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FOREWORD

This Annual Report describes the U.S. Government activities that supported reform in
the twelve New Independent States (NIS) of the former Soviet Union during Fiscal Year
(FY) 1998, a year marked by financial and political turmoil in the region. In FY 1998, the
U.S. Government accelerated the reorientation of its NIS assistance activities away from
central governments towards cooperative efforts emphasizing private sector
development, regionally focused programs, people-to-people linkages and the
development of civil society.

This report summarizes the U.S. Government’s contributions to economic and political
reform in 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.

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

The latter part of Fiscal Year (FY) 1998 was marked by the financial and political crises that began in Russia
on August 17. As the effects of these events spread to other countries in the region, the U.S. Government
re-examined its assistance efforts accordingly. While our overall goals remained the same, we adjusted the
mix of programs used to achieve them. Over the past six years, U.S. Government assistance to the New
Independent States (NIS) of the former Soviet Union has reinforced the United States’ policy goals towards
this crucially important part of the world: to foster security, stability and prosperity; develop constructive
relationships with the region; and prevent the emergence of new threats to U.S. national security. It also
remains the case that the security of the United States and the rest of the world will be immeasurably
enhanced if Russia and the other NIS become stable, market-oriented democracies. The U.S. Government
has devoted significant resources to facilitating this transition over the past six years—over $12.5 billion in
grants and almost $16.9 billion in financing.

This report describes the progress made by U.S. Government assistance programs and cooperative
activities with the NIS countries before August 17 and initial responses to the crisis thereafter. These
programs and activities were focused in the following four areas: (1) promoting democratic institution-
building, the rule of law and the establishment of civil society; (2) helping establish open and competitive
markets; (3) enhancing U.S., NIS and international security through cooperative threat reduction and
nonproliferation efforts; and (4) addressing urgent humanitarian needs.

PROGRESS IN FY 1998

During the first half of FY 1998, the Coordinator of U.S. Assistance to the NIS continued to restructure NIS
assistance activities increasingly towards cooperative activities. This ongoing restructuring is based on the
premise that our assistance efforts need to be focused, first and foremost, on investment-led economic
growth, people-to-people linkages, and the development of civil society. Especially in Russia, and to a
lesser extent in the other NIS countries, the basic institutional building blocks of market economies and
demaocratic governments are becoming known and understood. Technical assistance provided by the U.S.
Government and other donors has played an important role in this process. However, we are now gradually
shifting our efforts towards more cooperative types of activities that will enable the United States to remain
engaged in the region. These activities include U.S. investments in small and medium-sized enterprises;
partnerships between U.S. and NIS universities, hospitals, non-governmental organizations, cities, and
business and professional associations; and exchanges between U.S. and NIS students, professionals and
entrepreneurs. In FY 1998, we also continued to move our assistance activities out of the capital cities and
into the regions, particularly in Russia. For example, the Regional Initiative (RI) in Russia established
centers in three Russian regions—Novgorod, Khabarovsk and Samara. In Kazakhstan, we laid the
groundwork for a regional focus on Atyrau, while in Ukraine, we focused on Lviv and Kharkiv. These and
other grassroots activities funded by the U.S. Government are helping to promote long-term stability in the
region and are supporting the transitions of the NIS countries to free-market democracies.

After the events of August 17, a program review conducted by the Coordinator’s Office suggested that we
should accelerate the shift away from assistance to central governments that have not been responsive to
our emphasis on market mechanisms and the rule of law. If near-term change in these areas is going to be
difficult, we should lay the foundations for longer-term change. This means bringing ever greater numbers
of young leaders, new entrepreneurs, scientists and local officials to the United States on exchange
programs; supporting more activities with outlying regions of the larger NIS countries; and providing
additional support to private, non-governmental entities in these countries—this will be our focus in FY
1999.

The following four sections provide brief assessments of U.S. Government-funded activities in the areas of
democratic reform, economic reform, cooperative threat reduction and nonproliferation, and humanitarian
assistance in FY 1998.



Democratic Reform Programs

Through our involvement with the NIS over the past six years, we have come to the realization that
demaocratic reform is a generational process in these countries, and we have focused our efforts on building
a cadre of young leaders with an understanding of the day-to-day functioning of a market-based democratic
system. To this end, we have brought over 75,000 people from the NIS to the United States since FY 1993
on exchange programs lasting from one week to two years. There are now active alumni of U.S.
Government-funded exchange programs in all sectors of NIS society who are making a difference by
assuming leadership roles in their professions and their communities.

In FY 1998, progress in the area of democratic reform was mixed. Before the Russian economic crisis in
August, many of the NIS countries had shown noteworthy gains—several countries had made progress
towards free and fair elections, and there had been a proliferation of active non-governmental organizations
(NGOs), as well as vibrant and accessible independent media. However, the August economic crisis
whittled away at these gains, as many NGOs lost funds in failed banks, independent media saw a dramatic
decline in advertising revenue and a number of returned exchange participants lost their private-sector jobs.
Despite these setbacks, support for reform remained strong at the grassroots level, where civil society
activists prepared to weather the crisis by relying on their own ingenuity and perseverance. NGOs and
independent media outlets made use of the training they had received and remained committed to their
goals, despite a lack of operating funds. NGOs in Russia banded together to protest a pending tax law that
threatened their survival. Similarly, the crisis forced independent media outlets to make hard choices in
order to make themselves financially viable, and may actually wind up strengthening the sector in the long
run by weeding out the weakest and least sustainable media outlets.

As in FY 1997, the most serious setbacks in the democracy sector occurred in Belarus, where increasing
authoritarianism on the part of President Lukashenko imperiled the country’s non-governmental sector and
independent media. The U.S. Government continued to provide direct assistance to NGOs and
independent media in Belarus through the U.S. Embassy’s Democracy Fund—one of the few remaining
sources of support available to these organizations. In Azerbaijan and Kazakhstan, presidential elections
fell short of international standards, due more to a lack of political will than to insufficient technical capacity.
However, Azerbaijan demonstrated incremental improvements in the area of democratic reform,
eliminating censorship and allowing opposition rallies.

In FY 1998, U.S. Government assistance to the NIS in the area of democratic reform focused on
strengthening civil society through exchanges, training programs and partnerships. We continued to work
toward building democratic institutions that are responsive to the citizenry. In particular, our programs
sought to strengthen institutions and organizations that provide checks and balances against centralized
power, such as independent legislatures and judiciaries, independent media, transparent and accountable
local governments, and NGOs which can provide a channel for citizen participation in the policy-making
process. In addition, we stepped up our efforts to combat violence against women and trafficking in women
from the NIS by working with law enforcement officials, crisis centers, local government, health care
providers and the legal system.

Organized crime and corruption remained an obstacle to reform and foreign investment throughout the NIS
in FY 1998. U.S. Government law enforcement agencies continued to work with their NIS counterparts to
combat the spread of Eurasian organized crime and corruption, with an increased emphasis on community-
based programs. Cooperative efforts at the local level helped develop basic law enforcement skills and
involved citizens in solving pressing problems. Corruption is proving to be a particularly tough problem and
one we are approaching through our assistance at all levels, both bilaterally and multilaterally. In addition to
law enforcement efforts, good-governance and fiscal regulation programs encouraged transparency in
central and local governments. The U.S. Government also supported grassroots efforts through
independent media, NGOs and other civic groups to combat crime and corruption.



Economic Reform Programs

Although it reached a critical point only late in the fiscal year, the Russian economic crisis—and its spillover
effects in the rest of the NIS—was the dominant economic event of FY 1998. As a result of the crisis, the
substantial progress that Russia and a number of other NIS had made toward macroeconomic stabilization
in recent years was either reversed or came under serious threat. Inflation in Russia, which had fallen to an
annualized rate of 5.5 percent in July, approached 90 percent by the end of 1998. GDP growth, which had
also begun to turn in a positive direction in the first half of 1998, took a sharp dive in the last few months of
the year.

The ability of the other NIS countries to withstand the shock of the Russian crisis depended on the degree to
which they had reoriented their economies away from the Russian market and/or adopted significant
structural reforms. For example, Kyrgyzstan, which still conducts 50 percent of its foreign trade with Russia,
was deeply affected by the Russian crisis, but was able to mitigate the impact on its currency and inflation
rates, thanks to macroeconomic policies put in place over the past several years. Ukraine, on the other
hand, suffered a 33-percent drop in the value of its currency and a significant drop in GDP as a direct result
of the events in Russia.

Progress on economic reform in FY 1998 was spotty at best. Most of the NIS have yet to adopt the full
range of legal and regulatory reforms necessary to establish fully functioning market economies, and have
failed to take important steps to privatize the larger state companies, including those in the energy sector.
The most notable exception to this general trend in FY 1998 was Moldova, which continued to make
significant progress in economic reform, thanks to a government featuring prominent reformers in key
economic ministries. Moldova put into effect a modern tax code and passed significant legislation to
continue a land privatization program that has already become a model for other states in the region. Other
milestones of progress in the region included Kyrgyzstan’s accession to the World Trade Organization
(WTO) as the first NIS country to achieve this distinction; Armenia’s adoption of measures to substantially
improve conditions for foreign investment; Azerbaijan’s progress in privatizing its agricultural and small
business sectors; and Russia’s adoption of a portion of production-sharing-agreement (PSA) legislation,
which is badly needed in order to attract investment in Russia’s energy sector.

Unfortunately, these examples of progress were offset by numerous examples of stagnation or even
backsliding in the area of economic reform. For example, Kazakhstan postponed important financial
reforms, and Uzbekistan continued to frustrate international investors with its insistence on a regressive
foreign exchange regime. Belarus continued its headlong retreat from a market-based economy, and the
region’s two biggest economies, Russia and Ukraine, continued to suffer due to the Russian and Ukrainian
governments’ failure to adopt critical measures needed to improve investment opportunities and combat
corruption. Faced with this lack of progress at the national level, some regions within Russia and Ukraine
began implementing local policies aimed at attracting more investment and generally improving conditions
for business activity.

In FY 1998, the U.S. Government focused an increased amount of bilateral economic assistance at the
grassroots and regional levels. The Regional Initiative (RI) continued in three Russian regions, where a
concentrated infusion of technical assistance, partnerships, small-business training and finance programs
was aimed at promoting economic development at the regional level. New regional initiatives were
launched in the Kharkiv region of Ukraine and the Atyrau region of Kazakhstan. In general, U.S.
Government assistance increasingly emphasized support for small business and the removal of obstacles to
trade and investment. Meanwhile, recognizing the critical need for an investment-friendly legal and policy
environment, U.S. Government-funded programs continued to support the NIS governments’ efforts to put
in place the prerequisites for making the transition to a market economy, including sound fiscal and
monetary policies, market-friendly commercial legislation, regulatory bodies, strong financial institutions and
functioning capital markets.



Security Programs

The economic crisis that affected Russia and the other NIS in FY 1998 also heightened the threat of
proliferation of weapons of mass destruction (WMD) from the former Soviet arsenal. Wage arrears and the
ruble devaluation exacerbated the already difficult economic conditions faced by many NIS military
personnel and former WMD scientists, thus increasing the risk of illicit transfers of sensitive weapons,
weapons delivery systems, material technology and expertise. A number of U.S. Government agencies
continued a wide range of activities to address potential WMD threats and promote regional stability. While
the highest assistance priority remained the facilitation of weapons destruction and dismantlement to meet
arms control requirements, an increasing amount of attention was focused on efforts to strengthen export
control systems and ensure that former Soviet WMD scientists and technical experts have opportunities to
redirect their expertise to peaceful civilian research and development. Failure to continue these efforts at
such a critical juncture could jeopardize the enormous progress made in arms control and nonproliferation
over the past six years.

The U.S. Defense Department’s Cooperative Threat Reduction (CTR) or “Nunn-Lugar” Program continued
to facilitate strategic offensive arms reductions in Russia pursuant to the START Treaties, help deactivate
SS-19 and SS-24 missiles in Ukraine, and help eliminate SS-18 missile silos and close nuclear test tunnels
in Kazakhstan. In Russia, the primary recipient of CTR assistance, the Department of Defense (DoD)
pursued efforts to defuel, dismantle and eliminate submarine-launched ballistic missiles from Yankee- and
Delta-class SSBNs (ballistic missile submarines). Under its Weapons Protection, Control and Accounting
(WPC&A) Program, DoD enhanced the security of Russian nuclear weapons storage sites, dedicated a new
training center for emergency response activities, delivered 50 computers for an interim weapons inventory
control capability, and further increased the security of weapons in transit. Efforts to help “jump-start”
Russian chemical weapons (CW) destruction also continued under the CTR Program. In June 1998,
authorities from Russia’s Kurgan Oblast (Region) finally selected the site for a CW destruction facility near
Shchuchye.

By November 1998, 103 of Ukraine’s 111 SS-19 missiles, all 130 launch silos, and all 13 launch control
center silos had been eliminated; an integrating contract for bomber elimination had been awarded, and the
first bomber elimination began, witnessed by Senator Lugar and a visiting Congressional delegation. In FY
1998, DoD expanded on the CTR-supported efforts of the National Academy of Sciences to increase
scientific collaboration in the area of bio-defense and to prevent the proliferation of biological weapons
expertise and technology. DoD also continued defense and military contact efforts in Russia, Ukraine,
Georgia, Moldova, Kazakhstan, Kyrgyzstan, Turkmenistan and Uzbekistan. In FY 1998, for the second year
in a row, Belarus was not certified as eligible to receive new CTR assistance due to the Belarusian
Government’s continuing poor record on human rights.

In addition to CTR, the Department of Defense continued to provide NIS law enforcement officials with
equipment and training through its efforts under the DoD/ FBI Counterproliferation and DoD/U.S. Customs
Service International Border Security programs. DoD also sponsored the participation of NIS Partnership
for Peace member countries in exercises and inter-operability activities, supported radioactive materials
storage and disposal efforts through the Arctic Military Environmental Cooperation Program, and pursued a
wide range of military-technical cooperative efforts with the NIS.

The State Department’s Science Center programs made significant progress in creating opportunities for
former NIS WMD scientists to pursue peaceful research. Together, the Science Centers in Moscow and
Ukraine generated more than 300 new projects in FY 1998 and have engaged over 24,000 NIS scientists
since 1992, addressing a key area of WMD proliferation concern. In addition, cooperative scientific
research continued under programs implemented by the Civilian Research and Development Foundation
(CRDF) and National Science Foundation (NSF).

In FY 1998, a new pilot project was initiated to support the efforts of the U.S. Departments of Agriculture
and Health and Human Services to promote scientific collaboration aimed at redirecting scientists in former
Soviet biological weapons-related facilities to civilian commercial, agricultural and public health activities.
Another new program that enjoyed a vigorous start in FY 1998 was the Georgia Border Security and Law



Enforcement Program implemented by the U.S. Customs Service. This effort is designed to enhance
Georgia’s capabilities to control its borders as Russian border troops begin their withdrawal from Georgia.

In FY 1998, the Department of State made progress throughout the NIS in enhancing export control systems
by providing equipment and training to prevent, deter and detect potential WMD proliferation. The
Department of State also continued to support the development of NIS Partnership for Peace (PFP)
interoperability and civil-military relations through the Foreign Military Financing (FMF) and International
Military Education and Training (IMET) programs.

In September 1998, the U.S. Department of Energy (DOE) and the Russian Ministry of Atomic Energy
concluded an agreement launching the Nuclear Cities Initiative (NCI), a new effort to develop applications
for non-military technology and long-term employment opportunities in Russia’s ten formerly closed nuclear
cities. The NCI is supported and complemented by DOE’s Initiatives for Proliferation Prevention (IPP)
Program, which approved 64 new projects in FY 1998 in Russia, Ukraine and Kazakhstan to develop non-
military, commercially viable applications for defense technologies, as well as and long-term employment
opportunities for NIS weapons scientists. Also in FY 1998, DOE’s Material Protection, Control and
Accounting (MPC&A) Program continued to rapidly improve the safekeeping of nuclear materials in the NIS.
Under MPC&A, DOE performed upgrades at 53 major sites in the NIS, completed deliveries of upgraded
trucks and railcars for safer transport of materials, and signed a memorandum of cooperation with the main
command of Russia’s Ministry of Internal Affairs (MVD). DOE'’s Fissile Materials Disposition Program made
progress on a series of U.S.- Russian small-scale tests and demonstrations of technologies to dispose of
weapons-derived plutonium no longer required for defense purposes, convert and immobilize weapons-
grade plutonium, and examine the feasibility of burning U.S. and Russian plutonium in a Canadian reactor.
DOE also contributed to WMD non-proliferation efforts through its traditional nuclear export control
assistance and its Second Line of Defense program.

All of these assistance efforts remain in our national security interests. In light of the Russian economic
crisis, we must redouble our efforts to take full advantage of the historic post-Cold-War opportunity to
reduce WMD threats to the United States, the NIS and the international community. From FY 1992 to FY
1998, over $2.5 billion has been budgeted for U.S. security-related assistance and cooperative programs.
These funds represent a mere fraction of U.S. security and defense spending, but the successful and
unprecedented partnerships developed through our security-related assistance programs are providing an
enormous return on our investment.

Humanitarian Assistance Programs

In FY 1998, as in previous years, U.S. Government-funded humanitarian programs in the NIS were focused
on those countries with the greatest need for such assistance. The State Department’'s Operation Provide
Hope delivered over $200 million in humanitarian assistance to the 12 NIS countries in FY 1998.
Approximately one fourth of this assistance was provided through the U.S. Defense Department’s Excess
Property Program, and the remainder was in the form of privately donated commodities—mostly high-value
pharmaceuticals—provided through U.S. private voluntary organizations (PVOs). In FY 1998, the State
Department coordinated collaborative humanitarian efforts with USAID, responding to emergency flooding
situations in Kyrgyzstan, Tajikistan and Russia. In addition, the Department of State worked closely with the
U.S. Department of Agriculture (USDA) in the implementation of USDA’s Food for Progress programs in the
NIS. In FY 1998, USDA's programs provided over $51 million in government-to-government humanitarian
commodity assistance in the form of grants or loans and over $67 million in targeted humanitarian programs
implemented by U.S. PVOs.



FINANCIAL SUMMARY

Funding for U.S. Government assistance to the NIS reached its lowest level in FY 1997, but increased in FY
1998. From the FY 1994 peak of $2.5 billion, FREEDOM Support Act assistance funds had dropped to
$850 million in FY 1995, $641 million in FY 1996 and $625 million in FY 1997. However, with the
introduction of the Partnership for Freedom, the U.S. Congress appropriated $770 million for NIS assistance
in FY 1998. For FY 1999, the U.S. Congress has appropriated $847 million for NIS assistance.

As of the end of FY 1998, cumulative appropriations for the FREEDOM Support Act, Cooperative Threat
Reduction and the other major assistance and cooperative programs totaled $12.56 billion, of which
approximately $11.93 billion had been obligated and $10.28 billion expended by the end of FY 1998 (see
Appendix). FREEDOM Support Act obligations increased by over $891 million in FY 1998, while obligations
of other U.S. Government funds increased by over $855 million for NIS-related programs.

STRUCTURE OF THE FY 1998 ANNUAL REPORT

Section Il of this report contains assessments of U.S. Government assistance programs by country, each of
which begins with a brief overview of the political and economic developments in each country in FY 1998.
Section 11l describes the major U.S. Government-funded regional assistance programs, trade and
investment programs, and cooperative activities. Section IV presents our evaluation of the performance of
each of the NIS countries according to the criteria in Section 498A of the Foreign Assistance Act of 1961.
Section V describes the use of the "notwithstanding” authority provided to enable U.S. Government
assistance programs to move forward without delay. The appendix of this report provides cumulative
summary charts of assistance funds budgeted, obligated and expended as of the end of FY 1998, 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/iwww/regions/nis/nis_assist_index.html. This
report was produced by the Office of the Coordinator of U.S. Assistance to the NIS, and was compiled and
edited by Ivars Kuskevics, Aaron Jost and the Security Programs Division. The financial charts in the
appendix were prepared by Dean Fischer. Please direct comments and questions to Ivars Kuskevics at
(202) 647-0832 or by e-mail to the following address: i.kuskevics@state.gov



Il. COUNTRY ASSESSMENTS

The following country assessments provide an overview of U.S. Government assistance programs and their
effectiveness in each of the twelve New Independent States (NIS) in FY 1998. These assessments, which also
contain brief overviews of political and economic developments in each of the twelve countries, are based on
information provided by our embassies, as well as by the various U.S. Government agencies providing
assistance to the NIS.

ARMENIA
Political and Economic Overview

President Ter-Petrossian, whose legitimacy had been tainted by seriously flawed elections in 1996 and a
pragmatic but unpopular policy on the Nagorno-Karabakh conflict settlement process, was forced to step down
in February 1998 under pressure from Prime Minister Kocharian and his allies. Kocharian was elected
president in March 1998 in an open and generally well-contested, multi-candidate election. However, his
margin of victory was increased by vote fraud. Kocharian took significant steps to bring all parties, including
those from the Armenian diaspora, into the political system. He created new institutions to reform the
constitution and strengthen human rights protections. His tougher stance vis-a-vis Azerbaijan and Turkey
reduced hopes for rapid progress toward regional conflict resolution. Nevertheless, Armenia maintained its
policy of cultivating strong relations with both Russia and the West, including greater engagement with NATO.

On the economic front, the technocratic government of Prime Minister Darbinian made substantial progress in
creating conditions for viable foreign private investment in Armenia. Despite the Russian financial crisis,
Armenia’s national currency, the dram, remained stable. Inflation dropped to single digits, and GNP grew about
six percent, albeit from a low base. Despite reform measures aimed at modestly reducing the tax burden on
businesses, aggressive tax collection efforts increased budget revenues and kept the deficit relatively stable.
With the country’s industrial sector still moribund, Armenia’s population remained heavily dependent on
remittances from relatives abroad and on outside grants and loans to the Armenian Government. World Bank
and International Monetary Fund (IMF) loan disbursements were slowed by Armenia’s reluctance to raise
electricity prices to support future energy investment. Toward the end of 1998, the National Assembly,
Armenia’s parliament, became increasingly assertive and populist on economic issues, positioning itself for new
parliamentary elections in May 1999.

Overview of U.S. Government Assistance

In FY 1998, the U.S. Government provided an estimated $131.0 million in assistance to Armenia, consisting of
$84.64 million in FREEDOM Support Act funds, over $28.6 million in other U.S. Government funds and $17.77
million in Defense Department excess and privately donated humanitarian commodities. U.S. Government
assistance to Armenia was focused mainly on economic and market reform, energy reform, democracy and
good governance, private-sector development, education and training, agriculture, and humanitarian
assistance. Since 1995, the U.S. Embassy in Armenia has worked closely with the Armenian Government to
decrease the amount of humanitarian assistance provided to Armenia and replace it with more transition- and
development-oriented assistance and private-sector development programs. This shift in priorities was
designed to assist Armenia in making as rapid and efficient a transition as possible to a free-market economy
and in creating jobs in new enterprises. In FY 1998, for the first time since FREEDOM Support Act assistance
started in FY 1992, the U.S. Government allocated more funding to development programs for Armenia than to
humanitarian assistance. The FY 1998 assistance program for Armenia consisted of $39 million in
humanitarian assistance (or 29 percent), $77 million in development assistance (or 57 percent), and $19 million
in private-sector development assistance (or 14 percent).



The main emphases of U.S. assistance to Armenia in FY 1998 were as follows:

$26 million for energy-sector reform. Of this total amount, $5.8 million was devoted to energy-sector
restructuring, $5.4 million was allocated for U.S. Department of Energy nuclear safety programs at the
Metsamor nuclear plant, and $15 million for the provision of energy meters to complement the ongoing
efforts to promote energy-sector reform;

$11 million for the initiation of a comprehensive market reform program focused on legal and regulatory
structures, capital markets, land markets, tax and fiscal policies, and accounting;

$10 million for U.S.-Armenian exchanges, for U.S.-based education and training programs for Armenians,
and for education and institution-building in Armenia. This area received increased emphasis in FY 1998—
the funds allocated for educational exchanges with Armenia more than tripled;

$7.4 million for democracy and good governance programs focusing on six critical areas: judicial reform,
independent media, rule of law, training for private voluntary organizations (PVOs) and non-governmental
organizations (NGOs), law enforcement assistance, and civic education. The FY 1998 funding level for
democracy and good governance programs in Armenia represented a 40-percent increase over FY 1997;

$6 million to continue the USDA Agricultural Marketing Assistance Program started in 1996. In 1998,
USDA expanded the program, placing a particular emphasis on assisting private-sector growth in
agriculture and agribusiness;

$5.8 million for private-sector development, including $3 million through the Eurasia Foundation for the
provision of loans and grants to small and medium-size Armenian businesses; and

$3.8 million for economic restructuring, with a strong emphasis on financial sector and market
development.

Economic Restructuring and Reform Programs

USAID Support for the Comprehensive Market Reform Program: With USAID support, the Government of
Armenia launched a five-part Comprehensive Market Reform Program in July 1998. The Armenian
Government's strong commitment to reform was reflected in the excellent progress in all of the program’s five
components during the last part of FY 1998.

Tax/Fiscal Reform: Agreement was reached with Armenian tax authorities on a comprehensive
modernization plan for district tax offices nationwide. The plan includes new organizational structures and
business functions, as well as automation of tax administration. The Tax Inspectorate has “taken
ownership” of a detailed implementation plan that will result in the modernization of all tax offices by the
end of 1999. As of the end of FY 1998, the plan was being implemented in two pilot district offices in
Yerevan, in preparation for expansion to other districts in mid-1999. USAID also provided extensive
assistance to the Armenian Government in the drafting of a new customs code that will comply with World
Trade Organization (WTO) norms and standards. Armenia may soon complete its documentation for WTO
accession and hopes to accede in 1999.

Enterprise Accounting Reform: With USAID technical assistance, the Methodology Department of
Armenia’s Ministry of Finance and Economy (MOFE) was completing the process of translating and
adapting International Accounting Standards (IAS), the first 15 of which were to be implemented in Armenia
in January 1999. In cooperation with MOFE personnel, teams of local accountants trained under this
project recently completed the conversion of the accounting systems of six private-sector enterprises to
IAS. Among the six were the telephone company ArmenTel and a large brewery, Yerevan Beer. A series
of 14 training courses leading to certification in international accounting and auditing by the Association of
Chartered Certified Accountants (ACCA) began in September. The first two courses in English have been
completed by 100 students (an exceptional number for a country the size of Armenia), and the ACCA
conducted testing on this first level of certification in Armenia in December. The first course has been
translated into Russian and will be offered starting in January.



Privatization: This first phase of this component involved the successful creation of a comprehensive
database of all enterprises remaining in state ownership, including details of their financial condition. The
database is now being used to help the Ministry of Privatization decide which modes of privatization should
be utilized for divestiture of these remaining assets. The next phase of the project will provide direct
assistance to the Ministry in international and domestic tenders, privatization through the capital markets,
and liquidations.

Land Titling and Registration: Progress under this component was ahead of schedule. The goal of the
project was to assist the Armenian Government's ongoing land reform efforts and to support the creation of
an active land market. A complete review of all current laws and regulations affecting land was conducted.
In close cooperation with the Real Estate Cadaster, key laws on land registration and alienation of state-
owned property were drafted and will soon be submitted to the National Assembly. A streamlined
methodology for rapid surveying, registration and titling of privatized land was developed, and was being
tested in a village outside of Yerevan. This methodology will be the model for rapid titling and registration
programs for urban and rural land nationwide by USAID and other donors. The expanded implementation
of these extensive new programs will begin in spring 1999, as soon as weather permits.

Capital Markets Development: USAID-funded advisors helped draft a new securities law that establishes
an enhanced framework for securities market regulation and creates an independent Securities Exchange
Commission to enforce those regulations. In addition, a collaborative effort between USAID-funded
advisors and the Armenian Government resulted in the design of a comprehensive national market-trading
system that includes clearing, settlement and depository organizations and the use of a centralized share
registry. Detailed presentations outlining the proposed trading system were made to the Prime Minister and
other Armenian Government officials, as well as to several gatherings of interested private-sector
participants.

Although Armenia’s progress under the Comprehensive Market Reform Program was remarkable in FY 1998,
impediments remained in Armenia’'s path to a free-market economy. Enforcement of contracts remained a
problem, corruption continued to be extensive, and citizen participation in political decision-making remained at
very low levels. The U.S. Government is developing a new five-year strategy to address the remaining
constraints in ways that promote the development of a stable and prosperous Armenia that is well-integrated
into the regional economy.

Other Market-Reform Programs: Additional U.S. assistance programs implemented in FY 1998 that
complemented USAID’s new Comprehensive Market Reform Program were small and medium-sized enterprise
(SME) development, banker training, and assistance with the establishment of an electronic treasury payment
transfer system. The SME development activities involved a number of other U.S. Government-funded
organizations: the Peace Corps, USDA, and the Eurasia Foundation. To date, the Eurasia Foundation has
loaned over $3.4 million to 130 small and medium-sized businesses in Armenia through its three partner banks,
helping create 866 new jobs. USDA has loaned a total of $1.4 million to 55 small and medium-sized
agribusinesses, helping create another 1,000 jobs.

U.S. Department of Agriculture (USDA) - Agricultural Marketing Assistance Project: In FY 1998, USDA’s
Marketing Assistance Project (MAP) identified strategic failures in Armenia’s marketing system for cheese,
high-value fruits, and vegetables and awarded loans to emerging agribusinesses in these areas. The loans
were managed through cooperating Armenian banks. It is estimated that MAP’s strategic loans for enterprises
producing glass jars, as well as transaction loans to canneries for the purchase of fruits and vegetables,
increased seasonal employment by 10,000 jobs. The loans to the canneries provided 80 percent of Armenian
farmers with direct access to a food processor. A total of $1.4 million was loaned to 55 agribusinesses for
expansion of the sales of cheese, dried fruit, milk, meat, wine and tomato paste. New product development
resulting from MAP included sun-dried tomatoes, ketchup and high-quality fruit juice. USDA provided grants
and technical assistance to help establish an agricultural marketing firm that now has retail and wholesale
outlets at 35 locations in 18 cities throughout Armenia. USDA also made technical assistance available to
320,000 farmers via 20 fact sheets published on 13 different subject areas and distributed by the 200 local
agents of the Armenian Extension Service created by USDA. In FY 1998, the Extension Service began the
transition to its new home at the Armenian Agriculture Academy, assisting the academy in curriculum reform
and in establishing a Foundation for Applied Research and Agribusiness that will help initiate applied research.



U.S. Department of the Treasury: Three U.S. Treasury Department advisors, working in close cooperation
with USAID, continued to support essential elements of Armenia’s economic reform program by providing
practical advice to the Ministry of Finance and Economy in the fields of budget administration, tax
administration, and government securities management.

USAID Energy-Sector Reform Programs: In FY 1998, USAID energy-sector reform programs continued to
work to create a more economically sound energy sector in Armenia. In the area of power-sector restructuring,
all remaining generation functions were separated from ArmEnergo, the former state energy monopoly. In July
1998, the transmission function was divested from ArmEnergo, and the distribution sector was further
consolidated into four regionally based utilities. This significant restructuring of the power sector has resulted in
the following: a decentralization of management and decision-making; an increase in the consumer payment
rate for electricity to around 65 percent (the highest in the NIS); enhanced transparency due to sector
disaggregation, indicating where costs are excessive and out-of-line with the rest of the sector; an improved
environment for the privatization process, achieved by separating the sector into entities that should have more
appeal for specific type of investors; and the restoration of the reliability of the power sector, including a 24-
hour supply of electricity. In FY 1998, Armenia’s energy regulatory commission, which was established in April
1997 with USAID technical assistance, rapidly established itself as a leading regulatory body. To date, the
commission has issued some forty resolutions covering areas such as electricity, natural gas and district
heating tariff reform, financial reporting requirements for licenses, and critical rules and procedures governing
commission operations. This past year, the commission also passed a code of ethics—the first such code to be
introduced in Armenia.

Democracy Programs

USIA Democracy Fund Small Grants Program: In FY 1998, the embassy-based, USIA-administered
Democracy Fund disbursed $200,000 for 21 small grants to organizations including human rights groups,
private radio and television stations, educational organizations, and local NGOs. These grants supported
efforts by Armenian organizations to open and expand independent media outlets, monitor the country’s human
rights situation, educate citizens, develop civic action programs, and strengthen women's rights. For example,
a Democracy Fund grant was awarded to support an eight-month public education and training program entitled
“Breaking the Silence about Violence Against Women.” This grant helped support nationwide seminars on
legal issues related to violence against women, television interviews broadcast on Armenian state television,
and the development of a 20-page brochure on women'’s rights. The program is being implemented by the
Women'’s Rights Center (WRC), an Armenian NGO that has worked diligently to promote the creation, change
and enforcement of laws for women in Armenia. By conducting a survey of Armenian women'’s knowledge of
women’s and children’s rights, and operating a hotline for victims of gender discrimination and domestic
violence, WRC has successfully raised the profile of women'’s issues in Armenia.

USAID Democracy Programs: In FY 1998, USAID-funded democracy programs were focused on two main
objectives: increased citizen participation in political and economic decision-making, and the development of a
legal system that better supports democratic and market reforms. USAID’s programs to promote increased
citizen participation had mixed results in Armenia in FY 1998. The extraordinary presidential elections held in
March 1998 caused some shifts in the focus of USAID’s democracy programs, relative to plans made at the
beginning of the fiscal year, when there was no prospect of elections in 1998. Despite technical assistance,
Armenia’s political parties showed little progress compared to the 1996 presidential elections, and international
observers documented some serious irregularities in the elections. One positive change, attributed to the
strong voter education program conducted by the International Foundation for Election Systems (IFES), was
that significantly fewer ballots were declared invalid in the 1998 elections. Another success was independent
media assistance provided by Internews, a U.S. NGO that provided technical assistance and equipment to
independent television stations in Armenia, thereby increasing their ability to raise revenue and to report news
impartially. The Internews program contributed to significantly increased news coverage of the elections.
Meanwhile, USAID's legal and judicial reform program focused on ensuring that a legal framework is in place
for a well-functioning judiciary, as well as making sure that current and future lawyers and judges are trained in
the implementation of such legislation. In FY 1998, Armenia adopted numerous laws that had a direct or
indirect impact on the rule of law. USAID-funded technical advisors provided assessments and other expert
assistance on laws such as the highly regarded civil code and laws on the status of judges, the judiciary, and
advocate service. USAID provided assistance to the Yerevan State University Law School in curriculum and
faculty development and funded a modern electronic research law library. USAID is currently providing
technical assistance in three critical areas: (1) an evaluation of substantive changes under consideration for
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Armenia’s constitution, (2) assistance to the Armenian Judges’ Association in developing a code of ethics, and
(3) support for an effort by the Bar Association of the Republic of Armenia to draft a code of ethics.

USIA Institutional Partnerships: Under its Sister Cities School Partnership Program, USIA announced its
plans to support a partnership between Pasadena, California, and Vanadzor, Armenia. A three-week exchange
involving 20 Armenian students and two Armenian educators will take place in early 1999. A USIA-funded
university partnership between the American University of Armenia (AUA) and the University of California-
Berkeley’s Boalt Law School continued in FY 1998, with 19 Armenian students accepted into the program's
second cycle in May 1998. In October 1998, sixteen first-cycle students graduated AUA with law degrees. In
FY 1998, USIA also finalized a university partnership agreement between Yerevan State University and Florida
State University, under which the two institutions will exchange faculty and administrators for a combination of
teaching, lecturing, faculty and curriculum development, collaborative research, and outreach, for periods
ranging from one week to one academic year.

Training and Exchange Programs

U.S. Information Agency (USIA): Training and exchange programs, which aim to expose future Armenian
leaders to Western concepts of democracy and market economics, were increased significantly in FY 1998, as
144 young Armenians traveled to the United States under USIA academic exchange programs. Of this total,
70 Armenians were enrolled in master’s-degree programs under USIA’s Muskie/FREEDOM Support Act
Fellowship Program, 50 Armenian high school students took part in USIA’s Future Leaders Exchange (FLEX)
Program, and 24 students participated in USIA’s undergraduate exchange programs. In addition, 31 Armenians
participated in USIA professional exchange programs in the areas of civic education, curriculum development,
media and government. USIA also supported a university partnership program between Florida State
University and Yerevan State University and continued its teacher training program through lowa University.

USAID Global Training for Development (GTD): In FY 1998, USAID provided short-term training, both in
Armenia and abroad, for 373 participants under its Global Training for Development (GTD) Project. Of this
total, 88 participants attended training in the United States and 45 attended third-country training programs.
U.S.-based training was provided in a number of key areas, including bank supervision, NGO development,
criminal justice reform, energy sector reform, legal education, academia, marketing, and business
administration. As a complement to the U.S.-based training, other subjects were covered by USAID training
programs in Armenia and in third countries (countries other than Armenia and the United States), including
NGO development, business administration, economics education, journalism, accounting and fiscal
decentralization. In addition to these USAID short-term training programs, another 45 Armenians benefited
from USAID-funded conferences and exchange visits to the United States.

Social Sector Programs

Hospital Partnerships: Two USAID-funded hospital partnerships were active in FY 1998: one between the
Ereboni Medical Center and College of Nursing and the UCLA Medical Center, and one between the
Emergency Scientific Medical Center and the Boston University Medical Center. The UCLA-Ereboni
partnership recently introduced the first bachelor’'s-degree nursing program in Armenia, and in June 1999, 18
nursing students will complete their program and be eligible to receive BSN degrees.

Humanitarian Assistance

As a result of the U.S. Government’s effort to reduce humanitarian assistance to Armenia in favor of
development assistance—a goal shared by the Armenian Government—only 29 percent of U.S. Government
assistance to Armenia was humanitarian assistance in FY 1998. In FY 1998, the Armenian Government was
better able to identify and target the country’s assistance needs, in large measure due to the USAID-funded
PAROS system, a computerized database initiated by USAID in 1996 which contains the names of 750,000
households and is used by international organizations and the Armenian Government for the distribution of
humanitarian assistance. PAROS allows USAID, other donor organizations, and the Armenian Government to
identify the most needy sectors of the population and to distribute humanitarian assistance accordingly. The
Armenian Government is now also better positioned fiscally to shoulder more of the responsibility for
maintaining and strengthening the social safety net, especially for the most vulnerable parts of the population.
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USAID Winter Warmth Kerosene Program: During the winter of 1997-98, USAID’s Winter Warmth Kerosene
Program distributed 10,000 metric tons of kerosene to Armenian schools and to the vulnerable population living
in temporary shelters in the earthquake zone of northern Armenia. This important, high-profile program
provided the only means of heat to a large segment of the population for the entire winter and was the only
source of heat for the vast majority of schools throughout Armenia. The fifth consecutive year of this USAID
program proved to be the most successful yet. The USAID-supported Fund for Democracy and Development
(FDD) utilized a highly experienced staff that benefited from excellent support and collaboration from various
U.S. and Armenian governmental and non-governmental sources. As a result, FDD distributed kerosene to
99.7 percent of all eligible beneficiaries—the highest percentage ever. The 10,000 metric tons of kerosene
benefited 34,037 beneficiaries living in temporary shelters ever since the December 1988 earthquake, 1,270
schools throughout Armenia, and 429 other institutions.

USAID Community Development Program: The Community Development Program, implemented through
the Save the Children Federation (SCF) since 1995, entered a new phase in FY 1998, incorporating a number
of changes and stressing a more concerted effort to foster community self-reliance and to more adequately
address priority needs through micro-projects. In FY 1998 alone, approximately 200,000 people benefited from
over 200 micro-projects implemented under this program. In addition, 30 new projects benefiting an additional
50,000 people were under way and targeted for completion by December 1998. These community
development programs are designed to support urban and rural families in the areas of health, education,
social and cultural development, irrigation, drinking water, sanitation, small business development, and minor
construction projects.

Coordinator’s Office Seed Delivery Program: In FY 1998, the Coordinator’s Office funded the transportation
of 1,950 metric tons of spring barley seed, 1,050 metric tons of spring seed potatoes, and 40 metric tons of
super elite winter wheat seed purchased by the Armenian Government. The total cost of the transportation for
this program was approximately $198,000.

Coordinator’s Office Humanitarian Transport: In FY 1998, the Office of the Coordinator of U.S. Assistance
to the NIS transported an estimated $17.77 million in donated humanitarian commodities to Armenia. These
commodities—primarily medicines, medical supplies and food—were donated by U.S. private voluntary
organizations (PVOSs), including the United Methodist Committee on Relief (UMCOR), Citihope International,
the United Armenian Fund (UAF) and the Women's Health Care Association. The Coordinator’s Office
allocated $1.5 million for the transportation of these items to Armenia via surface and air transport.

USDA Food Assistance: In FY 1998, USDA provided $10.7 million for the provision of 11,000 metric tons of
food commodities drawing from USDA resources under its Food for Progress program. Four American PVOs
working in Armenia participated in this USDA program, distributing 50 percent of the commodities to vulnerable
people, and monetizing the remaining 50 percent and using the proceeds for development projects in Armenia.

USDA Concessional Sales: In FY 1998, USDA provided approximately 90,800 metric tons of wheat to
Armenia through its P.L. 480, Title | program. This assistance was in the form of a $15 million concessional
loan for the procurement and delivery of U.S. wheat to Armenia. In accordance with the U.S.-Armenian
government-to-government agreement for the FY 1998 wheat program, all U.S. wheat purchased under this
program must be auctioned, thus making the U.S. wheat available to private Armenian entrepreneurs and
thereby encouraging the rapid privatization of Armenia’s state bread sector. This year, primarily because of the
reform conditions placed on the delivery of U.S. wheat since FY 1996, privatization of Armenia’s bread industry
was completed in August 1998 with the privatization of Armenia’s state grain agency, heretofore the controlling
government agency for the provision and distribution of wheat, flour and bread in Armenia.

Security Programs

Armenia is an active member of the State Department-supported International Science and Technology Center
(ISTC) in Moscow. A number of former Soviet weapons scientists in Armenia are working on ISTC projects
designed to prevent the proliferation of their weapons-related expertise. (See Security Programs section in
Part IIl)

Cross-Sectoral Programs
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Peace Corps: As of the end of FY 1998, the Peace Corps has been in Armenia for six years, during which
time over 180 Peace Corps volunteers (PCVs) have served in its teaching-English-as-a-foreign-language
(TEFL) and small-business development programs. In 1998, approximately 50 volunteers served throughout
Armenia at any one time, working in cooperation with other U.S. Government agencies and donor organizations
active in Armenia. In the area of small business development, PCVs continued to provide support to the Peace
Corps' nine regional business centers and to private entrepreneurs by developing training seminars, providing
consulting services, teaching college business courses, initiating junior achievement programs, and facilitating
contacts with donors. Under the TEFL program, PCVs taught English in institutions of higher learning,
secondary and primary schools throughout Armenia, while also assisting with curriculum development and
acquisition of teaching materials. In cooperation with the U.S. Information Agency, PCVs organized a traveling
teacher show that presented Western teaching methods to local secondary school teachers throughout
Armenia. In addition, PCVs collaborated on a wide range of community development projects, including
working with orphanages, opening community language and resource centers, repairing irrigation systems,
identifying and distributing seeds to the poor on behalf of UNHCR, conducting summer camps, organizing
health and environmental awareness activities, and repairing school buildings.

Preview of FY 1999 Programs

In FY 1999, U.S. Government assistance to Armenia will focus on three areas: economic reform (including
energy sector development), democracy-building, and regional integration and cooperation. There will be a
continued emphasis on education and training programs, community development programs, health and
agriculture. At the same time, the U.S. Government will continue to fund assistance programs that support the
development of a strong private sector and concomitant job creation, and encourage trade and investment.
Technical assistance programs that help create an enabling environment for a thriving private sector will be
stressed, along with promotion of the rule of law. Our embassy in Armenia also believes that social safety net
programs are important in providing support for the most vulnerable sectors of Armenia’s population in order to
sustain needed political support while longer term economic and democratic reforms are being made. Although
there are still some valuable humanitarian assistance programs, the U.S. Government assistance program will
continue to move even further away from humanitarian assistance towards development assistance in FY
1999.

AZERBAIJAN
Political and Economic Overview

The Azerbaijani Government’s conduct of the October 1998 presidential elections, the major political event of
1998, fell short of international democratic standards. Nevertheless, with substantial encouragement from the
U.S. Embassy in Baku, international organizations and NGOs, the Government of Azerbaijan took several
specific steps that represented steps in the right direction, such as eliminating official censorship and allowing
opposition rallies. However, these improvements and the development of an assertive domestic press were
only first steps towards the general observance of democratic norms in Azerbaijan. Another major weakness
was the lack of legal reform. The concept, let alone the practice, of an independent judiciary continued to have
little place in Azerbaijani jurisprudence, and there was a continued dearth of qualified lawyers capable of
protecting the legal rights of those who run afoul of the government.

On paper, economic reform in Azerbaijan was moving forward in FY 1998, but much work remains to be done,
and the reforms that have been introduced need to be implemented effectively. Azerbaijan’s macro-economic
situation was characterized by 8.5 percent GDP growth last year, less than one percent inflation, a stable
currency and healthy foreign exchange reserves. Fourteen production-sharing agreements (PSAs) have been
signed with foreign oil companies and have resulted in $1.6 billion in foreign investments and contract bonuses.
However, in the areas of commercial law, accounting standards and tax administration, Azerbaijani practices
continued to be woefully behind international standards and constitute a barrier to foreign investment and
economic development. Government licensing and regulatory practices were characterized by a lack of
transparency. Corruption continued to be endemic. At the same time, however, an active privatization
program was changing the face of Azerbaijan’s economy. As of the end of FY 1998, about 90 percent of the
nation's farmland was in private hands, although the farm sector was producing at only half of its Soviet-era
levels. Virtually all small commercial enterprises were privately owned. Most medium-sized and large
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enterprises remained in the state sector, but will be privatized under legislation that was still in preparation as of
late FY 1998.

Overview of U.S. Government Assistance

In FY 1998, the U.S. Government provided an estimated $65.0 million in assistance to Azerbaijan, consisting of
$34.29 million in FREEDOM Support Act funds, over $6.2 million in other U.S. Government funds, and $24.53
million in Defense Department excess and privately donated humanitarian commodities (including the donation
of an excess hospital by the Department of Defense). Of the FREEDOM Support Act funds managed by
USAID, $21.72 million was used for humanitarian assistance, $2.25 million for economic restructuring, $3.17
million for democracy and governance programs, and $1.66 million for cross-sectoral activities. Interagency
transfers of FREEDOM Support Act amounted to $5.48 million.

U.S. Government assistance efforts in Azerbaijan continued to focus on humanitarian assistance in FY 1998.
By way of a legislative amendment containing expanded waivers to Section 907 of the FREEDOM Support Act
(which prohibits several types of U.S. assistance to the Government of Azerbaijan) the U.S. Congress made
possible much-needed assistance in the area of democracy and governance; in particular, the relaxation of
Section 907 allowed the U.S. Government to work with the Azerbaijani Government on election preparation and
administration.

Social-Sector and Humanitarian Programs

U.S. Department of Agriculture (USDA) Food Assistance: Through its Food for Progress program, USDA
provided approximately 7,000 metric tons of food assistance valued at approximately $4.8 million and
distributed through U.S. private voluntary organizations (PVOSs) in Azerbaijan.

Coordinator’s Office Humanitarian Assistance: In August 1998, the largest single U.S. Government
humanitarian assistance project for Azerbaijan got under way. Sponsored by Office of the Coordinator of U.S.
Assistance to the NIS, the project involved close coordination among the Departments of State and Defense,
USAID, the U.S. Embassy in Baku and U.S. private voluntary organizations (PVOSs) operating in Azerbaijan, as
well as full coordination with the Ministry of Health of the Government of Azerbaijan. The project consisted of
two elements: the delivery of $13.9 million worth of medical equipment, and the provision of $6.1 million worth
of medicines and medical supplies. The medical equipment and supplies, which arrived via a C-5 aircraft and
a commercially contracted IL-76 aircraft in August, were installed and distributed to eight hospitals and facilities
in Baku. The medicines and supplies were subsequently distributed throughout Azerbaijan by four PVOs
working in Azerbaijan: the United Methodist Committee on Relief (UMCOR), Relief International (RI),
Counterpart International, and the Adventist Development Relief Agency (ADRA). Numerous U.S. PVOs,
pharmaceutical companies and suppliers donated medical supplies and medicines to this highly effective
project.

USAID Humanitarian Assistance: Throughout FY 1998, USAID-funded grantees provided vital assistance to
internally displaced persons (IDPs) and refugees in Azerbaijan. Primary health care was provided in all areas
with a high density of IDPs—services were provided for over 300,000 people. Progress continued to be made
in the provision of basic shelter to IDPs in rural areas (with a cumulative total of 50,000 beneficiaries since FY
1992) and in the rehabilitation of public shelter facilities in urban areas (with a cumulative total of 33 facilities
rehabilitated since FY 1992). Additionally, the scope of income generation projects was expanded, allowing
some 2,500 IDPs to take charge of their lives and regain their sense of personal pride. USAID also provided
funding provided to UNHCR for the shelter components of a major part of a World Bank-funded resettlement
program. Covering the Fizuli, Agdam, and Ter-Ter regions, this initial program aims at resettling 3,000 IDPs in
their home villages.
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Azerbaijan Humanitarian Assistance Program (AHAP): In FY 1998, USAID initiated a new Azerbaijan
Humanitarian Assistance Program (AHAP), for which Mercy Corps International was selected as the
implementing organization. Under its three-year agreement with USAID, Mercy Corps International is
managing a large portfolio of subgrants in the sectors of health and nutrition, shelter, and economic
opportunity. Mercy Corps International organized competitions to award new subgrants in each sector,
ensuring that there was no gap in coverage between the end of the previous program and the beginning of
the AHAP.

Assistance to Victims of the Nagorno-Karabakh Conflict: In FY 1998, the U.S. Congress authorized
humanitarian assistance to refugees, displaced persons and needy civilians affected by the Nagorno-
Karabakh conflict, notwithstanding any other legislative provisions, such as Section 907 of the FREEDOM
Support Act, which prohibits U.S. Government assistance to the Government of Azerbaijan. The largest
impact of this change was immediately felt in Azerbaijan’s health sector. New health subgrants now include
provisions for working through Azerbaijani Government health facilities and health-care providers,
introducing a new element of sustainability and taking a first step away from the "parallel” non-
governmental system of health care delivery established in response to Section 907. USAID was also able
to fund a hospital partnership between UMCOR/Baylor University Hospital and two hospitals in Baku. In
addition, using funds earmarked for the victims of the Nagorno-Karabakh conflict, USAID designed a
rehabilitation program in the front-line Goranboy region of Azerbaijan. This integrated program, which
complements the World Bank’s resettlement program and will bring USAID-funded assistance into a totally
new region of Azerbaijan, will seek to not only to rehabilitate shelter, thus attracting IDPs back home, but
also to establish the range of services necessary to keep the IDPs at home, including income-generating
activities and health-care services. Village-based activities will be designed with the full participation of
communities and community groups, thus serving as a grassroots community mobilization effort and
contributing to the U.S. Government’s efforts to strengthen civil society.

Economic Restructuring Programs

USAID Small Business Lending and Micro-Credit Programs: In FY 1998, U.S. assistance in this area was
geared towards promoting the development of a small business sector in Azerbaijan, with a particular focus on
agriculture and agribusiness. Shorebank, a USAID grantee, provided technical assistance and training to three
private banks in Azerbaijan which are using International Finance Corporation (IFC) loans to provide loans of
up to $100,000. In FY 1998, the IFC opened credit lines of $3.4 million to those three banks. Shorebank aims
to create a small-business-lending capacity in the private banks, which so far have disbursed nine loans totaling
$491,000. In addition, the USAID-funded Foundation for International Community Assistance (FINCA),
supported a village bank lending activity and made loans between $50 and $1,000 to micro-entrepreneurs not
serviced by Azerbaijan’s commercial banking sector. To date, FINCA has disbursed $27,600 to 276 clients.

USAID Banker Training Program: The USAID-supported Barents Group implemented a banker training
program for Azerbaijan’s privately owned banks. The training was implemented in a series of one-week
courses taught by recognized experts. Participants included mid- and upper-level technical and managerial
bank staff. To date, six courses have been conducted with a total of 118 participants. Towards the end of FY
1998, however, training session attendance dropped, and USAID instructed Barents to develop a plan to
increase attendance.

USAID Agribusiness Development Programs: USAID provided technical assistance to Azerbaijan’s for-profit
agricultural and agro-processing sectors, with the goal of enhancing the development and economic
opportunities of agriculture-based enterprises, as well as local organizations that works towards this same goal.
Under the Farmer-to-Farmer Program implemented by Volunteers in Overseas Cooperative Assistance
(VOCA), 18 U.S. farmers and agro-processors traveled to Azerbaijan and spent four weeks providing intensive
hands-on technical assistance in production, transformation, marketing and finance. VOCA also supported the
development of farmers’ associations and processing cooperatives. Although this program was quite effective
in its existing scope, Section 907 of the FREEDOM Support Act prohibited USAID from working on the policy
and regulatory environment with the Government of Azerbaijan and thus imposed serious constraints on
USAID’s ability to achieve sustainable results in this area.
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Democracy Programs

USAID Election-Related Assistance: With the loosening of Section 907’s provisions in FY 1998, U.S.
Government-funded democracy programs in Azerbaijan expanded to include programs to promote free and fair
elections. The on-the-ground presence of USAID-supported U.S. non-governmental organizations (NGOSs)
such as the National Democratic Institute (NDI) and the International Foundation for Election Systems (IFES)
helped ensure that the Azerbaijani public was as well informed as possible about the electoral process, and that
election officials received training in implementation of the new law on presidential elections. With USAID
support, NDI and IFES provided technical assistance to Azerbaijan’s Central Electoral Commission (CEC), and
implemented voter education and election observation programs. NDI also implemented a civic education
program and provided commentary on the election process. In preparation for the presidential elections, NDI's
small Baku-based staff, along with visiting OSCE experts and the U.S. Ambassador, convinced the
Government of Azerbaijan to amend the flawed election law originally passed in April. Among the key
amendments to the original law was the inclusion of opposition political party representatives as members of
the CEC. NDI also provided technical assistance to the six political parties participating in the election and
worked closely with its subgrantee “For the Sake of Civil Society,” a local civic organization which fielded 2,600
domestic election observers for the October presidential elections. NDI also sent an international election
observer mission for the October elections, as did the International Republican Institute (IRI) and the OSCE.
These three international observer missions coordinated their activities closely, and came to similar
conclusions, namely that although much progress had been made, the elections failed to meet international
standards. In addition to advising Central Election Commission officials on voter education efforts and other
issues, IFES helped produce an election guide for poll-workers. Through a train-the-trainer program, IFES
trained district officials who, in turn, provided training to precinct election officials. IFES conducted three
seminars for a total of 650 chairmen of territorial and precinct election commissions, and provided technical
assistance to 82 territorial election commissions. Surveys conducted by IFES prior to and on election day
revealed that a large percentage of precinct election commission chairmen had received training. IFES also
provided commentary and technical assistance on the election law and implementing regulations, and has been
asked to provide assistance with enabling legislation for the 1999 municipal elections.

USAID Independent Media Programs: The USAID grantee Internews has been working in Azerbaijan since
1995, helping Azerbaijani independent television stations to produce and exchange programming. Through
Internews, these stations participate in a highly successful regional program-sharing effort. Internews
conducted seven in-country seminars with an average of 15 participants each. Through the Academy for
Educational Development, USAID’s training provider, Internews sent 15 Azerbaijani reporters to the United
States for training. Internews also helped independent television stations to register and obtain broadcast
licenses. This was an especially important activity, as the Government of Azerbaijan worked in a variety of
ways to prevent independent stations from becoming registered and operational. Internews was well-prepared
for changes to media registration procedures introduced by the Azerbaijani Government in FY 1998. With help
from Internews, two stations were able to register immediately after the procedures changed, although there
were some complications. Internews also translated into Azerbaijani a manual on how to conduct media
coverage of an election, which was distributed to representatives of Azerbaijan’s electronic media. Ultimately,
however, Internews was not able to achieve all of what it had set out to do, due to the unfavorable environment
for independent television in Azerbaijan.

USAID NGO Development Programs: With USAID funding, the Initiative for Social Action and Renewal in
Eurasia (ISAR) has provided 72 grants to local NGOs working in the environmental and social sectors. ISAR
also provided organizational development assistance to NGOs working in any sector. In FY 1998, ISAR trained
165 people representing 75 NGOs. A total of 110 NGOs subscribed to ISAR’s bulletin.

Democracy Fund Small Grants Program: In FY 1998, the embassy-based, USIA-administered Democracy
Fund Small Grants Program funded over 15 projects implemented by Azerbaijani non-governmental
organizations involved in developing books, pamphlets and other educational materials, conducting seminars
and courses, and organizing associations and conferences on topics related to democracy and civil society. A
number of these projects, including a series of democracy readers for secondary school students, have
attracted additional funding for mass publication from other sources, including the Soros-funded Open Society
Institute, the Norwegian Refugee Council and UNICEF. The programs on human rights and civic education
were so enthusiastically received that aspects of these programs will be used on a wider scale by other
organizations in Azerbaijan, including state agencies. A Democracy Fund grant was also awarded to support
the creation of a human rights center, where participating NGOs will have access to office and meeting space,
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computers, faxes, phones, e-mail and the Internet, in return for providing staff to the center eight hours per
week. The current political environment in Azerbaijan has made it very difficult for NGOs involved in human
rights work to carry out their activities, and some eleven organizations had expressed a need for an improved
working environment in which to perform their activities and access communications technology.

USIA Internet Access and Training Program (IATP): Since beginning operations in Azerbaijan in early 1998,
IATP has provided computer training and access to over 2,000 scholars, journalists and other information-
needy Azerbaijanis. USIA opened three Internet centers in Baku, all of which provide training as well as
reliable access to information. In a country starved for the Internet (where one hour of on-line access time
costs the equivalent of a university professor's typical weekly salary), IATP has been widely acclaimed as one
of the U.S. Government’s most positive contributions.

Eurasia Foundation: With support from USAID, the Eurasia Foundation promoted the development of
professional and business associations in Azerbaijan, among them an indigenous press association which has
been working with the National Assembly to reform the country’s media law. The Eurasia Foundation also
awarded a grant to provide training to print journalists on campaign coverage.

USIA Exchange Programs: In FY 1998 the U.S. Information Agency (USIA) implemented a wide array of
exchange programs for Azerbaijani participants, including opportunities for 17 graduate students to participate
in one- and two-year graduate degree programs in 11 targeted fields, 19 undergraduate students to spend their
junior year in the United States, 55 secondary school students to participate in USIA’s Future Leaders
Exchange (FLEX) Program, and eight scholars to conduct research in the United States. These exchange
programs provide the participants with the skills and expertise needed to manage a democratic, market-based
society. USIA’s International Visitors (IV) Program introduced Azerbaijani politicians, ministers, government
officials, businessmen, newspaper editors and lawyers to relevant aspects of the American system. This year's
IV Program participants included the chairmen of political parties, the Minister of the Press and Information,
and some of Azerbaijan’s most prominent defense lawyers. USIA’s University Linkages Program supported a
partnership exchange between the University of California at Los Angeles (UCLA) and Khazar University which
resulted in the complete overhaul of Khazar University's library and information resources center. A newly
funded three-year partnership between Azerbaijan’s Western University and Northern Alabama University will
lead to the creation of a MBA program that meets international standards of excellence. In addition, USIA’s
School Linkages Program supported ongoing sister-school relations between schools in Baku and Florida.

USAID Training Programs: With the help of USAID-funded training programs, Azerbaijani citizens have not
only developed new skills, but have also made valuable contacts with colleagues from their own country, as
well as with counterparts from other countries experiencing political and economic transitions. In FY 1998, the
Academy for Educational Development (AED), USAID’s training provider, sponsored nine training programs for
a total of 167 participants. Courses conducted during FY 1998 included a community development course for
refugee and IDP community leaders, courses in business development and agro-business consultation,
agricultural development study tours, and a number of activities in support of democratization.

Preview of FY 1999 Programs

U.S. Government assistance to Azerbaijan will continue to have two central objectives in FY 1999: (1) to
alleviate human suffering while helping to reduce dependence on humanitarian assistance, in part by
strengthening the capacity of indigenous NGOs/PVOs and community groups to assume a larger role in the
country's development process; and (2) to support more responsive, transparent and accountable democratic
governance through increased participation of informed citizens in the country's economic and political life.

The latter involves strengthening NGOs, political parties, and independent media, and expanding basic civic
education. In addition, USAID will continue to implement programs designed to stimulate the nascent private
sector, focusing on small to medium-sized enterprise and agribusiness development, training and related areas.
Small business credit and village banking programs will constitute the centerpiece of this effort.

In FY 1999, the U.S. Government will continue to increase the proportion of assistance resources going to
support democratic pluralism and private sector development in Azerbaijan. A modest amount of funding is
also likely to be allocated to preliminary efforts at demining, resettlement and rehabilitation in some of the
areas of the country previously occupied by Armenian military forces. The U.S. Government will also continue
to implement activities to assist victims of the Nagorno-Karabakh conflict, as mandated by the FY 1998
Congressional earmark. In the event of a peace settlement, the U.S. Government will continue to provide
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humanitarian and rehabilitation assistance, while expanding overall support for economic restructuring and
growth objectives. A variety of USAID training programs will bolster the capacity of Azerbaijani citizens, groups
and institutions to advance the reform process. Increasingly, training will focus on economics and business
development.

BELARUS

Political and Economic Overview

In FY 1998, the Government of Belarus continued along its path toward an authoritarian government and a
centrally controlled economy. Power remained heavily concentrated in President Lukashenko's hands, as it has
been since the illegal constitutional referendum in November 1996, which also extended President
Lukashenko's term in office and resulted in a dissolution of the legitimate parliament. Belarus's largest
independent newspaper was shut down by government authorities in November 1997, and numerous other
independent media were subjected to various forms of intimidation and restrictions. At least two prominent
Belarusian attorneys who handled human rights-related cases were disbarred. Security services continued to
use force and administrative sanctions to intimidate and threaten supporters of the opposition.

Ideologically still committed to a planned economy, the Belarusian Government remained hostile to the
adoption of any significant economic reforms in FY 1998. Although massive credits to the debt-ridden state
sector allowed government officials to claim economic growth, living standards declined for many segments of
society as wages were eroded by high inflation. Significant and sustained depreciation in the value of the
Belarusian ruble resulted in a critical shortage of foreign currency. According to a poll conducted by the
Ministry of Economy in October 1998, almost half of all Belarusian households were experiencing difficulty
making ends meet.

Overview of U.S. Government Assistance

U.S. Government assistance to Belarus remained modest in FY 1998, due to Belarus's poor record on
economic and democratic reforms. The U.S. Government provided an estimated $17.2 million in assistance to
Belarus, consisting of $7.96 million in FREEDOM Support Act funds, over $1.4 million in other U.S.
Government funds, and $7.86 million in Defense Department excess and privately donated humanitarian
commodities. Approximately 48 percent of this assistance was technical assistance, and 48 percent was
humanitarian assistance. USIA university partnerships and USAID hospital partnerships accounted for the
remaining four percent.

Throughout FY 1998, the U.S. Government continued its policy of "selective engagement" adopted after the
above-mentioned November 1996 referendum. Under this policy, no new bilateral assistance is channeled to
the Government of Belarus. U.S. assistance priorities remained the following: (1) building respect for the rule
of law and democracy, (2) strengthening NGOs and independent media, and (3) encouraging small-scale
privatization. Resources were directed to those elements of Belarusian society that, despite the political
regime, were trying to introduce democratic and market principles.

Democracy Programs

Democracy Fund Small Grants Program: In FY 1998, our embassy's Democracy Fund, which is
administered by USIA and has been awarding grants since January 1997, remained a critical element of the
overall U.S. Government strategy to help develop in Belarus a civil society based on the rule of law. Since the
program's inception, a total of 64 projects in the areas of rule of law, human rights, and development of
independent media have been funded. A total of 49 grants with a total value of approximately $656,000 were
awarded in FY 1998 to support youth and women's groups, independent trade unions, print and broadcast
media, human rights NGOs and other democratically oriented organizations. Although the grants are limited in
size (they may not exceed $24,000, and most fall between $5,000 and $15,000), they have proved to be an
effective vehicle for supporting pro-reform segments of Belarusian society, especially at the community level.
Despite a difficult overall political environment, the delivery of assistance to grant recipients was achieved
without serious problems.
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American Bar Association - Central and East European Law Initiative (ABA/CEELI): The USAID-funded
ABAJ/CEELI program has worked to develop local education programs and strengthen professional legal
associations in Belarus since August 1992. Highlights of activities implemented in FY 1998 include legal
seminars devoted to human rights, conducted in partnership with the Brest Lawyers' Association as part of a
"street law" program to educate Belarusian citizens on the rule of law; a workshop on effective legal
representation of independent trade unionists; and co-sponsorship of a commercial arbitration workshop with
the Belarusian Chamber of Commerce's International Arbitration Court. ABA/CEELI's local counterparts often
faced harassment and direct opposition from Belarusian Government authorities. Despite these obstacles, the
program was a useful and successful mechanism through which to promote the concepts of legal training and
rule of law throughout Belarus.

IREX/Promedia Program: In mid-1997, USAID initiated support for the development of independent media in
Belarus through the Promedia program implemented by the International Research and Exchanges Board
(IREX). In FY 1998, the IREX/Promedia project continued to provide professional journalistic and management
assistance with the goal of increasing independent media’s ability to better inform Belarusians so that they
more fully participate in economic and political decision-making. In December 1997, IREX/Promedia
established a photo service and text archive, along with an Internet website to access the information, which
are used regularly by at least eleven local newspapers. As a result of IREX/Promedia training and consulting
sessions, several news organizations initiated product design and content improvements. Highlights of FY
1998 activities include IREX/Promedia-organized roundtable discussions with a former Czech dissident
journalist.

International Republican Institute (IRI): In FY 1998, the IRI's USAID-funded program in Belarus remained
focused on the basic elements of political party building. IRI conducted a seminar on outreach planning for
political parties which was attended by representatives of the Belarusian Popular Front and the United Civic
and Social Demaocratic parties. IRI also held seminars for members of the dissolved Thirteenth Supreme
Soviet (Belarus's legitimate parliament) and political party youth leaders. While limited in nature, IRl programs
in Belarus were an effective means through which to provide training in democratic processes to pro-reform
political figures. (see also FY 1999 Programs section below)

Counterpart Alliance for Partnership (CAP) NGO Development Program: USAID began funding CAP's
Belarus program in September 1997 as part of the effort to develop an open, civil society. Since the program's
inception, CAP has awarded 18 grants to local NGOs and trained over 65 NGO representatives in different
aspects of NGO management and project design. FY 1998 program highlights included support for the
Belarusian Hospice Women's Educational and Consulting Center—the first such center in the country. CAP
plans to support the creation of training coordination points and help increase the number of local NGO trainers
in Belarus.

Economic Development Programs

International Finance Corporation (IFC) Small-Scale Privatization Program: USAID has funded the IFC's
Small-Scale Privatization Program in Belarus since mid-1993. In FY 1998, IFC continued to provide a full
range of consulting, technical and legal services to cities throughout Belarus. Over 630 municipally owned
small businesses have been privatized through direct IFC assistance, with proceeds going to community
budgets to support schools, public transportation, and health facilities. "Dutch auctions" (asset prices usually
decline during the bid process) were introduced by the IFC during FY 1998 in order to speed up the
privatization process. Despite the lack of progress in structural economic reforms in Belarus, the privatization
of businesses has proven to be successful and has encouraged competitive practices among neighboring state-
owned enterprises. Regional government officials and local entrepreneurs have been highly receptive to the
IFC program.

Agricultural Cooperative Development International/Volunteers in Overseas Cooperative Assistance
(ACDI/VOCA): In FY 1998, USAID-funded programs implemented by ACDI/VOCA in Belarus were focused on
agricultural entrepreneurs, rural education and training, agricultural reform and privatization, and environmental
improvement in rural areas. ACDI/VOCA'S highly effective small-scale programs provide assistance to private
farmers and entrepreneurs in the agricultural production and processing sectors. In FY 1998, ACDI/VOCA
continued to provide highly skilled U.S. volunteer consultants to work with Belarusian agriculturists. Through
ACDI/VOCA's Farmer-to-Farmer Program, over 102 volunteers have completed 118 projects in Belarus since
April 1993. Fifteen voluntary technical assistance programs were completed during FY 1998.
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Training and Exchange Programs

U.S. Information Agency (USIA): In FY 1998, USIA-sponsored exchange programs were a key component in
the U.S. Government's strategy to assist those Belarusians who are working to introduce democratic and
economic reforms. USIA began recruiting in Belarus in 1997 for its Community Connections Program, which
provides community-based U.S. internships for entrepreneurs and NGO leaders. A total of 73 people from five
cities in Belarus traveled to the United States for short-term professional training during FY 1998. USIA also
sent four groups of Belarusians to the United States for professional training and consultations on education,
small business development, youth NGOs, information technology and modern libraries. USIA brought seven
U.S. specialists from various disciplines to Belarus to give lectures and consult with local counterparts,
including one who advised the Minsk Civic Education Center on the creation of a secondary school civics
curriculum. USIA also funded the participation of Belarusians in a seminar in Poland on teaching American
studies.

Cross-Sectoral Programs

Eurasia Foundation: In FY 1998, the USAID-supported Eurasia Foundation awarded $1 million in grants to
support activities in Belarus. Areas of focus included, but were not limited to, support for independent media,
NGO development, business development and education. In September 1998, the Foundation substantially
increased its capacity in Belarus by establishing a permanent representative office in Minsk. As a private
foundation, the Eurasia Foundation has been able to successfully leverage funds from other donors, which will
help to fund an independent media project implemented by the Foundation in Belarus. In November 1997, the
Foundation, along with the Institute for East-West Studies and the King Badouin Foundation, co-hosted a
meeting of donors and prospective funders in Brussels to discuss program opportunities in Belarus. A total of
34 representatives of 23 foundations and official aid agencies participated in the meeting and discussed how to
build public awareness of democratic principles, promote private business development, improve economics
and business instruction, develop the non-governmental and non-profit sector, and keep independent media
alive in Belarus.

Social Sector and Humanitarian Assistance

Hospital Partnerships: In FY 1998, USAID provided $400,000 to fund the American International Health
Alliance (AIHA) Hospital Partnership Program in Belarus. AIHA has partnered the Magee Women's and
Children's Hospitals Of Pittsburgh and the University of Pittsburgh Schools of Medicine and Nursing with four
Minsk-based medical institutions: the Minsk Medical Institute, Children's Hospital No. 4, the Radiation Medicine
Institute, and Maternity Hospital No. 2. Since its formation in March 1993, the partnership has focused
primarily on pediatrics, medical education reform, gastroenterology, nursing reform, women's health, and
poison control. In late April, the partnership celebrated the opening at Maternity Hospital No. 2 of a women's
wellness center which offers special education and outreach for adolescents. Minsk Medical Institute
administrators worked with their Pittsburgh colleagues to redesign the school's curriculum and teaching
methodologies, and Children's Hospital No. 4 embarked on a program to upgrade the skills of its nursing staff.
AIHA helps to address a critical need in Belarus for improved health care.

Humanitarian Assistance: In FY 1998, the Coordinator's Office continued to fund the delivery of privately
donated humanitarian assistance to Belarus. At a cost of approximately $300,000, the U.S. Government
delivered almost $7.9 million in humanitarian assistance to Belarus, most of which was donated by U.S.
citizens and private voluntary organizations (PVOs) and directed to victims of the Chornobyl accident. USAID
and the Department of State also continued to fund the Counterpart Humanitarian Assistance Program (CHAP),
which locates excess Defense Department commodities at U.S. military bases which are closing down and
delivers them to hospitals, orphanages and social service-oriented NGOs in Belarus. There were no
government-to-government humanitarian assistance programs with Belarus in FY 1998.

Security Programs
With the exception of $61,000 in International Military Education and Training (IMET) funds, the U.S.

Government did not provide any security-related assistance to Belarus in FY 1998. In February 1997 and again
in 1998, the President of the United States decertified Belarus under the Defense Department’s Cooperative
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Threat Reduction (CTR) Program due to its poor record on human rights, resulting in a suspension of $40
million in unobligated CTR funds. Although project funds already obligated were permitted to continue, some
of those also encountered difficulties. The most serious obstacles to implementing CTR programs in Belarus
were imposed by the Belarusian Government. Beginning in 1996, the Government of Belarus denied U.S.
contractors access to installations so that they could provide agreed-upon assistance for the elimination of SS-
25 fixed structure foundations. The Belarusian Government also stopped funding an environmental restoration
project in Postavy, as a result of which soil remediation equipment given to the Belarusian Government under
the CTR Program has stood idle since July 1997. Previous CTR efforts had helped eliminate and dismantle
Belarusian weapons of mass destruction, and provided emergency response equipment and training, and
export control assistance.

Preview of FY 1999 Programs

No major program changes are planned for FY 1999. However, one new focus of the U.S. Government's
democracy-building programs will be support for election observer training held under the auspices of the
OSCE's Advisory and Monitoring Group (AMG) in Minsk prior to local elections scheduled for early 1999. An
expanded independent media program that would also assist independent television stations in Belarus is under
consideration.

GEORGIA
Political and Economic Overview

Political and economic reform moved forward in Georgia in FY 1998, but at a somewhat slower pace than
during the previous year. The Georgian Government was distracted by a humber of domestic crises, including,
among other things, the attempted assassination of President Shevardnadze in February, a military defeat
during renewed fighting in May in the Gali area of Abkhazia, the subsequent influx of some 40,000 internally
displaced persons (IDPs) from Gali into Western Georgia, a cabinet crisis during the summer, an unsuccessful
military mutiny in October, and an economic crisis in November. Even though these circumstances made it
more difficult for the Georgian Government to concentrate on its ambitious reform program, several important
reforms were accomplished. Supported by U.S. assistance, Georgia’s border guards took control of the
country's Black Sea border from Russian forces and initiated Coast Guard operations. The Georgian
Government also began preparations to assume control of Georgia’s border with Turkey, and reached
agreement with Russia on the withdrawal of all Russian troops from Georgia’s borders. In the energy sector,
the Telasi power facility, the primary electrical distribution facility for Thilisi, was privatized, with the tender
going to a U.S. firm. Final decisions on the privatization of operations at Poti, Georgia's primary port, are
expected in early FY 1999. In a major step forward for judicial reform, in May 1998, the Council of Justice, with
assistance from the American Bar Association, implemented a first-of-its-kind judicial qualifying exam for sitting
judges and independent candidates. Sixty percent of the judges who took the exam failed. A total of 34
candidates passed, of whom 32 received judicial appointments in August. Additionally, on November 15,
Georgia held local elections, the first under the country's new constitution.

Foreign direct investment continued to play a modest, but increasing role in economic activity in FY 1998. The
number of U.S. companies active in Georgia nearly doubled over the past year, as did the number of foreign
entrepreneurs visiting Georgia. Georgia's position as a transit gateway for Caspian Sea energy resources and
for the exports of Central Asia continued to spark a great deal of investment interest. The single most
important foreign business venture continued to be the construction of a crude oil pipeline across Georgia from
Baku to Supsa. Completion of this "early oil" pipeline is expected early in 1999. Georgia was also engaged in
negotiations with the Azerbaijan International Operating Company (AIOC), Turkey and Azerbaijan on the
construction of a main export pipeline from Baku through Georgia to the Turkish Mediterranean port of Ceyhan.
In addition, some oil exploration took place within Georgia, including by the U.S. company Frontera.

Nevertheless, serious problems remained. This past fall, Georgia's relationship with the International Monetary
Fund (IMF) was complicated by the Georgian Government’s difficulties in meeting its commitments to the Fund
with respect to increasing taxes, levying excise taxes, and developing budgets to operate within existing
income. Georgia was hard hit by Russia’s economic collapse. Thirty percent of Georgian exports had
traditionally been going to Russia, which was now unable to pay for them. In addition, the Russian crisis also
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made it more difficult for other countries in the region to continue to pay for exports from Georgia. This
situation exacerbated an already critical shortfall in revenue.

Overview of U.S. Government Assistance

In FY 1998, the U.S. Government provided an estimated $143.9 million in assistance to Georgia, consisting of
$85.61 million in FREEDOM Support Act funds, over $21.5 million in other U.S. Government funds, and $36.72
million in Defense Department excess and privately donated humanitarian commodities. USAID-managed
assistance accounted for $57 million, of which $19.25 million was humanitarian assistance, $19.6 million was
devoted to economic reform, $8.5 million to energy reform, $5.25 million to democratic reform and $4.4 million
to cross-cutting activities. Transfers to other agencies, including the U.S. Information Agency (USIA), the U.S.
Department of Justice and others, accounted for $35.3 million of total assistance. Defense Department-
managed funding included $1.35 million for Foreign Military Financing (FMF) and $375,000 for International
Military Education and Training (IMET). Funding for the U.S. Customs Service’s programs totaled $17.5
million, and the U.S. Trade and Development Agency (TDA) funded a $250,000 feasibility study. Total U.S.
Department of Agriculture (USDA) assistance to Georgia in FY 1998 was $17.8 million, of which $15 million
funded concessional sales to the Georgian Government under P.L. 480, Title | and $2.8 million in food
assistance was provided to U.S. non-governmental organizations for distribution in Georgia under USDA’s Food
for Progress program.

U.S. Government assistance programs in Georgia actively supported comprehensive market reform, economic
restructuring, energy sector reforms, democratic reforms, and the development of Georgia's capability to guard
its borders and create a military suitable for its security needs. In FY 1998, economic reform, including energy
sector reform, received increased emphasis, as U.S. assistance to Georgia continued its transition from a
primarily humanitarian to a developmental focus. However, U.S. programs such as those in support of victims
of the Abkhazia conflict continued to address Georgia’s ongoing humanitarian needs.

Security Programs

Georgian Border Security and Law Enforcement Program: In FY 1998, the U.S. Government implemented
a $17.5 million program to help the Georgian Government develop the capacity of its Border Guards and
Customs Service to exercise control over Georgia’s borders. To date, the program has focused primarily on
the requirements of Georgia's maritime border guard forces, but the needs of the Customs Service are also
receiving close attention. Thus far, initiatives have included the provision of basic support equipment, delivery
of two patrol craft purchased under CTR, the construction of housing and barracks, the purchase of fuel and oil
for border guard ships and vehicles, the repair of border guard vessels, and a feasibility study for a
communication/surveillance system. Future initiatives will include the purchase of a helicopter, development of
the airborne arm of the border guards (including purchase of one twin-engine patrol aircraft for maritime
operations), creation of a Customs Service training center, and numerous training programs. The U.S.
Embassy in Georgia rates this critical program as highly effective.

In FY 1998, the U.S. Government also provided assistance to Georgia under the Defense Department’s
Cooperative Threat Reduction Program (CTR) or “Nunn-Lugar” Program to help Georgia enhance its export
control capabilities by providing two patrol boats to facilitate Georgia’s border security and help prevent the
proliferation of weapons of mass destruction and other trafficking. The effort complements the Georgia Border
Security and Law Enforcement Program described above.
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Foreign Military Financing (FMF)/International Military Education and Training (IMET): In FY 1998, the
Georgian Government received $1.5 million under the FMF Program, which it used to purchase badly needed
radios and other communications equipment that will increase the capability of its military forces to participate
in NATO Partnership for Peace exercises. The Georgian Government also received $375,000 in IMET funding,
which it used to send Georgian officers for ranger and infantry training, command and general staff courses,
English language training, and courses in civil-military relations.

USIA NATO Exchange Programs: USIA organized two NATO tours--one for six Georgian Government
officials and one for six journalists. In addition, USIA sent a Georgian journalist to NATO to participate in a
program for the Caucasus region. The programs, which were the first U.S. Government-funded NATO
programs for Georgia, provided Georgian policy-makers and opinion-leaders with an understanding of NATO
policy, the enhanced Partnership for Peace program, and European security institutions. After returning home,
the program’s participants successfully built support for NATO and military-security cooperation with the West
among Georgian citizens and political leaders.

Georgia is an active member of the multilateral International Science and Technology Center (ISTC) in
Moscow, and a number of former Soviet weapons scientists in Georgia are working on ISTC projects funded
with U.S. contributions. Projects have been funded with scientists at the Georgian Technical University, the
Institute of Cybernetics, the Institute of Stable Isotopes, the Republican Center of Environmental Monitoring,
the State Institute of Economic Relations and Thilisi State University.

Energy Sector Programs

In FY 1998, USAID's emphasis on the importance of privatization for the efficient delivery of energy facilitated
the privatization of seven gas distribution enterprises in the municipal regions of Georgia. In addition, USAID
collaborated with the World Bank and Merrill Lynch in the privatization of Telasi, an electric distribution
company based in the Georgian capital Thilisi that serves more than half of the country’s consumers. The
tender was won by the American firm AES.

A USAID-funded pilot project in Rustavi demonstrated that with appropriate management reforms, public
education, modest equipment repairs and improvements, and a political commitment to supply only paying
customers, collections from energy consumers could be increased to almost 100 percent. It also demonstrated
to the Georgian Government that consumers are willing to pay for services if they are provided on a regular
basis. In October, with USAID support, the Georgian National Electricity Regulatory Commission increased its
tariffs by 33 percent and adopted an improved tariff methodology, despite the fact that the Georgian
Government had attempted to delay the implementation of the higher rate for political reasons. USAID’s
analysis of the longer-term benefits of the rate increase (specifically, how cost recovery will enable the
government to reinvest in the system) and vigorous intervention by the USAID Mission helped convince the
Georgian Government to stick to its original plan.

Economic Restructuring Programs

USAID Comprehensive Market Reform Program (CMRP): The CMRP consists of five activities: tax and
fiscal reform to support the establishment of a modern and transparent tax administration, land privatization,
privatization of the Port of Poti, accounting reform, and capital market infrastructure development. Together,
these activities are designed to create the macro-economic conditions necessary to revitalize the Georgian
economy. USAID-funded technical assistance facilitated the establishment of a Budget Analysis Office inside
the Georgian Parliament and a Fiscal Analysis Unit inside the Ministry of Finance, and resulted in improved
budget procedures, computerization and more regularized tax administration. However, much remains to be
done in FY 1999, as Georgia has one of the lowest tax compliance rates in the world. To improve tax
collections, more progress in the creation and implementation of transparent and accountable systems will be
necessary.
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USIA Budget and Fiscal Management Exchanges: USIA sent a total of 37 staff members of the budget
offices in the Ministry of Finance and the Parliament to the United States on three International Visitor (IV)
programs in budget and fiscal management. As a result of these programs, the Georgian Government is now
in the process of changing its budget-making processes to begin using U.S. standards in areas such as line
itemization, budget execution, and money transfer.

USAID Privatization Assistance: USAID provided technical assistance to the Georgian Government on the
process of land privatization. A USAID-funded contractor established a legal team in the Georgian Parliament
that advises parliamentarians on key issues related to land markets. Analyses by this group, along with
activities by various citizens’ groups, have been instrumental in blocking several pieces of legislation that would
have been harmful to the objective of establishing land markets. USAID also provided recommendations to the
Georgian Government for the privatization of Port of Poti in Western Georgia, the country’s largest enterprise.

USAID Accounting Reform Programs: USAID-funded activities are raising accounting practices in Georgia
to international standards and have led to the establishment and growth of the Georgian Accountants’ and
Auditors’ Assaociation, which now has more than 800 members. USAID-supported training helped form a cadre
of 650 professionals educated in market-oriented accounting principles and practices who are now working
effectively in enterprises, audit firms, and development organizations. This resulted in a surging demand for
training services in the new accounting/auditing systems, and for vastly improved standards of transparency
and accountability in the public and private sectors.

USAID & USIA Capital Markets Programs: USAID supported the development of Georgia’s securities market
by helping establish pilot share registries and facilitating the drafting and submission to parliament of a
securities law and a law on entrepreneurs. USIA’s first cooperative television project (TV co-op) on capital-
market development produced surprising spin-offs. In addition to providing Georgian viewers with a
documentary series on the subject, the project inaugurated futures trading in Thilisi, resulted in the publication
of a series of articles and provided the impetus for a regional public-private conference, whose participants
resolved to use U.S. models for regulation and legislation in this field.

Trade and Investment Programs: The U.S. Government also worked with the Georgian Government to help
develop a legal and regulatory environment conducive to free trade and investment in Georgia. This USAID-
funded project effectively helped Georgia maintain its "fast-track” status for accession to the World Trade
Organization (WTO).

Macro-Economics Textbook Translation Project: In FY 1998, USIA, the Eurasia Foundation and the Soros-
funded Open Society Institute cosponsored a book translation project that will produce the first Georgian-
language college-level macro-economics textbook available throughout the country. The project’s sponsors
also worked very effectively with Georgian educators on curriculum development.

USAID Banker Training Programs: This program was developed to provide finance education and retraining
to employees of Georgia’s commercial banks. In cooperation with five leading Georgian banks, USAID helped
establish a non-governmental organization (NGO) for the banking and finance sector. The NGO implemented
a train-the-trainer program through which 21 banker training courses have been offered to a total of 443
participants. USAID also provided technical assistance in electronic payment systems to the National Bank of
Georgia.

USAID Assistance to Small and Medium-Sized Enterprises (SMEs): USAID provided financial and technical
support for the development of SMEs in Georgia, including lending institutions. USAID sponsored the
development of partnerships with a Thilisi bank and the training of loan officers and credit committee members.
Thirteen SME loan proposals were approved, and over $223,000 was disbursed to private companies in and
around Thilisi. Technical, managerial, and business planning assistance was also provided by U.S. volunteer
senior executives, who helped establish a resource center and a satellite office for Western Georgia.

USAID Seed Production Programs: USAID also helped form viable and sustainable enterprises that can
provide improved quality seed and better technical and financial management systems for seed production,
with the goal of reestablishing a seed industry in Georgia. Approximately fifteen seed enterprises participated
directly in commercial seed production activities.
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Democracy Programs

Democracy Fund Small Grants Program: Under this USIA-administered program, the U.S. Embassy’s
Democracy Commission awarded six grants totaling approximately $69,000 to the following organizations: the
information center Alternativa for a conflict resolution project establishing public information centers to promote
the settlement of the Georgian-Ossetian conflict; the Association of Information Specialists for a training
program for Georgian information specialists and librarians in modern standards of information retrieval; the
Caucasus-American Bureau on Human Rights and the Rule of Law for a project on monitoring and advocating
for human rights in Georgia; and the Georgian Youth League for a project on improving civic education in
Georgia’s regions. The Democracy Commission also awarded several grants in support of Georgia’s
independent media, including a grant to Rustavi Info (the only independent newspaper in the city of Rustavi),
and a grant to the independent newspaper Kavkazioni for a regional Southern Caucasus Journalists Center
devoted to conflict resolution and for the publication of a regional newspaper, Common Caucasus Newspaper,
in Georgia, Armenia and Azerbaijan.

USAID Democracy and Governance Programs: USAID’s comprehensive program in this area focused on
election assistance, the rule of law, assistance to the parliament and independent media, and the development
of NGOs and civil society.

Election-Related Assistance: Local elections took place in Georgia in mid-November 1998, in
preparation for which the USAID-funded International Foundation for Election Systems (IFES) provided
extensive technical assistance to Georgia’'s Central Electoral Commission (CEC), including production of a
poll-worker manual, training for election officials, and voter education. In addition, the Eurasia Foundation
provided funding to a Georgian civic organization to assist IFES and the CEC with poll-worker training.
Political party representatives and domestic poll-watchers were trained by the USAID-supported National
Democratic Institute (NDI) and International Republican Institute (IRI).

Judicial Reform Programs: Georgia is the most advanced NIS country in the area of judicial reform. The
American Bar Association’s USAID-funded Central and East European Law Initiative (ABA/CEELI) provided
clinical legal education and helped strengthen and expand lawyers' associations. AMEX, a USAID
contractor, provided training and technical assistance with the drafting of codes and laws. In May 1998,
Georgia’s Council of Justice, with assistance from ABA/CEELI, prepared and implemented a first-of-its-kind
judicial qualifying exam for sitting judges and independent candidates. Sixty percent of the judges who
took the exam failed. A total of 34 candidates passed, of whom 32 received judicial appointments in
August 1998. The new judges are receiving a monthly salary ranging from 500 to 600 lari (approximately
$975 to $1,175) as compared to their previous judicial salary of 30 to 45 lari (approximately $60 to $90).

Parliamentary Assistance: NDI helped the Georgian Parliament improve its oversight capacity by
producing a manual based on the U.S. House of Representatives Oversight Committee’s manual. NDI also
facilitated other innovations, such as the introduction of a weekly government hour (during which executive
branch officials answer questions before the parliament), better-focused parliamentary hearings, and more
reporting from parliamentary committees to the full parliament. In addition, the USAID-funded National
Association of Public Administration worked with the Georgian Parliament to improve its information
management services, providing both hardware and training.

Programs to Promote Citizen Participation: NDI worked through the International Society for Free
Elections (ISFED), a local Georgian NGO which it helped create in 1995, to establish citizen advisory
committees in Thilisi and several of Georgia’s regions. There are nearly 23 committees in place, with more
planned in the future. In three municipalities, the committees have succeeded in obtaining public hearings
on the local budget. In others, members regularly attend municipal staff meetings.

Support for the Georgian Institute of Public Administration (GIPA): In FY 1998, USIA and the Eurasia
Foundation continued to support GIPA, which offers a one-year master's-degree program in public
administration. GIPA graduated 25 students from its 1998 program—its fourth graduating class. A majority of
GIPA’s graduates go on to work in the public sector. USIA also sponsored a Fulbright professor who taught
public administration, law and public policy at GIPA and other Georgian institutions.
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USIA Information Research Center (IRC): The Thilisi-based IRC provided critical legislative drafting support
to Georgian Government officials by answering scores of information requests on subjects ranging from human
organ trafficking to church ownership of land. The IRC also conducted outreach programs to help develop
IRCs in other parts of the country.

Training and Exchange Programs

USIA Academic Exchanges: In FY 1998, 50 Georgian high school students traveled to the United States
under USIA’s Future Leaders’ Exchange (FLEX) Program and USIA began recruiting Abkhazian high school
students for the FY 1999 cycle. In addition, for the fourth year in a row, USIA sponsored a high school civic
education youth exchange program, bringing 10 Georgian students to the United States and 10 American
students to Georgia. The students attended history and language classes and participated in volunteer
projects. The program’s organizers reported that the Georgian students returned home completely transformed,
and subsequently organized volunteer efforts in their home communities. Also in FY 1998, 43 Georgians
students studied at U.S. colleges and universities through USIA’s FREEDOM Support Act Undergraduate and
Muskie Graduate programs, and 23 Georgian scholars traveled to the United States under the Fulbright,
Regional Scholars, and Contemporary Issues programs. Upon returning home, Georgian alumni of USIA
academic exchange programs were offered jobs by foreign and local businesses and NGOs, as well as by the
Georgian Government.

USIA Professional Exchanges: In FY 1998, 50 English-speaking Georgian entrepreneurs and 40 Georgian-
speaking professionals traveled to the United States under USIA’s Community Connections program. The
entrepreneurs, who came from a diverse number of fields, worked in U.S. businesses similar to their own. The
professionals consisted of three groups: wheat growers, employees of agricultural lending and educational
agencies, and teachers of the disabled. In addition, a group of 26 Georgians, including procuracy staff, human
rights groups, attorneys, and journalists, traveled to the United States under a USIA International Visitor (IV)
program on human rights. The program brought together Georgians of diverse viewpoints who discussed
Georgian laws with U.S. experts, and it led to a press conference and television program on the subject. Four
Georgians participated in a USIA International Visitor (IV) program on business management for newspapers.
USIA also sent a journalist to participate in a Foreign Press Center program on media and the rule of law. In
addition, USIA sent seven Georgians to the United States on a program in cultural preservation, which
familiarized the participants with U.S. methods of preserving artifacts in museums and regulating tourism.

Georgian-Abkhazian Youth Conflict Resolution Camp: This past summer, in support of the peace process
between the Georgian Government and Abkhazia, the USAID-funded Academy for Educational Development
(AED) sponsored a month-long U.S.-based summer camp for 40 children—half from Abkhazia and half from
elsewhere in Georgia. Some of the participants of this program were from USAID-supported youth houses in
Thilisi and Sukhumi (see Humanitarian and Social Sector Programs below). The program enabled the
participants to acquire skills in conflict resolution and, most importantly, helped establish friendships between
ethnic Georgian IDP youth from Abkhazia and ethnic Abkhazian youth.

USIA Speakers Program: At the request of the Georgian Parliament, USIA brought a U.S. expert to Thilisi to
speak on the subject of international adoption. The speaker, a professor from Harvard University, participated
with other international experts in a conference on international adoption, whose findings addressing Georgian
adoption legislation were subsequently published.

Humanitarian and Social Sector Programs

U.S. Department of Agriculture (USDA) - Food Assistance and Concessional Sales: In FY 1998, USDA
donated 4,500 metric tons of food assistance to Georgia under its Food for Progress program. In addition,
USDA provided approximately $15 million in wheat and vegetable oil under its P.L. 480, Title | program.

Coordinator’s Office Humanitarian Assistance: In FY 1998, Georgia received over $36.7 million in
humanitarian commodities transported at a cost of approximately $2.5 million under the State Department-
funded Operation Provide Hope. These commodities were distributed by U.S. private voluntary organizations
(PVOs), including the United Methodist Committee on Relief (UMCOR), A Call to Serve (ACTS), Counterpart
and CitiHope.
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USAID Winter Fuel Assistance: In March-April 1998, USAID purchased and delivered over 58 million cubic
centimeters of natural gas valued at $5 million to the Russian-Georgian border for use in generating electricity
during late winter. The gas was provided in response to a request from the Georgian Government to the U.S.
Government to cover a shortfall in funds for purchasing winter fuel.

Planned Assistance to Abkhazia: One of the most important U.S. Government humanitarian assistance
activities planned for FY 1998 was a program to assist the victims of the conflict in Abkhazia, for which the U.S.
Congress had earmarked $5 million. USAID made two grant awards to the Adventist Development and Relief
Agency (ADRA) for health and other projects, and additional proposals were evaluated. Unfortunately, just as
this process was reaching fruition, the security situation in Abkhazia and western Georgia deteriorated,
indefinitely delaying the implementation of these important programs. As of the end of FY 1998, the security
situation continued to prevent program implementation.

Shelter Programs for Internally Displaced Persons (IDPs): With the help of a grant from USAID, the
International Federation of the Red Cross (IFRC) completed its IDP shelter program, under which thirteen
buildings were rehabilitated, benefiting over 5,200 IDPs. USAID also provided a $2.5 million grant to the Office
of the United Nations High Commissioner for Refugees (UNHCR) for the rehabilitation of more than 70 shelters
for IDPs, as well as water and sanitation facilities, health services, and basic domestic needs such as
mattresses and blankets.

Support for the United Nations World Food Program (WFP): With USAID funding, WFP provided
supplemental rations to 93,000 IDPs in eastern and western Georgia. Significantly, 1,124 metric tons of the
wheat flour distributed under this program was provided by the Georgian Government as a partial repayment
(approximately one-third of the total) for USAID wheat that the Georgian Government had diverted from its
intended recipients in 1994. In addition, WFP food-for-work projects benefited more than 64,000 members of
vulnerable households.

Support for Youth Houses: With USAID funding, the United Methodist Committee on Relief (UMCOR)
established youth houses in Sukhumi (Abkhazia) and Thilisi which aim to provide a safe environment for youth,
with access to extra-curricular and academic activities and psychological counseling for post-war trauma, thus
improving children’s health and contributing to the Georgian-Abkhazian peace process. The Sukhumi youth
house is the first USAID assistance program in this war-torn region, and it expects to have provided services to
between 700 and 1,400 youth by the end of its first year. To date, more than 1,000 children have benefited
from the programs of the Thilisi youth house.

Disease Prevention Programs: USAID provided funding to UNICEF for a mass immunization campaign
against measles. By the time it was completed, the campaign had achieved 90- to 95-percent coverage of
children aged 15 months to five years. In addition, six Georgians traveled to the United States on a USIA
International Visitor (IV) program on the prevention of HIV-AIDS and other infectious diseases. After returning
home, the participants established a non-governmental organization (NGO) devoted to disease prevention
using U.S. models.

Preview of FY 1999 Programs

In the economic sphere, U.S. Government assistance to Georgia will build on past progress in privatizing state-
owned firms, creating a legal and regulatory framework to help stimulate the growth of small and medium-sized
enterprises, and fostering the development of a competitive capital market to increase access to credit, all with
a renewed emphasis on accountability and transparency. In the area of democracy and governance, the U.S.
Government will continue to support strategic objectives in citizen participation (including efforts to strengthen
NGOs, political parties and independent media), legal and judicial reform, and effective local government. In
the social sector, efforts will continue to meet the basic needs of the most vulnerable segments of the
population, particularly the victims of the Abkhaz conflict, while working at the community level to increase
household self-sufficiency and provision of basic services. In expanding its support for grassroots programs
that tangibly improve people’s lives, USAID will build on the World Bank's successful Social Investment Fund,
which was established to support community-level projects that stimulate local employment and income
generation while fostering citizen participation in decisions that directly affect their lives. USAID will also
support the Georgian Government’s health reform efforts, through institutional partnerships, strengthening of
national health information systems, and technical assistance in the area of women's reproductive health. In
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addition, USAID will provide vaccines, medicines and equipment to help combat health problems, including
infectious diseases such as tuberculosis.

KAZAKHSTAN
Political and Economic Overview

In FY 1998, Kazakhstan decreased its pace of political and economic reform. Kazakhstan’s constitution
continued to concentrate power in the presidency. While President Nazarbayev had the authority to rule by
decree, he chose to introduce major reform legislation through the parliament. Although it remained weak, the
parliament nevertheless staked out some independent positions. The president also continued to control the
judiciary. President Nazarbayev and the parliament agreed in October 1998 to hold an early presidential
election on January 10, 1999. The Kazakhstani Government used administrative actions against leading
opposition politicians to prevent them from registering as presidential candidates. It inhibited opposition access
to independent and state-controlled media and took actions against newspapers, television and radio stations
perceived to be sympathetic to the opposition. Personnel changes at the highest level in the government
caused some uncertainty among international donors as to the government's willingness to maintain the pace of
reform. Significantly, the completion of the move of the national capital and important line ministries from
Almaty to Astana during the year has resulted in decreased coordination between ministries, and the cost of the
move is putting added pressure on the state budget.

Largely due to external factors—namely, low oil and mineral prices and the world financial crisis—Kazakhstan’s
GDP is unlikely to have increased in FY 1998. However, Kazakhstan’s macro-economic performance
continued to earn support from international financial institutions, and for the most part enabled Kazakhstan to
avoid major damage to its economy from the Russian economic crisis in late FY 1998. At the same time,
though, proposed intergovernmental finance reforms were postponed by the Kazakhstani Government until
1999.

Overview of U.S. Government Assistance

In FY 1998, the U.S. Government provided approximately $75.0 million in assistance to Kazakhstan, consisting
of $37.71 million in FREEDOM Support Act funds, over $25.8 million in other U.S. Government funds, and
$11.39 million in Defense Department excess and privately donated humanitarian commodities. Of the
FREEDOM Support Act assistance, 85 percent was technical assistance, 10 percent was humanitarian
assistance, and five percent was devoted to partnership activities. USAID provided $30 million in development
assistance focused on the broad sectors of market transition, social transition, democratic transition, and
energy and environment. In particular, U.S. Government assistance focused on improving the regulatory
environment and technical infrastructure for a competitive securities market, a healthier banking sector, and a
reformed pension system, as well as on health-care reform and local government reform. U.S. Government-
funded democracy programs focused on independent media and civil society—more specifically, on supporting
media associations and training local NGOs. A number of regional initiatives focused on region-wide
environmental and energy-related issues, such as the alleviation of the Aral Sea environmental disaster, as
well as multilateral water sharing and resource management. In the energy sector, USAID also provided
technical support to Kazakhstan’s oil and gas industry in the areas of sectoral restructuring (with the goal of
encouraging foreign investment), pipeline tariffs and environmental protection. USAID-funded advisors also
helped develop a regional framework for a restructured electricity sector. In general, progress towards the U.S.
Government’s development objectives for Kazakhstan was on target in FY 1998, with greater-than-expected
progress in some areas.
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Trade and Investment Programs

U.S. Government-funded programs in this area sought to promote trade and investment by supporting market
reform, addressing the process of Kazakhstan's accession to the World Trade Organization (WTO), and
commercial law reform. USAID-funded advisors promoted the adoption of sound fiscal policies and
management practices, the accelerated development and growth of private enterprise, and the development of
a more competitive and market-responsive private financial sector, all of which are vital not only to business
development, but also to the creation of a favorable trade and investment climate in Kazakhstan. Progress
towards meeting these objectives was more or less satisfactory in FY 1998, although the pace of reform did
slow noticeably in some areas, particularly WTO accession. For a variety of reasons, including sustained
negative pressure from Russia, the Kazakhstani Government made much slower progress in negotiating its
accession to the WTO in FY 1998 than it had previously. At the end of FY 1998, however, the Kazakhstani
Government publicly renewed its commitment to join the WTO, although has reservations about joining before
Russia. Extensive drafting of WTO-compliant legislation has been undertaken, including laws on anti-dumping,
certification, safeguards, intellectual property rights (IPR), standardization and countervailing duties, and other
issues. The Kazakhstani Government has made a commitment to submit all draft legislation for WTO
accession by March 31, 1999.

USAID-funded advisors also helped Kazakhstan draft rules and regulations for licensing and environmental
safeguards, and helped prepare a pipeline tariff methodology. In cooperation with USAID, the U.S. and Foreign
Commercial Service office in Almaty pushed for and reports limited but growing success with pre-arrival and
periodic customs declarations.

Business and Economic Development Programs

In FY 1998, the U.S. Government continued to provide assistance in the drafting and implementation of a
number of major laws and policies crucial to the improvement of the business climate in Kazakhstan, including
laws on natural monopolies, registration of pledges of moveable property, unfair competition, and amendments
to the government procurement law. With the assistance of USAID-funded advisors, bank restructuring and
securities market strengthening efforts proceeded in Kazakhstan in FY 1998, resulting in an improved private
financial sector, which is vitally important for the creation of a well-functioning, modern market economy.

Progress towards meeting the U.S. Government’s business and economic development objectives for
Kazakhstan was generally satisfactory in FY 1998, with a few areas exceeding expectations. Several major
laws were developed, including amendments to the law on bankruptcy, a new joint stock company law, and a
law on partnerships. With extensive support from USAID, Kazakhstan implemented a new pension system in
January 1998, made progress in its tax administration efforts, and continued to experience remarkable success
in converting corporate accounting to international accounting standards, as well as in the adoption of
international prudential norms in the banking sector. However, progress in the area of bank accounting reform
was slow in FY 1998.

The U.S. Government continued to actively support micro-enterprise development in Kazakhstan this past
fiscal year. Under a micro-credit program organized in Almaty by the Central Asian - American Enterprise
Fund (CAAEF), Mercy Corps International was awarded a $1.5 million grant and began lending operations in
October 1997. The loans provided by Mercy Corps range from $1,000 to $25,000. In addition, a micro-lending
program was begun in the Taldy Kurgan region of Kazakhstan, with a total of $1 million dollars in funding
available as of the end of FY 1998. Disbursement of loans under this second program began in mid-
December. In late FY 1998, the CAAEF refocused its lending efforts in Kazakhstan on the country’s small and
medium-size enterprise (SME) sector, where they have been much more successful than its other investments.

Training and Exchange Programs

USAID: In FY 1998, USAID's training efforts focused on a number of strategic areas. In the area of economic
restructuring, USAID training programs familiarized entrepreneurs with critical changes in Kazakhstani law,
bankruptcy procedures and liquidation of enterprises; trained commercial bank managers in Western
commercial banking standards and operations; and trained Kazakhstani participants in financial analysis,
accounting and due diligence techniques. USAID also trained Kazakhstani health-care professionals in modern
management techniques. As a result of this training, independent family group practices now submit annual
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business plans to government health departments, and USAID-trained practice managers monitor and improve
the clinical and financial performance of the practices.

U.S. Information Agency (USIA): In FY 1998, 176 Kazakhstanis traveled to the United States under USIA-
sponsored exchange programs, including seven graduate students, 18 undergraduates, 55 professionals, and
96 secondary school students. Under USIA’s professional exchanges, five public safety officials studied U.S.
programs for earthquake preparedness and emergency response on a three-week International Visitor (1V)
program in March that resulted in a number of U.S. offers for training and assistance to Kazakhstan, and a
realization by the group’s members of the importance of inter-agency coordination. USIA also continued to
build on its ongoing partnership programs in Kazakhstan, including university and secondary school
partnerships. Kazakhstan also took part in the Teaching Excellence Awards (TEA) Program, which awarded
educational materials to teachers in the fields of English language and American studies. Twelve Kazakhstani
TEA finalists participated in a seven-week training program in the United States this past summer. Upon
returning home, one of the finalists conducted a workshop in her home town of Issyk for 32 teachers and
participated in a workshop in Almaty for 60 teachers, thus contributing to the TEA Program’s multiplier effect.

Democracy Programs

Democracy Fund Small Grants Program: Under this USIA-administered program, the U.S. Embassy’s
Democracy Commission awarded some 13 grants totaling over $94,000 to Kazakhstani NGOs, independent
media outlets and other democratically oriented organizations in FY 1998.

USAID Democracy Programs: In FY 1998, USAID’s efforts to promote increased, better-informed citizen
participation in economic and political decision-making in Kazakhstan focused on three areas: NGO
development, increasing the availability of information, and increasing the accountability and responsiveness of
local government by developing and working with a core group of officials interested in being responsive to
citizens. The goal of USAID’s efforts in this area was to increase the “supply” of citizen participation through
NGOs while simultaneously increasing the demand for citizen participation on the part of government officials.
Progress in this area was satisfactory in FY 1998, as Kazakhstani non-governmental organizations (NGOS)
continued to grow in number and acquire needed skills. Moreover, the Kazakhstani Parliament took small but
significant steps toward asserting its independence, drafting legislation and establishing the precedent of semi-
open hearings with input from NGOs.

Independent Media Assistance: USAID-funded advisors also continued to provide technical assistance
to Kazakhstan's independent broadcast media on station management, political reporting, and media law.
Despite strides made over the course of FY 1998, television stations struggled to overcome periodic
repressive measures by the Kazakhstani Government.

Election-Related Assistance: In FY 1998, Kazakhstan's Central Election Commission took the somewhat
bold step of initiating the first nationally televised political debates in Central Asia. However, the
announcement of early presidential elections and the Kazakhstani Government’s disinterest in conducting
these elections according to OSCE and international standards for free and fair elections resulted in a
retargeting of U.S. Government election-related assistance efforts towards NGOs and independent media
rather than the Central Election Commission.

Legislative Drafting Assistance: A significant number of parliamentary deputies and staffers participated
in a legislative drafting seminar organized by the American Bar Association’s USAID-funded Central and
East European Law Initiative (ABA/CEELI), which also supported the development of a legislative drafting
center in the Kazakhstani Parliament. USIA will provide U.S.-based training to the parliamentary staffers,
followed by in-country training.

Assistance to Local Governments: USAID’s efforts in this area focused on increasing citizen
participation through public hearings, building local capacity in governance through training and pilot
activities in improved management, and creating a better support environment for local government
through work at the national level on decentralization and corresponding legislation.

Security Programs
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In FY 1998, although activities in Kazakhstan under the under the Defense Department’s Cooperative Threat
Reduction (CTR) Program were almost completed, Kazakhstan continued to play an important role in support
of nonproliferation and regional security. No new CTR funds were provided in FY 1998; however, ongoing CTR
activities helped complete the closure of nuclear testing tunnels at Degelen Mountain and the dismantlement of
SS-18 missile silos. Progress was also made through CTR assistance in infrastructure dismantlement at the
former Soviet facility designed for production of biological weapons in Stepnogorsk. Through the U.S. Energy
Department’s Initiatives for Proliferation Prevention (IPP) Program and the State Department-supported
International Science and Technology Center (ISTC) in Moscow, a number of projects were approved and
funded to redirect the biological weapons expertise from the Stepnogorsk facility to peaceful civilian research
and development activities as part of the multi-agency Stepnogorsk Initiative.

Energy Programs

The U.S. Government’s efforts in this area were focused on developing an effective policy framewaork for an
environmentally sound, regionally efficient, and market-oriented energy sector, which will also help reduce
economic and political tensions generated by cross-border environmental disputes. Progress toward these
objectives exceeded expectations in FY 1998. USAID-funded advisors helped the Kazakhstani state entity
charged with developing Kazakhstan's interests in the Caspian Sea, and also helped draft rules and regulations
for licensing and environmental safeguards. USAID support in the power sector has contributed to policy
reforms leading to the sale of over 90 percent of Kazakhstan’s electric power generation sector to private
investors over the past four years.

Environmental Programs

U.S. Government-funded efforts were also quite successful in the environmental sector. With assistance from
USAID-funded advisors, draft legislation was being prepared that would establish water user associations, a
new national environmental law, and a pilot air pollution emissions program. In addition, the first phase in
developing a national environmental action plan in Kazakhstan got under way. Climate change was also a
concern in the region in FY 1998, particularly in Kazakhstan and Uzbekistan. USAID assistance was focused
on legal and regulatory reforms and environmental programs in the areas of oil, gas and electricity generation.
USAID-funded advisors also helped draft four major implementing rules and regulations, of which three were
approved and implemented by the Government of Kazakhstan in FY 1998. Water management in the Aral Sea
Basin has been identified as the greatest transnational environmental issue in Central Asia. In order for the
Central Asian states to be able to conclude regional agreements on water management and related pollution,
there will need to be long-term agreements among all of them. A major step was taken in this direction in FY
1998 as Central Asian energy and water officials, with USAID support, drafted the first multi-year, multi-state
water and energy agreement on the Naryn Syr Darya cascade of dams since the collapse of the former Soviet
Union. USAID-funded seminars and workshops over the past two years have promoted discussion and analysis
of issues associated with regional water management.

Social Sector and Humanitarian Programs

USAID Health Care Reform Programs: USAID’s efforts in this area have focused on increasing the efficiency
and effectiveness of Kazakhstan’s health sector and developing private-sector capacity in local government
health sectors. These efforts were designed to introduce cost-effective reform models and to build a policy
consensus and legal framework for the reforms, provide technical assistance to develop and implement specific
interventions, provide training, and inform the public about the impact of these reforms on their daily lives. The
increased involvement of physicians and consumers is already evident in USAID’s demonstration sites. Newly
trained family physicians have organized non-governmental professional associations to resolve problems
jointly and to influence government policy decisions. A public information and marketing campaign sponsored
by USAID resulted in more than 75 percent of the population of the city of Zhezkazgan enrolling in the family
group practice of their choice. The new leadership at Kazakhstan’s Ministry of Health was eager to expand
health reform nationwide; however, budgetary constraints prevented USAID from responding fully to the
Kazakhstani Government’s requests for technical assistance in this area.

U.S. Department of Agriculture (USDA) - Food Assistance: In FY 1998, USDA provided approximately

7,300 metric tons of food assistance valued at approximately $6.8 million under its Food for Progress program.
The food assistance was distributed by Mercy Corps International a U.S. private voluntary organization.
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Coordinator’s Office Humanitarian Assistance: In FY 1998, the State Department-funded Operation
Provide Hope provided approximately $11.4 million in humanitarian assistance to Kazakhstan, primarily
through Counterpart, a U.S. private voluntary organization (PVO) that accesses commodities under the
Defense Department’s Excess Property Program. The transportation cost incurred by the U.S. Government
was approximately $1.4 million.

Cross-Sectoral Programs

Eurasia Foundation: With support from USAID, the Eurasia Foundation awarded over $1 million in grants in
Kazakhstan in FY 1998, the majority of which supported business development and NGO development. The
Foundation organized grant competitions addressing areas of particular need, awarding grants in support of
cross-border exchanges, agribusiness and housing associations. In an effort to encourage effective,
responsible, and accountable local governments, the Foundation supported the process of housing reform by
promoting the development of resident-run housing associations. The International City/County Management
Association (ICMA) received a grant from the Foundation to develop the advocacy and training capacities of
the country's National Association of Housing Cooperatives, which serves 22 regional housing associations and
conducts activities related to advocacy development, tariff development, and alternative energy systems. The
association also organizes systems for trash collection, home repair services, and other activities that help to
reduce consumer costs and create a new market for small businesses. To increase citizens’ participation in
and knowledge of political and economic decision-making, the Foundation awarded a grant to the NGO
Ekologicheskiy Proyekt to produce a weekly television program on NGO- sector development in Kazakhstan
and Kyrgyzstan. The program, which is to be shown on national television, aims to increase public
understanding of the role of nonprofit organizations in society. In FY 1999, the Foundation will enlarge its
representative office in Almaty to become a full-fledged grant-making office overseeing the Foundation’s
activities in Kazakhstan and Kyrgyzstan.

Peace Corps: A new class of Peace Corps volunteers was sworn in on August 14, 1998. This is the sixth
class of volunteers to serve in Kazakhstan, bringing the total number of volunteers currently in-country to 96.
Some of these volunteers are teaching English as a foreign language in secondary schools and universities,
while others are conducting a program in environmental education. Eight volunteers are working on health
education at AIDS clinics in regional centers throughout Kazakhstan. Fourteen economic development
volunteers are teaching various subjects in secondary schools and universities and as serving as part-time
consultants to local entrepreneurs.

Preview of FY 1999 Programs

In FY 1999, the U.S. Government will continue to provide assistance in the areas of economic development,
energy and environment, health sector reform, local government strengthening, and market transition. USAID’s
new local government initiative will build on successful results achieved by USAID’s housing reform
infrastructure and municipal development projects since FY 1997. USAID’s overall development program will
continue to focus on providing economic assistance to improve the environment for reform in all sectors, with
additional new efforts to implement partnerships with local NGOs, work with local government institutions, and
conduct a public information campaign on the public's rights and responsibilities in the health-care system.

In view of the flawed January 1999 presidential elections, USAID will reevaluate its planned assistance in the
areas of civic education, voter education and technical election assistance in preparation for the local and
parliamentary elections also scheduled for 1999. USAID will continue to target support to local NGOs, focusing
on those NGOs working to promote the rule of law, environmental issues, women's issues, business, media,
human rights, trade unions, consumer rights, civic education, advocacy, elections, housing and professional
associations. In the area of local government, USAID expects to develop and implement in two oblasts
(regions) a model citizens’ budget, financial report and hearing process as a model of good local practice
promoting citizen input and involvement.

In the health sector, USAID’s integrated reform models will continue to be refined in the pilot demonstration
areas and expanded beyond these areas. USAID will seek to conduct a policy dialogue at the national level
focusing on the institutionalization of reforms and the integration of reproductive health, infectious disease, and
partnership programs into a primary health care model. USAID tuberculosis initiatives will begin nationwide,
with pilot clinics in each oblast. USAID hopes to direct future medical partnerships to support the overall health
reform agenda and the strengthening of primary health care in Kazakhstan.
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Cooperative efforts in regional energy trade and infrastructure investment by the five Central Asian republics
will continue to receive USAID support. USAID will advocate and support the preparation and ratification of
regional agreements on water sharing and pricing, related water and energy exchanges, parallel operation of
the five national electric systems, and operation and maintenance of the Central Asian regional transmission
grid, with the goal of establishing a support system for existing and emerging energy regulatory and negotiating
bodies and personnel in Central Asia which could ultimately become self-sustaining.

KYRGYZSTAN

Political and Economic Overview

Although political and economic reform continued in Kyrgyzstan in FY 1998, the easy gains of reform had
largely been achieved, and economic problems loomed large.

On the political front, the major event of 1998 was a hastily called “snap” referendum on October 17, which put
a number of controversial constitutional reform issues to the electorate, including full privatization of land,
changing the composition of the parliament, limiting parliamentary immunity for deputies, requiring the
parliament to provide a fully funded annual budget and strengthening freedom of the press. The format of the
referendum forced the electorate to accept or reject all of the items as a package through a single yes/no vote.
The Kyrgyz Parliament clearly would have preferred that the issues be handled through a legislative process
rather than a referendum, although both were legal options under the constitution. The referendum passed by
an overwhelming percentage reminiscent of Soviet-era referenda, and there were significant procedural
irregularities, including family voting. Nevertheless, the referendum clears the way for further land
privatization, and Kyrgyzstan is now one of the few NIS countries that explicitly allows private land ownership
under the law.

The Kyrgyz Parliament has become one of the most active and independent in the NIS and has regularly
overridden presidential vetoes or passed legislation the executive branch did not favor, such as a new pension
law passed in July which did not conform with the Kyrgyz Government’s spending plans. In accordance with
the referendum, the Legislative Assembly will increase in number from 35 to 45 deputies, thus both increasing
the number of parliamentary experts on key issues and mitigating the problem of too few deputies controlling
the legislative process, a situation which has provided too many opportunities for deputies to pass quirky or
self-interested legislation.

In FY 1998, the press in Kyrgyzstan remained freer than in any other country in the region, although the
parliament vetoed by a large margin President Akayev’s draft bill to remove libel from the criminal code and
place it under the civil code. Nevertheless, there were no journalists in prison for libel. Religious tolerance was
widely practiced, although some religious gro