, life in even the poorest countries has improved dramatically in many re-
spects, thanks in large part to the efforts of the IFIS. Since 1970, in the poorest
countries (with incomes less than $700 in 1993):

• Fertility rates and infant mortality rates are both down 40%.
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• The number of children enrolled in secondary schools has nearly doubled from
22% to 42% and primary school enrollment has increased 36%.

• Literacy rates have risen 33%.
• Life expectancy has increased from 54 to 62 years.
• The percent of people with access to safe drinking water has risen from 22%

to 69%.
These advances in human potential and well-being would not have happened

without IFI support. Examples of on-the-ground achievements in the last five years
show how specific IFI projects have made millions of people tangibly better off in
ways that lay the ground work for future self sustaining growth. Some of these
projects:

• Delivered 6 million textbooks to primary school pupils in Africa.
• Constructed 7000 classrooms in Pakistan doubling female enrollment in rural

areas.
• Reduced child malnutrition in 6000 Indian villages from 1 in 3 to 1 in 6.
• Increased contraception use by up to 50% in high population areas in Africa and

South Asia through community-based distribution programs.
• Provided vocational training to 23,000 women and youths in Bolivia.
Question. 5. Conditionality and local production. What has been the impact

on local production (not export production) or World Bank and IMF loans and at-
tendant conditionality? On local businesses?

Answer. While there are no overall statistics directly linking local production and
IFI conditionality, the record of countries who have followed reform programs de-
signed with the help of the IMF and World Bank clearly demonstrates the benefits
of reform.

To provide incentives for poor countries to undertake economic reform, IDA is in-
creasingly concentrating its resources on good performers. 84% of IDA lending over
the last four years went to countries rated average or above on economic reform.
This selectivity, along with IDA adjustment loans and technical assistance,
is.beginning to pay off. Overall growth in Africa for example has increased from 1%
to 4% since 1991. Among the good performers, Uganda has been growing at 10%
and Ghana, Cote D’Ivoire and Senegal have had growth in the 6% range.

Economic growth is the key to improving living standards and production in all
sectors of society from urban small business to farmers. For example, eliminating
state controlled commodity marketing boards and freeing agricultural prices has
been a critical step in improving the incentives for agricultural production. Higher
prices for farm goods and access to export markets raise the incomes and production
capacity of farmers who often make up the majority of the productive population in
poor countries.

Question. 6. World Bank lending and international conventions. How is the
World Bank ensuring that its lending doesn’t undermine international conventions
like the Climate Convention and the Biodiversity Convention?

Answer. The Bank is active in promoting cleaner energy use and protection of bio-
logical diversity, as well as facilitating activities that support other international
agreements in sectors like marine pollution. The Bank has established policies in
crucial areas, such as energy conservation and the power sector, the forest sector,
natural habitat, and water resource management. Through a broadly consultative
process, it is currently preparing a detailed energy and environment strategy to help
’de future Bank assistance. Through its ‘‘Global Overlays’’ Program and other pro-
grams, it is creating and applying cutting edge economic analysis to identify and
account for global impacts in development projects. It has also been a leading part-
ner to dozens of countries in developing national environmental action plans, and
it is financing numerous direct projects that help countries fulfill international envi-
ronmental agreements.

Question. 7. Environmental Procurement Criteria. What environmental and
social criteria will apply to Northern government funds for projects where Northern
corporations are acquiring procurement contracts for projects in the global South
with World Bank funds?

Answer. The Bank has an extensive set of policies on environmental and social
issues that apply uniformly to all corporations, regardless of their national affili-
ation. The U.S. has worked to ensure that all firms compete in free and fair condi-
tions through transparent international bidding.

Question. 8. Accountability and Transparency. What are the World Bank’s
plans to increase its public accountability and transparency in the North and South?

Answer. New information disclosure policies allow NGOs and groups directly af-
fected by Bank projects to participate more fully in project design and implementa-
tion. Input from affected groups is now routinely incorporated in the project design
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process and the Country Assistance Strategy process. Combined with new inspection
departments and independent evaluation units, this new openness is making the
Banks more accountable to the constituencies they serve. New public information
initiatives include making more documents available on the web and the hiring of
special staff to deal more closely with the NGO community.

One sign of the important change going on within the Bank is the candid self-
critical evaluations of Bank projects and practices which are coming out of the
Banks’ own internal auditing departments. While it may seem counter-intuitive that
reports highlighting Bank problems are a sign of progress, it is significant that in-
ternal mechanisms now have the latitude to make tough public evaluations of their
institutions. These empowered evaluation bodies will make it easier to learn from
mistakes of the past and evaluate the effectiveness of recent reforms on new project
performance.

Question. 9. World bank vs. Private financing. Why is the World Bank financ-
ing infrastructure projects that the private sector is willing to finance?

Answer. In general, the World Bank should not finance projects which the private
sector is willing to finance on similar terms and with similar conditions. There are
cases where the bank lends to projects which the private sector would finance only
at unacceptably high rates. The Bank can also add value if, via its participation,
it is able to ensure that higher social or environmental standards are imposed than
would be the case under totally private financing.

VerDate 09-APR-98 14:14 Apr 21, 1998 Jkt 010199 PO 00000 Frm 00486 Fmt 6602 Sfmt 6621 E:\HEARINGS\47753.008 INET01



482

APPENDIX 7

MARKUP HEARING OF JUNE 12, 1997

PREPARED STATEMENT OF SENATOR GRAMS

Mr. Chairman, as the Subcommittee Chairman with jurisdiction over this bill be-
fore us today, I want to thank you and congratulate you for your efforts, as well
as the efforts of Senator Biden, in assembling what I believe to be a well balanced
package--not only on the annual State Department Authorization issues, but on the
effort to reorganize the State Department and to finally reach an agreement on the
payment of the UN arrearages. This is a significant package that represents a lot
of hard work. In one or more ways, all of us might wish that it could have been
a better package, but it is a good faith effort to accommodate the many interests
on this Committee. There will be plenty of time in the remainder of this Congress
to oversee what we will have done today. I want to reassure my colleagues who have
concerns in any of these areas, that I certainly am open to hearings in the future
that would closely examine the implementation of any of the changes we have made.

I commend the Chairman for his efforts to reform and consolidate some of our for-
eign affairs agencies. While many of us may have preferred to go farther, what we
have here today is achievable now and hopefully will lead to further streamlining
of all cabinet departments in the future. Folding ACDA, USIA and the International
Development Cooperation Agency into the State Department will better coordinate
and improve the functions of these agencies--not end their missions. AID will also
be strengthened under the bill.

Mr. Chairman, the section of the bill on which I have had the most involvement
is Division C, the section which provides a three-year payment of $819 million of
arrearages owed to the United Nations in conjunction with the achievement of re-
forms, or benchmarks, that will help us improve the vitality and functions of the
UN. As the UN Delegate to the UN General Assembly, along with our distinguished
former colleague Senator Pell, I traveled to the UN on several occasions and was
convinced that reforms need to be undertaken to streamline and improve the organi-
zation. There was a bloated bureaucracy and no mechanisms to control or account
for spending. While most UN officials recognize the need for reforms, and in fact,
had started to work to achieve some of them, I, and many of my colleagues in the
Congress, believe that we need the discipline of actual benchmarks tied to the re-
payment of arrearages to provide the impetus needed to achieve them. We have
seen how difficult it is to streamline our own government. This is greatly com-
plicated in an international organization with so many countries involved in these
decisions.

There have been tough, lengthy negotiations on this package over the last many
months. I will be the first to say that it is not perfect. I would have preferred a
lot more in the way of reforms and budget discipline. But I believe that what we
have is a good agreement by Committee Republicans and Democrats and the Ad-
ministration.

Some would prefer the payment of the arrearages in one or two years. Some
would prefer that they are never paid and that the UN pay us what is owed us.
Some want to expand the mission of the UN and US participation in the UN. Others
want to terminate US participation. When you look at the extremes, I strongly be-
lieve that we have put together a very good package.

Tomorrow I will travel to the UN to join Ambassador Richardson to brief Sec-
retary General Kofi Annan and Permanent Representatives of many of our allies’
delegations. I know they will have concerns about the package, but I hope they will
be convinced that we do want to put the arrearages issue behind us and work with
them to achieve the reforms that all of us believe will revitalize the UN.

I strongly believe the UN mission is important, but I have also been concerned
that over the past years, support among the US public has been eroding for the UN.
I firmly believe that this package will streamline and improve the UN to the point
where we can win back public support.
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I would urge my colleagues to support the entire package, and, especially to un-
derstand how difficult it was to come up with an agreement on the arrearages. I
remind my colleagues that the House has no payment of arrearages in its State bill.

Therefore, while I respect the honorable intentions of my colleague from Indiana,
I urge you to oppose his amendment on the UN.

Thank you again, Mr. Chairman, for your efforts to craft an excellent package.

Æ
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