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GAO

United States Wi
General Accounting Office b
Washington, D.C. 20548 3

frmre— e
e e ivision

B227616 (22
November 14, 1990 e 2
‘The Honorable Charles E. Schumer
Chaimman Tsk Forceon Urgent il lsues

Commiltee on the Budget.
Tiows of Represntatives

Dear Mr. Chairman:

At your request, we have examined Iraq’s participation in the U.S,
e e

promote U.S. agri ‘Under these
programs, » US.
will be repaid for-
fomgn uyerinan eligible country. I the buyer default,the esyors
an file a claim with ccc for the loss. Under GSM-102, ccC guar

Tepayment fof crdit sales of 3 years o ea; under GOML109,C0C m.,
antees repayment for credit sales of more than 3 but less than 10 years,

“This report 1) provides information on the development of Iraq as a US.
sgreuual export marke nd th exten t which Iraq hasbenoed

- (-\M gt 1 1080 ) St bt e, mad i

guaranucs 0 Iraq under the GSM program despite a growing concern

about Irag’

ties recently surfaced by the Justice Department's investigation of &
a I

administrative review by the Department of Agriculture*

programs
i el 1 the repament BaruHes

Ot 16,190, e et et e e Comntie o ki, P

patin e Clmmatty Crt Coporsrs O mmm..mm

g ot e Commt e
e s Tt it B O 3
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T Bri On August 2, 1990, the President announced  trade embargo on raa, i
Results in Brief US ek
L thr i bt

Joans toraq, Unde current condtons thes o are o b repl,
and cce may have to, guarant

aq
from fiscal year 1983 through fiscal year 1989, eventually totaling

fiscal year 1990, Even though Agriculture’s risk analysis documents for
fiscal years 1959 and 1990 rated Iraq as a high-risk market for granting

‘guarantees through fiscal year 1990. It seems that the U.S. desire to
build a strategic and agricultural trade relationship with Iraq out-

of Irags human rights violations.

" particpate n o
proams Undee e Export Enhancement Program U3, cxporters

Tecevedanesimad $107.2 milhon i bonuses 0 facliae Po—
orchases of ahot 500 milan i sl commodiisfrom g
By g [ st e st

Tt Bpor Asiance nd Cooertor o Mt bevy

Justice. .

Atthat i

1989, the.
Offcoof the US. Atorny for the Nothern Ditricof Georgl was
tanta branch of the cs
Nkl ae Lvors b been eepin  second sk o books e
‘advanced unauthorized and unn-wmd loans to Iraq. This discovery led

s
Attorney, US Department of Justie,focuing on bank fraud and v
sion of bank regulatory requirements. Agriculture’s Office

e

P——

et e
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| ‘guaranteed by ccc. By October 1989, Agriculture had initiated a sepa-
iew of Iraq's
program.

| As a result of the preliminary findings of the Banca Nazionale del
L GSM.

ties,

tional GSM guarantees to Iraq. Agriculture offered only one-half of the

requested $1 billion in credit guarantees for fiscal year 1990, with the
per f the

million was quickly exhausted, and in February 1990
Iraq requested additional guarantees. Review of this request was still
underway when raq's Augis 1990 vasion of Kuvait ad the bse:

quent rade embargo brought e halt all forms of assistance to Iraq, ‘
including credit guarantees. Appendix I contains cl\mnnhvgy ot ovias ‘
i bt ST U5 Sl St e il s S |

polcy and hat have nflunced the extentof Irq's partcpation in US,
agricultural export development programs.

Traa 1 heavly dependent on agricutural imports because of 1 igh
BaCkg!‘OIll’ld population growth rate and limited arable land. By 1990, Iraq was

5 percent of

major food supplier to Iraq, accounting [or about one-third u{ IL!
Lol S20 bilon i grculural mports i 1688 nd §3
5o J;nm.mn,u, |

ind Turkey have. nlso
Wi Supples of afrcuRAral commies t 1.

The avalbllty offregn ret hasbee an imporant ctor i ra's
s ause of

s e
uun w3 sl 1(58 year war with Iran. To date, Iraq has focused on
The

| frpitiesi pmvxded about 95 percent of Iraq’s oreign exchange
camnings War damage o s ol exportfailics, restrictons o ts ports
by other

Iraq’s abilit A

turned borrow

reditorsin oAt couries. neronsed from abot £8 billn o I |95a
imates of between $30 billion to $50 billion in 1990. I

1rag owed anestmated $50 billon 0 Arab Gulfstates, Many ¢ e

major debts have been rescheduled at least once.

11911 G AO/NSIAD91.76 International Trade
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orethan 90 percetoftotal . sgriulural xports o Iq canbe|

year 1962 the year befoe I [ paricpated n e G103

3135 mition. In acatyour 1985, Apiontess et HILO uk
lion in export credit guarantees for Irag. At that time, the United Stat

nd rag were working o seesablishing diplomati eations, which had
e severe i 1967 Alsoduringthat time, Iraq was i the midele f s

e For sl e 1980 Agriculture vnproved o1 Do guaran-
tees. Iraq had become the largest export market for U.S. rice. Other
maoraxpota have been whest eed grais, fsed product, cotan,
sugar, dairy products, poultry, and tobac

Inadition, I ha benefited from other ariculural expor el
programs, including the Export Enhancement Program. Under this
Drokeam- U5, exporters sceise  estimated $157 2 lon n bonases
to facilitate Iraqi purchases of an estimated $509.8 million in whea,
o o v, St ok e e Tie b nises

allowed US. go0ds
pettive with other countries subsidied sprclurslexpot. The con
binato o he Expot Enhancerant rogram with GSM garantees
sllowed Irag oy U, areutural o competitiveprics
g s ey iy gy oo
eign Market Development I‘mgxam e aso oo anthe] lram
agricultural commod
Betec et seas 1000 00, e rvgimm v pmvmm
$L9 mill

tarein e market. Appendi I provides mor el on these other
development programs targeted

Sincs e GSM export et guarantesprogram bega, exko, South
Korea,and Iraq have received the angest oan guarantces o al partic

countries may ety ot on thei ongterm agriclure needs,

s v e ey ot neet Dot o e s
provide cononic beneft t foreign Sovernments, their i can bo -
enced by US. foreign policy consideratior

‘As part of the decision-making process for determining GSM progeam
allocations, FAs staff develop country risk profiles that in the past have

T T—
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been mainly qualitative in nature. These profiles discuss a country's eco-
nomic, financial, and political strengths and weaknesses.

Since the program began in 1983, s has approved Iraq’s participation
in the GSM "

tial for US. agricultural exports and its long-term ability to repay its
Bec bout

limiting coc’s exposure, s developed new risk analysis procedures
hich e e o facal year 1991 program alccatios, Tesenew
views

the new i apecityi e
risk and market development. Appendix IV provides detail on the GSM
decision-making process, including risk analyss.

Evolpgion of Iraq’s

Sinceth ncepio o the GSM-L02/100 programs and conciving |
aq has received approximately $5 billion in

r mn
GSM-102/103
Programs

1983 toa high of o 25 percent n fiscal year 1989, when lm reivedover

$1 billion in

reipienc ot i mpecopon s g e fortacal
ar 1989, despite growing concerns over Iraq’s creditworthiness

For fiscal year 1990, Iraq requested over $1 billion in GSM-102/103
rt credit . h

2 only offred 4500 millon i et guaranien Tl rediced ot

National
Adsisory Councilon International Monetary and Financial o

integity of the cverall GSW program.

The National e "
and

h
international financing matters including Agriculture’s decisions to
extend GSM credit guarantees, (See app. V for more detailed information
on Council operations.

credit guarantees rests with the Department of Agriculture. Council
‘members include the Depnnmems of Treasury and State, the Federal

11011 GO NSIAD 116 Internaiona Trade
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e Board, and the US. Export-Import Bank. Council members dis-
cuse GSM 108/ cropesa i Seck of thuk yervpectivns g
reign trade

et

Inthe casef Iraq, the U, dcslre to build a strategic and agricultural

with providing redic is-
— evxden(\- o€ B B g Vi, (05t st rew

itspractice of repaying v that offer furersrodt while
noring ,

its human rigl Despite 3
tinued to place a high priority on Irag as a market for US. agricultural
products.

In 1988,

sancions o Irag for it us o chemial weapons against it Kurdish
lati toreal-

locate $96 millon n fiaca year 1988 expor credt gunmnmes ]

ddressed

Sales Manag y
1 Sales Man-

uddmul\x.\ Mty ghad Sancionsbeapproved mE sttt

i statements and actions, Iraq would stop pay-

- 1L5 olvlsundmg credit guarantees in retaliation n.r mach e

as approved

by the Generti B Mmgcr hccause 1) Iraq was current on payments.
US|

had

used chemical
islation, whih by US. agricultoral interests, was defeated
‘Appendix Il provides o dealled nformation on the eveution of
Iraq' paricpaton nthe GSM program

oittzesty (GOC I§TC UNIVE
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Since June 1988, there have been several investigations of the GSM-102/

Program

Into
ieti

Digit

Google

by the Inspec i
tural Service, the Justice Department, the U.S. General Accounting
Office, and Italy's Senate.

InJune e Inspector beg:
her or not f

, including I S
sented as U.S. origin tobacco. s findings led to a criminal mvesuyum\

of the matter conducted by the Department of Justice's U.S. Attorney in
Raleigh,

guilty to filing
either Agriculture or U.S. Customs regarding the export of rebion
Egyptor

In August 1060, logtions were rised thated toan nvesigation of
the banking activities of the Atlanta branch of the Banca Nazionale del
Lavoro,an llian-owned bank operatng nthe United tates This
investigation s being conducted by a task force of federal agencies and
is being led by the U.S. Attorney in Atlanta, Georgia. It has been
reported that the Atlanta branch of Banca Nazionale del Lavoro made
some 2 billon nloses o 11 without ighr lvelBancs Nazole de
ese loans,

-payment guarantees under the GSM-102/103 pmgmns The
mvcmgauan I e ongeing, and e information as been made

of lmly, and aspeclnl mvcwsmv: commiticeofthe Ilian Sonate has
been formed to conduct its own investigation into the affair

In October 1989 Fas initiated an administrative review of the GSM-102
program for Iraq s eview was imite o transacio made by Banca
Nazionale del Lavoro, and focused on four issues: (1) the actual arrival
inraq of agricultural commodites shipped ander the GSM program,

(2) the payment of certain Iraqi domestic taxes on GSM sales, (3) unusu-
ally high commodity prices charged for GSM-guaranteed sales to Ir

and financed through Banca Nazionale del Lavoro, and (4) the provision
of after sales services" in connection with GSM sales.

conts
oningcqipmer

o T e e St L93 a rovBin ot acepabl
T g b, o s o 190 e I
taind 8 wriencommiinent foh 13t Suh et ot
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In'May 1990 Agrictur rlessed the romls o s acmilstrstve
review. d no evidence of diversion of commadities sold to Irag. In

review identified two key areas for further review—the extent and
reason for high commodity pricing in certain GSM transactions, and the
extent to which after sales service led

ppend tail on the Ban
investigation and Agrculture’s administrative roview

Scope and
Methodology

-
ouary Google GRIVERSIY OF CALFORNIA

We examined the extent of Iraq’s participation in all agricultural export

development peograms ard reviewsd the isory f events eadig totie

extension of i

nayal proceaes ‘emploge by Agnrullum a5 wll s the inersgery

process it uses to receive guidance on proposals. Finally, we examined

T exten of Irad's imvolvement i recen GSM rogram vilatonsand
Justi riculture

investigations.

. . i

i partici-
p:smm Inthe GSM programs. We als nterviewed the former oc Ger-
nager. We reviewed pertinent files on Iraq's participation
magnculmnl promotion programs.

I
‘Treseury denled us acese toNatioal Advisory Counci mimutes and
Joy documit,wating s they omtalvd iforiamia Ut was
Gelberative innature Howeer, we a obtan nformaton sbout
National Advisory P d.ww.m from interviews with other
h

meetings.
As requested, we did not obtain agency comments on this report. We

performed our work from August 1990 to October 1990 in accordance
with generally accepted government auditing standards.

1 GA/NSIAD 176 ntermtions Twde




R s A

bazmois

‘As arranged with your office, unless you publicly announce its contents,
carle,we plan o further ditibtion of this report unt 20 days rom
At that time,
tate, and Treasury. Copies will
0 s e paies upo redv

This report llan 1. Mendelowitz
Director, International Trade, Energy, and Finance Issues. He can be
reached on (202) 2754812 f you or your staff have any questions.
Other major contributors to this report are listed in appendix VI,

Sincerely yours,

Yot €Qend

Frank C. Conahan
Assistant Comptroller General

01917 K NSAD 178 Intermtiona Trade
CO\‘ng UNIVERSITY OF CALIFORNIA
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Appendix |

Chronology of U.S.-Iraqi Agricultural Trade
Relations and Foreign Policy, 1983-1990

1963 gins partcipating in Agriculture's GSM program, with an iniial alocation of $401.9 millon in exporl
e
s
e e o
= e st oot e 158
ot s b o
e
e — T
e s I ot e st
B S e,
R e e e e
i e s et =
R e s
e s e MG e
e
e
o =
=
The Office of the em Dist
D 2
1969, September Aqnmmure s Office of the mpemar ‘General joins the BNL v«sngam
e e S D R
B L
et i e 00 e
e ho 5405 million offer ! b
e ‘QM o e B K
e B N e
- \mlhevGSM ocs ms e e Sz S A
1990, February ¥aq requests an addition 3 mikon in G 1990 Agr caturiher

ot e B

Toiinued)
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Appenais
Chronology of US.raai Agricultura Trade
Relations and Farelgn Polcy, 19631990

e " Seral i 60l rvodueed s Dt 1 sseslarce gt s o ease e, oy
ce) mi e o ot e 1 Footon coruhes tht o s o i bocr chmical,
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oes| te)

s 58 e o o o T, T o Ry ey
el s ol miiny. s s, Cheaal o Pclar SQUPTER, devces o s, (G passos
e bt ot Sen & R e
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Appendix
Chromology o U Iragt Arculcural Trade.
Relatons and Foreisn Polcy 19831990

1980, August raq invades and occupies Kuwait
S Resoluton 318 1 passed.

-
e 10U coors. ncoing 52 T 7 5507 e GRS
Fois D S631 & iecod hch Tecze st 1 e Unto e arevae: ranporanay T
o s s e s o (o 300Uty o st 191 Tt e
InSiulons o pouanG oans o ra. (Bl basees Hous but i Senate )

0, wih Yemen astaring 0 pass  esluion condaming
v o s o Kot Y
i b Lasue emergency meelngof 0 msters condemns he ra vason and cas foran
R

o verts oS defense forces have been seni 6
Nt o st walrs o it o8 o sHack apaine s A
1550 September raq 5 agan placed on the Doparimen of State’s s of sates aiding and abeting frorsm.
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ndix I

AppendixIl =i = -
Evolution of Iraq’s Participation in the

GSM Program

rogram grew from 8

of the total export credit guarantees approved in fiscal year 1983 to a
high of 25 percent in fiscal year 1988, In that year Iraq received over
$1 billion in GSM-102 guarantees, making it the second largest recipient
by that year. level was

provided for fiscal year 1989, despite growing concerns over Iraq’s
sed on the F

for providing such large amounts to Irag, it appears likely that Iraq

uld have reclved the samo program evl (81 billon Lo el year
msc) were i ot for the . nvestiation md Ut of oo

rogras also policy
mm at least as large a role in delermmlnz Iraq's GSM program evels
had

ith £ and Sate Department offcias.

The GSM Program to
Iraq

Export credit guarantees approved for Iraq increased from about

5400 milon in fscl e 108 t about $1.1 bilion ineach of fiscal
years 1988 and 1989. Another $500 million was approved for fiscal year
1990. (See table IL.1.)

cra gusniees

o' Foregn Aath st Saie, CEC Opeatons Oweon

s based approva offrag's ncreseed GSM perticpation n s enor
mous US|

dependence on .mpons o nearly all its food needs) and on its long-term
ability to repay its debts (due to its huge oil reserves)

Googter eSS

O Wb e
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Appendix 1
Evotation of iraqs Partcipation i the
G Program

When the GSM program was first offered to Iraq in 1983, the United
States and Iraq were working on reestablishing diplomatic relations,
ehich had ben severed n 106, Also duringtistie,Irsq was I the
with Iran, and the United States was seeking
wxysm plriy aa. In additon, the US. farm sector was experiencinga
surplus of many commodities at this time. Despite some short-term
credit problems, Iraq seemed likely to once again become a cash market
and a significant market for U.S. agricultural commodities.

Country Risk Analysis

s analysis for Iraq in
‘economic situation had improved somewhat in 1987 and was ex;
{0 coninue toget beterin 1965, However, it vas notedtha raqfaced

severs eonomlc ol becaneeof s ongolng wac with Iran. Iriq
was also expected to keep on de!emns USS. debts. From the mid-
1680son. g hc pureed a polcy of rescheuling od debt and

remaining current only on debt - mos@ conntriogwiling o extnd new

credits.
Tacingthe Commodity Credt Corporatin from Iraqs erelt iisives
was likely to remain minimal

Interagency
Deliberations on Iraq’s
Participation in GSM

saary GOOGIE

Fas consistently presented Iraq as a low-risk, high-potential market in
mestings ofthe Naional Advisory Council on ntarmationa Monetary
and Financial Policies. While NAC members raised various concer
about Irag, the majority necessary for a NaC recommendation to gvam
uarantes to raq was bvayspreset. As carly u January 10650
Ferbor wend o record againet ranting erelt gearontoes 1o lad, This
b o o ot s creiwoctannsnd vy e
toned raq’s capactyto servicealtonal de. In that mecting,

thelast 2 years to the point il Iraq might be incapable of
rescheduling it

Meanwhile, a third member of the NAC continued to express support for
additional credit guarantees while downplaying Iraq’s humm rights v
lations. Through fiscal year 1989, the NAC continued to

tending export credit goarantess  lra Agnculmre beheved thatit
was necessary to continue granting high guarantee leve
order to maintain Iaq 45 @ major market for US. agrcultaral 0ds.
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Avpendix
¥t of s Partcpation i the
G Frogram

In 1969 nd 1990, Aricuuretemporarily suapended raq's e of

sions, e robe nvlved bar waraer i However
acy 1060, 3 member of Agrctorss Ofcaf the Goer Coure

adnited ha
theserepated problems .mme more u.s.. phions traster
* Neverthe-

oo o e bl tha Aevelopin and Sosiing the o market fo
both agricultural trade and foreign policy considerations outweighed
Iraqs questionable creditworthiness.

In 1988, Iraq had used chemical warfare against [ran and the Iraqi

it guarantees to Iraq. In September 1988, when Congress was con-
St Rhoon sha i aon et e rirs g
use of chemical weapons, both Agriculture and Stat
Sonctioun 18w kqupbec 13,1955, e ' e Chcen o ha T

jor State

that 1aq had wsed chemical weapors in s compaig agains th 1adi

Kurdihpopultion bt ntedthat the Uit Sats iached rest
portanceto s blataral elatons with raq This offcal ssonoied

that he United States had mr intaining a cooperative

elatonship with Iaq than from mlsu'\g “he county. Uitimatey the
policy inter-

e an ressure Trom U5, agfcuiniea rade roupe.

Concding !

)

tolrag
nppmved for other counries.Prces of U, commodities had mmu.d

mum hm fley unable to meet it import requirements for Therestof
the

ovet I
‘Congress impose sanctions on Ira. In a September 22, 1988, memo to
press

At senior Agricul-

530 mil ditional
ture staff members warned

However,

Trag Unit

2110113 GRO/NSIAD178Internations Trade
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Appendix 1
Evoition of Iraq's Pasicpation n the
S Progeam

Digitize

with potential
Congressional reaction.

i M
err Auordmg T e ot mes o e (Dlsq e cr-

cmms Iraq could ot ave maintained its Import mquuemws given

pasumn at that ime vas that no evidence existed linking the Iragl gov-

s it the aseing ofthe Kurds,(This positon confcs wih that
offic

T House Forign Afars Commitiee

level of $1 billion $50 million in
M0 for g tor st yeur 1680 based on Irq's ko tem by
to pay and on the market potential for US. agricultural exports. When

the NAC considered this funding level in Aug st 1988, two members
opposed the larg iz of the program and stated that 600 million was 3

aq, given its its policy of
bilateral rescheduling e Acne e Eavorod i 81
lion level and suggested the possibility of increasing it

Ducing 1968 and 1009, warring sl wer g coeeing s
April
member,Iraq had rescheduled or refused to repay Toost payments omed

new money were being repaid. Because of Iraq's policy of Teheduing
1 debt while a the same tme taing on new deb, i was predeted
that Iraq’ debt would continue to grow at a aster pace thanisincome,

et Agncululre g dorumnt. by Augn\t o oy the Unted
States and Great Britain were offering credit

q g

repayment of pas d e o contic p icipation in the GSM export
vt guaranten program. Despits such p prolems, s belloved that &
ad e eholee bt o Contnue the program. because t feared that by

Slopping orseverely recucing the program the smportant [raqh market
would be lost, and Iraq would refuse to pay its past ccc-guaranteed
loans.

)/NSIAD 9176 Iternations Trde
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Appendix it
Brotution o Iraq's Parcicipation n the
G Program

Limited Fiscal Year
1990 Allocation for
Iraq

A5 proposed an additional $30 million in GSM-102 for Irag for fiscal
vear 1685 and 81 bilion in GSM 102 for fsal yeu 1090 I submittod
this proposal to the NAC in September 1989. Because of preliminary find-
s ot the B Ivestigation ndche discovey of posible proprie-
ties in the Iraqi GSM program, two members of the Nac requested that
discussion of the GSM program for Iraq be delayed pending the outcome
of the investigation.

1 Ontobe,befre e rac delegaion cameto Washlngion toegocite
its fiscal year 1990 GSM level, Agriculture resubmitted its $1 billio

(GSM propost o the SAC. FaS oifcals cxplained tht raq had thus far
‘proved to be a good credit risk for ccc, that no evidence of wrongdoing
by the Iragi gove  had been found in the

that lack of positive action on the GSM program would induce Iraq to
‘make its agricultural purchases elsewhere.

one It of i gt $1billon evel,noting that Irag

ategic importance to the United States. Further, in NAC dis-

Caslons st th Ty 1990 location his emper offeed ev.

eral comments: (1) Although allegations concerning Iraq raised concern,

i membersaw o esson o disapproe he fcal year 1990 program
Iraqi government

not iy
Jdwith a fncal year ag, scing

no financial it \ooming where 000 guarantoes ibivite
alled...

@

However, that member was more negative in other forums where there
that could have left
vulnerable. In a February 1989 published report on human rights viola-

cerns and bypass oman rights issues.

‘v 14c membersapposed the 1 bilion et One o these members
‘previously stated that a $600 million-$700 million limit was more.
appmpnm, now this member was unwiling to support an progean

by bk rvestigation were being & soheiod

1611 GAONSIAD1 6 Interations Trade
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Avpendix 1
Erohution ofIrag's Paricipation i the
G Program

lt proposed a withan
initial $400 mﬂhan allocation and the remainder to be offered if no
raq surfaced in th Ithough
ot K c approved the $400millon vl two members
voted no.

In mectings with s erm.\s In Ortober 1080, o ofcaarelected

s lev tomeet
I mpors seeds s Ut they dld ot wam foriher ‘guarantees to be.
lnk L

mg the £as and the Office of the General Counsel went on a fact-
Tinding tip 10 Atlanta n Octobor 1960 t review the preliminary find-
ings in the BL case and their possible relevance to the GSM program.
‘They concluded that there was no reason to delay the Iraqi program. In
November 1989 Agriculture officials travelled to Iraq and offered
5500 million, with additional guarantees contingent on not finding evi
dence of iagtcomplicty nthe sl I3 gree 1 the $50 mik
lion but again would not aceept conditions on further

lfech the fscal Year 1990 allcation was imited to $500 milom,hafof
the preceding year's allocation.

By February 1980, Iraq had exhausted nearly all of its fiscal year 1990
GSM allocations and requested an additional $573 million. £AS was stll
Ithough there ting

, there

increased agricultural exports. However, FAs knew there would be

hng niesgerey copoetion n & evpote o s el gt
vhile questions remained unanswered in Agri-

e onsomg administrative review.

raq no longer
otdered commodlty affers tom he Unied Svte. ostond, began
purchadiag iwsodiin from Argentina, Australia, Canada, the Buro-
‘Saudi Arabia, Thailand, and Vietnam. Australia,
Lmada, and Thailand provided some now eredi; the remainder of the
rchase werefoe csh. To desr the way fo frthernegotintons,
with Iraqi
Sram ireguiarities anl 0 review perinent documents. These
sions were held in April 1990. Nevertheless, consideration of addmmm
toes was defered bcause the . Investigation was
g S pAcakanes Ol ot BPRCAE Sotcal M ek
{irahed it review of unresolved issuss rased i the Sdministrative

oigtizzaty (GOC .é'rem oo ,mewnmfn:n:-mmu...,w




Appendix
EXohuionofeag's Particpation n the
G P

‘review—high pricing in certain transactions and the extent to which
after sales services had been provided in connection with GSM sales.

State Department
Position on Iraq

During h bef P i
of 1990, the State Department's Principal Deputy Assistant Secretary
for Human Rights and Humanitarian Affairs testified

against bi Howed by

of
in ine eith th gt

“The testimony included other words, such as “torture i routine ..,” and
her i o venth harade of due proces o thoecharged i
ring the. i, "We brin
s e e i th okl brng e p inter-
national fora. We werc one of the leaders in trying to et it in the
United
reolton sgaat g Dospte Sat's atutionof the U govern-

eeetings, and credit Guaraatecs were ot opposed o e

tary of State testified
1690 that -Iraq's human righs record s an ntegral part of our :genda
it Irsq and
Yet this influence did not make its way into the NaC proces

's human
making financial decsions ppeared to b outweighed by the US. poliy

tionship with Iraq

UNIVERSITY OF CALIFORNIA




Appendix I

Iraq’s Participation in Other Agricultural
Export Development Programs

Inaddition to the Export Credit Guarantee Programs (GSM-102/108),
the U, Department of Agriculure has three other export development
prog e to Iraq. In each

country benefit the Ts
exporters, agnculluml trade organizations and, ultimately, U.S. farmers.

The Export
Enhancement Program

,Googlé

“The Export Enhancement Program by
Agriculture in May 1985 in reaction to continuing decreases in U.S, agri-

ensbe them tolower th price of US. agricultral commodics and o
make

S et T ottt Y oo Commumly .
of August 2, 1990, over $2.8 billion worth of surplus commodities had
been made available as bonuses to eligible U.S. exporters for sales to
65 countries. These sales totaled about $10.8 billion

o fiscalyea 1985 wheat and wheat lous were the arly el
odities exported under the program. Wheat flour sales to Ira

were st Crgeted under this program i December 1995, 3 ears afier
Iraq began participating in the GSM-102 program. By combining the two
programs, Iraq was able to buy U.S, agricultural commodities at compet-
itive prices on credi. Iragi initiatives under the Export Enhancement

m expanded to include wheat, poultry, barley, barley malt, dairy
cattle, and table eggs. Table LIL1 shows the total quantity of US. agri-
cultural commodities sold to Iraq under this prograr since 1985. Since
the inception of the program, U.S. exporters had received an estimated

157.2 million in bor

agricultural sales to Iraq.

1 GAQ/NSIADOLTS Internaional Trade
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The Targeted Export
Asslstance and

“The Targeted Export Assistance Program was mandated by the Food

Security Act of 1985 Legislation authorizing the program did not

speciy how L was tobe implmented. T Secreary of Agriclure
F ro

Programs

as a foreign market dwelonmenl nmgrnm i e b s
long:standing Cooperator Market Development Program. Both programs
provide funding to conduct activities that promote U.S. agricultural

i d A thet

programs is that participation in the Targeted Export Assistance Pro-
ram is only available for those commodities that have been adversely
affected by foreign unfair trade practices. Program participants include
i i
zations, and private, profit-making U.S. firms.

Irag
began in 1986 and continued through 1990. In total, about $1.9 million
was provid
Iraq during that time: $1.2 million under the Cooperator Program and
S0.7 millon under the Targeted Export Assstance Progran. These

seminars,and worlahopsdstrbution of nesletirs und el ber
ature;

Sumer and institutional education. Taple I 2smusalundmg
breakdown by fiscal year and £As commodity di

UNIVERSITY OF CALIFORN




Appendis
raqs Paricipaion i Other Agrcutural
Ecport Development Programs

Actites inraq, 1830 Fiscal
FAS division o Tear 1988

$03% 1696 398
%080 57410

Subtotal 111,185 84,406 43,949
San o
‘ Cooposte T T
TEA 177616 021934
| om0 men
‘ g e o
\ Coopnio TR}
i S S S—
| suvor FE

Noactwiy inraq

Forcuturaiand rogeal
products
o

EZE AT NN R

0 0
subtotal 237 1286 19884 19770 15700
Tobacoo, colion 370 30638

ooperato e w0180 )

o o0 %0

Subtotal 504710760 7500 56000
Totar
Cooperior  S7ese W17 SE0SHT Se0iE 7R
TEA Sos0466 76219 soanea_Si16208
Legens

TEA = TogetedExpont Assistance

Gy roaura o )
Sourc: Foregn Agncutus Sovce

111 1GAD/NSIAD 176 IntenationsTrade:

oizzs v GOOGHE™

Y OF CALIFORI



Appendix IV

The GSM Decision-Making and Risk
Analysis Processes

Through lture’s Forei -
caltura Service manages exortcreslt guante prograns desged o
Souvursge U 5. prowktors expars. s e g
5 llion i ok giarantors re ade avalabc ampually 0 exportrs

or their

exporters, or their assignees, will be repaid for credit sales made to for-
eign buyers, As with the guarantee rograms the governnen ncurs

o di

irect or progras
oceur and claims for mpaymenls are made.

£A5 chooses for participation in the GSM program those countries that

have the potential o purchase UsS. agricultural commoities but cannot

make such purchases without credit guarantces. The process of deter-

mining program funding levels generally begins in May or June of each

year, when

Pt o heprocss ndeermining rogram fndin el s risk
cent natw

From
umry 7 profies
untry'scconomic, inanetal, and polical tengths, Efetive or fxcal
Vear 1991 program deislons, oS egan using a new sk assessment

began
Drocedure that involves more Indepth duanttative analysr

—
The GSM Programs

oA
Digiized Gougl? UNIVERSITY OF

cec export credit guarantee programs evolved in the 19705 from the
need Lo find export markets for the increasing levels of U.S. farm pro-
duction. The two current export credit guarantee programs, GSM-102/
103, are designed to increase exports of U.S. agricultural commodities.
by providing credit for those countries in which significant additional
demand would exist if credit were available and by allowing U.S.
exporters to meet competition from other countries. The GSM-102 pro-
‘gram has been in effect since fiscal year 1981, and the GSM-103 pro-
effect since fiscal year 1986, The principal and most

signifcantdfernce between the two prograns i the ngth of crdit.

Under GSM-11 redit
et years o less, under GSM.108, 000’ goarantecs cover crdlt
sales of more than 3 but less than 10 years. (See table IV.1 for a list of
GSM-102/103 credit guarantees approved since 1981.)

A1 76 Internaions Trade
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AppendicIv
The GSM Declson Making and Kisk
Analysis Processes

Table V.1

Programs, Fiscal Years 19811990

ougtizeaty (GOC ISIE"

Oolars i mions
fscal ye

Sowce
e Fargn At Serve, GGG paatans i,

The Food Security Act of 1985 required that ccc make available not less

than $5 billion in GSM-102 guarantees annually through fiscal ye

1990, For GSA103, the act specifed at east $500 millon annuly

through fcalyea 1968 nc ot more than 1 il in ech of el
and 1990. Since the programs began, over 40 countries have

panlc\pau‘d receiving guarantees for over 20 agricultural commodities.

These credit guarantee programs provide protection to US. exporters or
yment by foreign banks whe rt sl

of US. agricultralcommorditinaromado o adeferred basis. Under

these programs, the US. exporter pays a fee

suarante from o Unsallythe expoter will sign the ocests ot
rent Us.

nancing intitution), which extends credt o finance the export sale.
The U.S. exporter, US. bank, or other financing institution s then pro-
Uecte by o' guarante f te oreg ank does ot repay. I the US
exporter assigns the proceeds payable under the payment guarantee, the
US. exporter can usually sell U.S. agricultural commodities to foreign
buyers on de

alier export.

cec attempts to share some of the credit risk with the exporter or the
exporter’s assignee by only guaranteeing 98 percent of the value of the
sale plus a portion of the interest payable. The exporter or the
xporier’s assignee i at ik for 2 percentof the principal and a portion
of the interest payable. However, ccc has flexibility to adjust the

0/ NSIAD 176 Internaions Trate
FORNIA



Appendic 1V
The GSM Decision akingand isk
Anayss Proceses

exico.

‘amount of guarantee coverage it provides. For example, in the past, ccc.
h eed 100 percent of M

z P
$8.9 billion as of September 50, 1990. coc has paid out about $3 billion
inclaims inoth pogrums” ncepionan st ik o an addonal
2 billion not being serviced by Iraq (see table IV.2).

Underthe GSM-102/103 Programs for
g

Fiscal year ___ Comtingenthobity
[ — 754,39 744

e
Total $2,008,599.386

How GSM Program
Decisions Are Made

Each year, FAs identifies a number of countries to be potential partici-
pants in the GSM programs. GSM participant countries are those which
have potential for making additional agricultural commodity purchases
but cannot make such purchases without credit and loan guarantees.
According to Fas, determining which countries participate involves eval-
uating o term aielural productneeds inteest n theprogram,
for US.

ability to repay. Since the program began, Mexico, South Kort
bave receive the st loan uaranines ofal cnniien: pnmdpazmg
their use can be influenced by US. (Dmgn mhcy considerations.

ment

Program development consists of a three-stage process: identification of
the marketing opportunity, analysis of the financial risk, an

tion and announcement of the program terms and conditions. Generally,
this process begins in May or June of each year when £xs commodity

export credit guarantee coverage to support exports to targeted
ountrics.

onal Trade

7GR ABiAD 9176 nterna
UNIVERSITY OF CALIFORNIA




Avpendia
TRE A Decision Makin and Rk
Aniysls Processes

Country Credit Risk
Analysi

Several Agrciture offce areinvalved n making GSM program deck
sions, but
T Bt Intotmashe, Divien: prepares. From the early

c, financial, and political strengths. A former FaS official
uring this time, here were no wellestablished procedures for ncludig
countries in the GSM program. In Iraq’s case, market development
potential was the number one factor in determining its program funding
levl Oter s offiials have conirmed that during the 19805, th giar

re driven more by ‘potential than
by credit isk concerns,

‘The Director of the Trade and Economic Information Division told us
that in 1989 that its credit risk
dures did not provide the information necessary to make informed deci-
sions. He noted that there was a belief that the analy wed for too
much subjectivity. A decision was made to develop a more objective:

t0 base it on common commercial practices, and to build in more
quantitative analysis.

Toput more emphasl on evauating financal sk, the divialon begn

developing new credit risk analysis procedures in Janua

started using them in May 1990 for fiscal year 1991 GSM decisions. T

developing these new procedures, the division drew upon resources and

xampis from manycrganiaations, ncluin te ntervatona Mone
ry Pund,the Warld Bankthe Organizationfr Econanic Coopersin

e e o Procedurcs stemmed from the previous
‘model’s inability to predict the future.

The new proccdures should proide in-depth inancialrisk analysis and
st w
dec

e et qaniive m:m the v

on s ot tetedthe prv

hedivision has compared s reslts wih those ofthe Export] lmpm‘\
Banks also untested) and found thetobesimila. Accordin t ot

long f eﬂur\ o mae explc he radeo eamen ereds ik and ket
dev

2 19107 N0, NSIAD 9176 Internationsl Trde
»Googlt UvERSITY OF COCRSARME




Thesew ik endguls s ke St e o el sl
k: (1) a country risk letter grade based upon the country’s willing
and abiltyto service s rvrengn debeina el mamner; 2 sy
profile, which analyzes itcal, and soc
ions with

ideline, which .
on current economic, financial, and political conditions.

As of September lsso 45 countreshad been e e the e
e r 1991. Using i
s

programs! rather than commercial credit programs. Although a risk
analysis was not completed on Iraq before it invaded Kuwait, the pre-

s e vcsiouendation e e T i Fuamamie Infiramio
o Division was to limit ccc’s exposure by proy
" $200 millon to Iag for fisalyear 1991 i he rec-
i 31
g on a deterioration in diplomulc miionsbibvses I and mesben

- countries. ofpay-

International Monetary Fund.

w
ol The division also recommended that any allocation to Iraq be contingent
b Justice’s Agri-
st e i
v Iraq that it intends to pay its arrearages with the U S. Export-Import
st Bank.

e
rogranis the Pl Lo 480 Foo o Psce rogram.
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Appendix V

The Interagency Process for Discussing U.S.
Loan Guarantees

Digit;

Google”

‘he National Advisory Council on International Monetary and Financial
d advises
mak\ns lore\gn loans or engaged i torein fnmmain, sxchangs, o mone
ary tran: coordinating the actions of U.S. agencies, the
ocenmire, when posslhle, i acione of korsadions Tnancial
hUS.

member and interested ugemev, to mest, consider s of fnancial
Il of the

oot the i o » mances docion

principally consists of
e s seruc o e ety e, and Commeren e 0.5, Trade -
Ieondsevs, the Gl o the s of Geérton of the Fodarsl.
Reserve System, the President and Chairman of the Board of Directors
ofthe US. Expordnport Bk, nd the Dlector of the pbimie

e s Commmiics o Aot s o sirund ot i e
Drinipals. These alernates represent ¢ach of the agences e sboe

A Staff Committee handles routine NAC business. The Staff Committee is
composed of d

Defense or the Office of M:  Budget

The Sttt Commitee meet on 8 weedly bass s necssary. It dete

what ositions o taleor resommendation o make by polling

discussior then

these polls can take place by nelenhone ‘The assumption is, regardiess of
the
votes for their Js, thereby ensuring
issues and proposals. A majority Vote determines NAC positions. How-
ever, the Council seeks unanimity of views among its members.

Al Agrexie s sinbund s ok it s it
tion, it forwards a proposal to the NaC. During the NAC session, o
bers discuss h of their perspectives,
such . financial risk, and The Nac
Yotesan the proposal,witheach member’s voterecorded an ol sect.
An official NAC recommendation must carry a majority vote

makes recommendaions that are only ‘vioory i natre. Agncullur!
does not The
ommendation, n the form of an “Action Notice” bt
which has the option of follo

wck to Agriculture,
ing or ignoring it. However, Agriculture




‘Treasury or

State are not i In the
‘proposal before making its decision.
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Appendix VI

The Banca Nazionale Del Lavoro and Related

Investigations

In September 1989, suggestions of improprieties connected withthe
Justice inves-
6 o

igaion of the Banca Nezionale del e o i $2 billion
st and unrcportd loans t rad. Agricutu learcd tha
approsimately $750 il of the uthoris ot to I i
2 progran

gram irvegularities ] 5
of th garanted oan in v portali, At the conlusion ofthe

to for
analysis of all GSM sales i morder 1o smcrian he 1l exienof
program irregularities.

The Banca Nazionale
Del Lavoro
Investigation

In August 1989, the Office of the US. Attorney for the Northern District
of Georgia was notified that officials at the Atlanta branch of the Banca

Iraq, This discovery led to the initiation of a grand jury investigation by
the Offce o the .S, Atsomey, . Department of Justice. The st
gation focused on bank fraud and evasion of bank regulatory requi
Hents by affcal of the Atanta brane o B  burk largey owned by
the Italian government.

Agriculture’s Office of the Inspector General joined the investigative
team in early September 1989 when Agriculture learned that approxi-

maely 6750 il of these loans wee guarantad by co under s
ram. Agriculture officials were told that evidence had been
uncovered of possible ickbacks, questionatle alint paynart,
posibe transshippod o bartered commodities igh hipment of
non-US. goods, and other program \mgu\annes AL tha tme thre was
by

ram
the government of 120 xmxua PRl  hypottesized
rent wrongdos

ransactions. Specifics o o th theoris being p\usned menmv of indi-

vidual targets, ¥ involvement b
Iraq are proteeted by ey grand ucy screey and herefore e
not available to Agriculture. Agriculture later decided to launch its own
review under its own regulatory authority.
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Avpendis VI
‘The Banca Nesionale Del Lavoro and Related
Investgation

ative

In October 1989, from the Fore
1

Revlew of the GSM-
102 Program for Iraq

went to Atlanta to meet with the
Asistant US, Attoney inaharge of the mvesigaton and o Agecul
ture Office of the Inspector General Staff members assigned to the case.

ey discussed th » v
findings' possible relevance to the ccc-guaranteed transactions.

continued for 7 months and involved th
examination of GSM fls pertaining tosals o Irag, asociaed etersof
it with Office of

the Inspector L'ensralmvesuﬂamxs,a  exporters. It focused on four
‘potential problem areas—unusually high prices negotiated in GSM sales
olrag raq atempts o impose certain taxes on GSM transactions
questions re he arrival of GSM commodities n Irag, and Iraqi
Fecuess for after sales services

In January 1
review had toeiis pattem of unusually s i il o
ities

Gounsel,and the Departentof Statetravele to Bghdad oreview rek-
interview 1 inthe

transactions.

In May 1990, lture released the results to date of

tive review. The review uncovered no evidence of diversion of commodi-

then a0 12 ruq. Thefct that b and exporterfles lcked oot of
be linked

ctanianet o ikt of T’ R gt durm[( e g war.

In addition, the review found that Iraq had requested some exporters to

pay a domestic Iraqi “stamp tax” in connection with GSM transactions.

After discussions with Agriculture officials, Iraq changed its policy and

began to exempt GSM transactions from paying the tax

‘The review identified two key areas for further review—the extent and
reason for high pricing in certain GSM transactions, and the extent to

g
o s,

Stipnenss.
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Appenic V1
The Banca Nsionsle el Lavoro and Rlated
Investigaions

which i po proper
on with GSM i
d developed
i o and ke 1 1 onacta mre horough vesasonof o
GSM sales to Iraq.*

bt BN imesigsion
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Appendix VI

Major Contributors to This Report

= . Phillip J. Thomas, Assistant Director
National Security and jyjie i Gerkens, Senior Evaluator
International Affairs . Scott Binhoy

Division, Washington, Jaret Pictrovito, Evaluator
DC.

Michael J. Morgan, Evaluator

sy

s
varzesry GOOZHE UNIVERSTY O CAIEORRI



RETURN  CIRCULATION DEPARTMENT
TO> 198 Main Stacks
3

TOAN PERIOD 1 |2
HOME USE
T

g

'ALLBOOKS MAY BE RECALLED ATER 7 OAYS.
Ronowts and Rechorges moy be mode 4 days prior fo he due dale.
Books may bo Renewed by callng 642-3405.

DUE AS STAMPED BELOW
4PR23 1998

" e e e
FORMING.DDS BERELEY CA S4T20.6000

=» Google




1 rom

Origial o
Digitzed by GOOS]Q UNIVERSITY OF CALIFORNIA



1 rom

Origial o
Digitzed by GOOS]Q UNIVERSITY OF CALIFORNIA






o Original fom
‘ et QORI UNIVERSITY OF CALIFORNIA



Contents

Letter

Appendix [
Chronology of US.-
Traqi Agricultural
Trade Relations and
Foreign Policy, 1983-
1990

Appendix II
Evolution of Iraq’s
Participation in the
GSM Program

‘The GSM Program o Iraq 15
Country Risk Analysis 16
Interagency Deliberations on Iraq’s Participation in GSM 16
Limited Fiscal Year 1990 Allocation for Iraq 19
State Department Position on Iraq 2

Appendix ITI
Iraq’s Participation in
Other Agricultural
Export Development
Programs

‘The Export Enhancement Program 22
The Targeted Export Assistance and Cooperator B
Prog

Appendix IV
The GSM Decision-
Making and Risk

Analysis Processes

The GSM Programs. 4

Appendix V.
The Interagency

Process for Discussing

U.S. Loan Guarantees

Godgie UNIVERSITY OF CALIFORRA




Contents

Letter

Appendix [
Chronology of US.-
Traqi Agricultural
Trade Relations and
Foreign Policy, 1983-
1990

Appendix II
Evolution of Iraq’s
Participation in the
GSM Program

‘The GSM Program o Iraq 15
Country Risk Analysis 16
Interagency Deliberations on Iraq’s Participation in GSM 16
Limited Fiscal Year 1990 Allocation for Iraq 19
State Department Position on Iraq 2

Appendix ITI
Iraq’s Participation in
Other Agricultural
Export Development
Programs

‘The Export Enhancement Program 22
The Targeted Export Assistance and Cooperator B
Prog

Appendix IV
The GSM Decision-
Making and Risk

Analysis Processes

The GSM Programs. 4

Appendix V.
The Interagency

Process for Discussing

U.S. Loan Guarantees

Godgie UNIVERSITY OF CALIFORRA




Contents

Letter

Appendix [
Chronology of US.-
Traqi Agricultural
Trade Relations and
Foreign Policy, 1983-
1990

Appendix II
Evolution of Iraq’s
Participation in the
GSM Program

‘The GSM Program o Iraq 15
Country Risk Analysis 16
Interagency Deliberations on Iraq’s Participation in GSM 16
Limited Fiscal Year 1990 Allocation for Iraq 19
State Department Position on Iraq 2

Appendix ITI
Iraq’s Participation in
Other Agricultural
Export Development
Programs

‘The Export Enhancement Program 22
The Targeted Export Assistance and Cooperator B
Prog

Appendix IV
The GSM Decision-
Making and Risk

Analysis Processes

The GSM Programs. 4

Appendix V.
The Interagency

Process for Discussing

U.S. Loan Guarantees

Godgie UNIVERSITY OF CALIFORRA




