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FOREWORD

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

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

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

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

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

PROGRESSMADE IN FY 1999

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

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

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

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

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

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

Democr atic Reform Programs

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

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

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

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



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

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

Economic Reform Programs

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

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

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

ety.

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

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

Security Programs

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

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

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

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

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

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

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

Humanitarian Assistance Programs

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

Financial Summary

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



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

Structure of the FY 1999 Annual Report

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

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



[1.  COUNTRY ASSESSMENTS

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

ARMENIA
Political Overview

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

Economic Overview

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

Overview of U.S. Government Assistance

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



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

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

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

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

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

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

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

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

Training, Exchange and Educational Reform Programs

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

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

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



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

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

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

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

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

Economic Restructuring Programs

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

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

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



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

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

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

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

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

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

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

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

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

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

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

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

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

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

Democracy Programs

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