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REVIEW TIRAQI AGRICULTURE: FROM OIL FOR
FOOD TO THE FUTURE OF IRAQI PRODUC-
TION, AGRICULTURE AND TRADE

WEDNESDAY, JUNE 16, 2004

HOUSE OF REPRESENTATIVES,
COMMITTEE ON AGRICULTURE,
Washington, DC.

The committee met, pursuant to call, at 10:00 a.m., in room 1300
of the Longworth House Office Building, Hon. Bob Goodlatte (chair-
man of the committee) presiding.

Present: Representatives Smith, Moran, Ose, Osborne, Rehberg,
Burns, Bonner, Rogers, Stenholm, Peterson, Dooley, Etheridge, Al-
exander, Scott, Herseth, Pomeroy, and Boswell.

Staff present: Brent Gattis, Lynn Gallagher, Matt O’Mara, Jason
Vaillancourt, Callista Gingrich, clerk; Brandon Farris, and Andy
Baker.

OPENING STATEMENT OF HON. BOB GOODLATTE, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF VIRGINIA

The CHAIRMAN. Good morning. This hearing of the House Com-
mittee on Agriculture will come to order. At this time, I would like
to recognize the gentleman from Texas, Mr. Stenholm, for the pur-
pose of making an introduction.

Mr. STENHOLM. Thank you, Mr. Chairman. It is my distinct to
welcome the newest Member to the House Agriculture Committee,
Stephanie Herseth of South Dakota, just winning the special elec-
tion. She comes to us from a farm background, has spent a consid-
erable amount of her time dealing with rural issues in South Da-
kota prior to being elected to the Congress. So Stephanie, welcome.
Glad to have you here.

The CHAIRMAN. Congresswoman Herseth, I want to add my con-
gratulations to you, as well, and welcome to the House Agriculture
Committee. We have a very congenial working relationship across
the ailslle, and we look forward to that kind of relationship with you
as well.

On behalf of the committee, I welcome our distinguished wit-
nesses. Today we will review agriculture in Iraq. This hearing will
focus on the successful food assistance operation that enabled the
U.S. and the World Food Program to feed 26 million Iraqis during
the transition from Saddam’s Iraq to a free Iraq. We will also re-
ceive an update on the investigations into the Oil for Food Pro-
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gram, and we will have a discussion about the future of Iraqi pro-
duction, agriculture and trade.

For most of its history, Iraq has maintained a strong agricultural
sector. The area of the Fertile Crescent in ancient Mesopotamia,
which lies on a plain between the Tigris and Euphrates rivers,
gave rise to the first known agricultural settlements 11,000 years
ago. Unfortunately, Saddam Hussein was destined to forget the
history of this cradle of civilization and did everything in his power
to neglect the agricultural industry of his country. Iraqi agriculture
research, improvements to infrastructure and advancements in
technology were essentially nonexistent during Saddam’s tenure
and much of Iraqi agriculture is a product of the 1950’s. Saddam
also destroyed one of the world’s largest wetland ecosystems when
he drained the marshlands of southern Iraq, displacing thousands
of Iraqi farmers. I am confident that the new leadership of free
Iraq will not treat this important industry or the Iraqi farmers in
the same manner in which Saddam’s tyrannical regime did.

The United States has and will continue to work with the Iraqi
government to make sure that the food security of the Iraqi people
is maintained. One of the most overlooked successes of Operation
Iraqi Freedom was that the humanitarian crisis that was predicted
by many never materialized. Many predicted a humanitarian disas-
ter and a mass exodus of refugees from Iraq in the spring and sum-
mer of 2003, but that disaster never occurred. This was because of
the work of USAID and the World Food Program in reestablishing
the Iraqi Public Distribution System immediately after the conflict.
Today, you will hear how the U.S. Government worked closely with
the World Food Program by donating over 2 million metric tons of
food to the Iraqi people before, during and immediately after the
conflict. Food security was maintained and 26 million Iraqis were
fed.

Even though this food assistance to Iraq was provided tempo-
rarily during the transition last summer, the importance and effec-
tiveness of the U.S. Food Aid Program in preventing disruptions to
the food supply and keeping needy people fed is clear. Currently in
the World Trade Organization negotiations, some countries, includ-
ing the European Union, are criticizing the use of food aid. Oppo-
nents of U.S. food aid prefer that government-to-government “in
kind” food aid be banned, and that a U.N. agency sanction all food
aid, and that non-emergency food aid only be allowed to be given
in the form of cash to purchase food from the world market.

Each year, 10 million people die from hunger and malnutrition.
With millions starving around the world in Africa and Asia, I am
deeply troubled by the proposals of these countries which would ef-
fectively end the U.S. Food Aid Program. The executive director of
the World Food Program, Mr. James Morris, recently spoke of the
advantages of food aid. Mr. Morris said, “Is more food aid the an-
swer? Yes, definitely, but only part of it. We need more investment
in agricultural infrastructure and scientific innovation, including
biotechnology. Well-targeted food aid has tremendous potential, es-
pecially for reaching poor women and children. I would match food
aid up against any kind of assistance on several important counts.”
I am committed to maintaining U.S. Food Aid Programs so that the
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bounty of American’s farmers and ranchers can be shared with the
needy around the world.

While the food security of the Iraqi people was a primary concern
for the planners of Operation Iraqi Freedom and the Coalition Pro-
visional Authority that followed, the food security of the Iraqi peo-
ple did not seem to be a concern of Saddam Hussein. The fact that
the Iraqi people were starving in the early 1990’s did not seem to
curtail the building of Saddam’s elaborate palaces all across Iraq.

The United Nations’ sanctions that were implemented after the
first Gulf War in 1990 allowed for the trading of food and medicine,
but it was evidence that Saddam’s regime did not make feeding the
Iraqi people a priority. The Saddam regime had twice denied the
United Nations’ proposals to establish an Oil for Food Program be-
cause he was not satisfied with the power he would have with the
program. Once the Oil for Food Program did get off the ground in
May 1996, Saddam had already devised his scheme to take advan-
tage of the program. The United Nations allowed Saddam’s regime
to maintain sovereignty by negotiating contracts and deciding on
the contractors for oil sales and the purchase the humanitarian
goods.

Even though the United Nations did not have the final say in
which Oil for Food contracts were approved, the kickbacks, smug-
gled oil and after-sales service charges reported by the General Ac-
counting Office were enough for Saddam to pocket over $10 billion
from the program. The Oil for Food scandal, which is currently
being investigated, is of great concern to this committee and the
American taxpayer. I am hopeful that the investigations currently
underway in the Congress, in the United Nations, and in the In-
terim Iraqi Government will shed some light on ways in which the
United Nations can learn from the lessons of the past and hold all
those involved in this scandal accountable.

In the meantime, we must look to the future of Iraqi agriculture
by helping Iraq rebuild its agricultural sector. The rebuilding has
begun, and on May 5, 2004, the Iraqi people assumed full authority
of the Ministry of Agriculture. I am confident that the Agriculture
Ministry will work to transform Iraqi agriculture into a market-
based sector.

Iraq can be self-sufficient in certain products like fruits and vege-
tables, but it is anticipated that they will have to import wheat,
rice and feed grains. In 1989, the U.S. exported over $1.1 billion
worth of agricultural products to Iraq. At that time, Iraq was our
12th largest customer. America’s farmers and ranchers want to
once again become a reliable supplier to the Iraqi people. The Coa-
lition Provisional Authority and the Iraqi Ministry of Trade, with
the help of USAID and USDA, have been working together to move
Iraqi agriculture towards a more democratic and market-based sys-
tem. I am hopeful that Iraq can make the transition to a market-
driven economy and that America’s farmers and ranchers will soon
be making commercial sales to the Iraqi people.

I look forward to hearing from our witnesses today, and at this
time, it is my pleasure to recognize the gentleman from Texas, Mr.
Stenholm.
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OPENING STATEMENT OF HON. CHARLES W. STENHOLM, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. STENHOLM. Thank you, Mr. Chairman, and thank you for
calling this hearing this morning to examine the U.N. Oil for Food
Program and the transition to a more normal trading relationship
between Iraq and its trading partners, which wee all hope will in-
clude American agriculture.

Iraq has traditionally been an important market for U.S. rice and
wheat producers and has the potential to be so again, if we are
willing to use our WTO Legal Export Program, such as the Export
Credit Guaranty Program, the Market Access Program, and the
Foreign Market Development Program. Between 1984 and 1989,
Iraq imported over $2.2 billion in agricultural products each year,
with a quarter of that coming from the United States. In the case
of cereals, the U.S. dominated, with a 59 percent share of the Iraqi
market. Almost all of those sales were made under U.S. Govern-
ment programs. From 1983 to mid-1990, Iraq received nearly $5
billion in U.S. export credit guarantees, and by 1989, Iraq was our
12th largest agricultural export market.

Since the first food shipments began under the U.N. Oil for Food
Program in March 1997, the Australian Wheat Board has domi-
nated Iraq’s wheat trade, with a 73 percent share, and the U.S. has
been virtually excluded from the Iraq rice market, with Vietnam,
Thailand and China each taking a share. As we will hear today
from the General Accounting Office, the former Iraq regime ac-
quired $4.4 billion through surcharges on oil sales and illicit com-
missions from suppliers exporting goods to Iraq through the Oil for
Food Program, World Food Program has pointed out. Given this
background, I think we ought to be looking closely at how soon we
can get our export programs back up and running. In a recent re-
sponse to a rice producer from Texas, Under Secretary Penn stated
the following.

Resumption of the GSM Program would require a multi-step process, involving
forgiveness or rescheduling or both of all debt by the Paris Club, review by the
Interagency Country Risk Assessment System, congressional appropriation of the

funds needed to forgive any U.S. debt, and the assignment of credit lines to banks
approved by the Commodity Credit Corporation. This can be a lengthy process.

Others have suggested that there is no regulatory or consistent
administrative rules that require the Secretary of Agriculture to
find that Iraq is not credit-worthy due to the $4 billion arrears
owed by Iraq to the United States. In fact, they argue that the
credit-worthiness determination should be forward looking, and
that the issue should be whether a new regime in Iraq would have
the means and inclination to repay new GSM debt in the future.
I will not put Mr. Schatz on the spot by asking him to choose be-
tween his boss’s view and the other view, but I would like to en-
courage USDA to continue its review of the appropriateness of
using export credit guarantees in Iraq in the near future.

Another important aspect of the role of agriculture in Iraq’s tran-
sition is food aid, and I would like to congratulate USAID for its
role in providing food to 26 million Iraqis. As the chairman has
mentioned, some of our trading partners have criticized food aid in
the current WTO negotiations and suggested that we go to cash-
only donations. This is a dangerous path. As the director of the
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U.N.’s World Food Program has pointed out, food aid is easier to
trace than cash. World Food Program and private volunteer organi-
zations, such as CARE and Catholic Relief can consistently follow
food deliveries every step of the way to their intended recipients.
Food aid can also be targeted and nutritionally designed to reach
women and children, who are the most often affected by chronic
hunger. Cash assistance often does not reach women and children.

In addition, food aid can be delivered quickly, as the operation
in Iraq proved, feeding 26 million people and delivering more than
2 million tons of food in just 7 months. At its height, the operation
was moving 1,000 tons an hour, 24 hours a day, 7 days a week.

Mr. Chairman, thank you for your leadership on this issue. I look
forward to hearing from our witnesses.

The CHAIRMAN. Thank you, Mr. Stenholm. It is now my pleasure
to welcome our first panel.

Mr. Andrew Natsios, the Director of USAID, was scheduled to be
with us, but he was called to Haiti just yesterday, and we are very
pleased to have in his place Mr. William J. Garvelink, Senior Dep-
uty Assistant Administrator for Democracy, Conflict and Humani-
tarian Assistance with the USAID, Mr. Joseph A. Christoff, Direc-
tor, International Affairs and Trade with the U.S. General Account-
ing Office, and Mr. H. Lee Schatz, Special Counsel for Iraq Recon-
struction, Office of the Administrator of the Foreign Agricultural
Service, U.S. Department of Agriculture.

Gentlemen, we welcome all of you. We will make note that your
full statement will be made a part of the record and ask that you
limit your remarks to 5 minutes, and we will start with Mr.
Garvelink. Thank you.

STATEMENT OF WILLIAM J. GARVELINK, SENIOR DEPUTY AS-
SISTANT ADMINISTRATOR FOR DEMOCRACY, CONFLICT AND
HUMANITARIAN ASSISTANCE, U.S. AGENCY FOR INTER-
NATIONAL DEVELOPMENT

Mr. GARVELINK. Thank you, Mr. Chairman, and members of the
committee. It is a pleasure to be here today. I was to express the
apologies of Andrew Natsios, as you noted, he is in Haiti, and other
than that, he was planning to be here today, and I have his com-
ments for the record, but we will make just a couple of observations
about USAID’s role in ensuring that the Iraq population was fed
over the past 15 months.

Prior to the war, as part of the interagency process, humani-
tarian offices within USAID began preparing for a humanitarian
crisis in Iraq and began planning how to guaranty that the Iraqi
population continued to receive food supplies through the war and
into the post-conflict period. The humanitarian crisis did not hap-
pen, but Iraqis, most of whom relied on government rations before
the war, had to be fed. With the full cooperation of the U.N. World
Food Program, Iraqi officials, the State Department, the Coalition
Provision Authority and the Civil Affairs Officers of Coalition
Forces, USAID ensured that 26 million Iraqis continued to receive
their regular food rations, and they continue to receive them today.

Averting a food crisis in Iraq has been one of the U.S. Govern-
ment’s major successes in Iraq. By March 2003, USAID had se-
cured the agreement of the World Food Program to assume the
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overall management of food distribution under the Oil for Food
Program, using Iraq’s existing Public Distribution System. For
years in Iraq, each Iraqi citizen has received a monthly food ration.
These rations have been distributed through a network of almost
45,000 food and flour agents. Rather than create a new system, the
World Food Program revived this national network and worked
with the Iraqis to feed the Iraqi population, and this system is still
being used today.

Managing this national food ration system has been an enormous
task. It requires almost 500,000 metric tones of commodities to be
distributed throughout the country monthly. A fleet of thousands
of private and public sector trucks make daily trips in and out of
Iraq, hauling food overland to more than 400 warehouses and silos
around the country. The 45,000 food agents pick up these commod-
ities at these locations for final distributions to the Iraqi family. As
the war began in March, the U.S. assumed that Iraqi families had
2 to 3 months food supply. To ensure that there would be food
available after their supplies ran out possibly in June, we under-
took several actions. USAID provided $45 million to the World
Food Program to fund its mobilization of staff and initial trucking,
warehousing and fuel contracts. USAID provided to the World Food
Program $200 million in cash and $181 million in Public Law 480
title II commodities and Emerson Trust food supplies. These ac-
tions totaled $426 million.

On June 1, 2003, food distributions began as planned through
the Iraqi Public Distribution System, and they have continued each
month ever since. For more than a year, the World Food Program,
Coalition Provisional Authority and USAID have worked with the
Iraqi Minister of Trade to train staff and prepare the Ministry for
the time when it would assume full control of the Public Distribu-
tion System, and now on June 30, the Ministry will take over the
system, and the last commodities procured by the World Food Pro-
gram will arrive in Iraq by September 2004.

We fully support the hand over of the Public Distribution System
to the interim government of Iraq, but we remain concerned that
insecurity and management challenges might lead to disruptions in
the food pipeline. Delays in food deliveries not only threaten the
vulnerable, they could also create further instability among the
population. We will remain vigilant in the coming months and be
prepared to assist the new Iraqi government, should it become nec-
essary.

Mr. Chairman, I cannot end my comments without noting that
2004 marks the 50th anniversary of the Public Law 480 Food for
Peace Program. Over the past 50 years, the U.S. Government has
contributed more than $50 billion to finance more than 376 million
metric tons of food in over 150 countries. More than 3.3 billion peo-
ple worldwide have benefited from this program. It is a credit to
the dedication and commitment of this committee and its members
that the United States has been able to share its bounty with so
many of the world’s needy. We are all justly very proud of this pro-
gram.

Thank you, Mr. Chairman.

[The prepared statements of Mr. Garvelink and Mr. Natsios ap-
pears at the conclusion of the hearing.]
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The CHAIRMAN. Thank you, Mr. Garvelink.
Mr. Christoff, welcome.

STATEMENT OF JOSEPH A. CHRISTOFF, DIRECTOR, INTER-
NATIONAL AFFAIRS AND TRADE, U.S. GENERAL ACCOUNT-
ING OFFICE

Mr. CHRISTOFF. Thank you, Mr. Chairman. Thank you for invit-
ing GAO to this important hearing.

For several months, GAO has been reviewing the operations of
the U.N.’s Oil for Food Program, and today, I will discuss our find-
ings and observations on that program, and describe current and
future challenges to achieving food security in Iraq. First, let me
discuss the Oil for Food Program.

Under U.N. sanctions, Iraq was allowed to sell oil to purchase
food and other humanitarian goods. From 1997 to 2002, the U.N.
controlled over $67 billion in Iraqi oil revenues and issued $38 bil-
lion in letters of credit to purchase commodities. The program
helped the Iraqi people by almost doubling their food intake over
the first 5 years of the program. However, the Iraqi regime ac-
quired over $10 billion in illegal revenues during this period. This
included $5.7 billion in oil smuggled out of Iraq and $4.4 billion in
surcharges on oil sales and illicit commissions on imported com-
modities. Oil was smuggled through Syria by pipeline, across the
borders of Jordan and Turkey by truck, and through the Persian
Gulf by ship.

The Iraqi government also levied surcharges against oil pur-
chasers and commissions against suppliers of commodities. The
surcharges were up to 50 cents per barrel of oil, and the commis-
sions were 5 to 15 percent of the commodity contracts. Now how
and why did these problems occur? First, the Oil for Food Program
gave the Iraqi government the authority to negotiate contracts di-
rectly with companies that purchased oil and supplied commodities.
The MOU between the U.N. and the Government recognized the
sovereignty of Iraq in negotiating oil and commodity contracts.
Iraq’s control over contract negotiations was an important factor in
allowing the government to levy illegal surcharges and commis-
sions.

Second, U.N. member states did not enforce the sanctions im-
posed in Iraq. Jordan maintained trade protocols with Iraq that al-
lowed it to purchase heavily discounted Iraqi oil in exchange for up
to $300 million in Jordanian goods. Syria received up to 200,000
barrels of Iraqi oil per day, in violations of the sanctions, and oil
smuggling also occurred through Turkey and Iran.

Third, it is unclear how the United Nations assessed the reason-
ableness of the prices negotiated between the Iraqi government and
commodity suppliers. In September 2003, the Defense Contract
Audit Agency found that 48 percent of Oil for Food contracts were
potentially overpriced by 21 percent. Food contracts were the most
consistently overpriced. U.N. Sanctions Committee procedures stat-
ed that the Office of Iraq Program was to examine each commodity
contract for price and value. However, OIP officials stated that no
U.N. resolution tasked them with assessing the price reasonable-
ness of the contracts. And the Sanctions Committee was respon-
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sible for approving commodity contracts. However, it primarily
screened contracts for dual-use items rather than for price.

The United Nations and the Iraq Supreme Audit Board have
begun investigations into the Oil for Food Program. These inves-
tigations offer an opportunity to determine the extent of the cor-
ruption, the adequacy of internal control and ways to improve the
delivery of humanitarian assistance under economic sanctions.

Let me turn briefly to the challenges that Iraq faces in achieving
food security. Sixty percent of Iraqis rely on monthly food rations
as their primary source of nutrition. Ten percent are extremely
poor and need additional food aid. However, the transfer of the
Public Distribution System from the United Nations to the CPA
and then to the Ministry of Trade has not gone smoothly. CPA’s
failed plans to privatize the system and delay negotiations with
WEFP resulted in localized food shortages in early 2004. Coordina-
tion between WFP and the Ministry of Trade has deteriorated. The
Ministry has not regularly provided WFP with complete and timely
information on food plans, stock reports or cargo arrivals. Further-
more, the worsening security situation has limited food deliveries
from neighboring countries. Port congestion and few drivers willing
to transport food have reduced the movement of food to ware-
houses. As a result, food stocks are tenuously low and the country
has less than a 1-month’s supply of several food items.

For the future, the Iraqi government must decide whether to con-
tinue, reform, or eliminate the public distributions system. The sys-
tem is expensive and accounts for 25 percent of Iraq’s budget. So,
in conclusion, as investigations of the Oil for Food Program
progress, the Iraqi government must take action to restore food
stocks, target food to the most needy and procure food in an open
and competitive manner.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Christoff appears at the conclu-
sion of the hearing.]

The CHAIRMAN. Thank you, Mr. Christoff.

Mr. Schatz, we are pleased to have your testimony.

STATEMENT OF H. LEE SCHATZ, SPECIAL COUNSEL FOR IRAQ
RECONSTRUCTION, OFFICE OF THE ADMINISTRATOR OF
THE FOREIGN AGRICULTURAL SERVICE, U.S. DEPARTMENT
OF AGRICULTURE

Mr. ScHATZ. Mr. Chairman, members of the committee, I appre-
ciate the opportunity to review the work of the Department of Agri-
culture in Iraq over the last year and assess the outlook for U.S.
agricultural exports to that market.

What I would like to do this morning is provide a brief overview
of Iraq’s agricultural production, highlight the trade opportunities
ahead for U.S. exporters, and also bring you up-to-date on the ac-
tivities that the Department and our private sector cooperators are
already doing to renew our relationships with Iraqis, and it truly
is to renew those relationships.

I arrived in Iraq in April 2003, shortly after the fall of Baghdad.
I spent 9 weeks at the Ministry of Agriculture as the first senior
advisor, trying to bring that Ministry back up online. Since my re-
turn to the U.S., I have worked full-time for the Department on
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Iraq issues across the board. We have had an additional 10 USDA
employees working in Iraq on either short-term or longer-term as-
signments over the last year, and additionally, we have already
identified the two foreign service officers who will be our first staff
in the new Embassy in Iraq.

It might be useful to clarify the differentiation between the two
Ministries we work with. That is the Ministry of Agriculture and
the Ministry of Trade. The Ministry of Agriculture in Iraq focuses
on supporting production agriculture in that country for food, fiber,
livestock and poultry. The Ministry controls and administers land
ownership, manages the water distribution to the farmers and pro-
poses domestic procurement prices. One of the biggest activities of
the Ministry is to import all production inputs, from seeds and fer-
tilizers to fan belts for tractors for further sale onto farmers. The
Ministry of Trade’s focus is importing all the food distributed
through the Public Distribution System, which is essentially the
sum total of the market there.

Decades of State intervention and the economy have
marginalized private market-drive initiatives in agriculture. For
the past 20-plus years, Iraq’s agricultural sector has effectively
been cut off from innovation. The world’s adoption and adaptation
and use of high-yield varieties, modern herbicides and pesticides,
the full range of improved production practices and new post-har-
vest technologies have largely bypassed Iraq. But despite that ex-
tended mismanagement, this is a country that has the resources,
land, water and people, to still have a very successful agricultural
sector.

However, if agriculture is to flourish, it will take time and re-
quire new leaders that will make tough decisions on changes
ahead. Regardless of production gains, for the next several years,
and I believe much longer, Iraq will rely on imports to meet a large
portion of its food needs. To meet those food needs, the Ministry
of Agriculture imports and distributes nearly half a million tons of
food every month. We expect them to be the biggest purchaser of
food over the next 12 months, at least. In that period, those pur-
chases are going to include 2.6 million tons of wheat, a million tons
of rice, 300,000 tons of pulses, 400,000 tons of cooking oil, 600,000
tons of sugar and a number of other commodities.

We have a potential for greater domestic production in Iraq and
continued huge flow of imports. We have them both. Now if we look
at just the growth potential in that market for one product and
that one product will be wheat, we see that the per capita wheat
consumption in Iraq today is 60 percent the level of Turkey, 70 per-
cent the level of Iran, and only 80 percent the level of Syria. People
right next door in the neighborhood, very similar systems. We need
to remember that what these people have been receiving for 7
years is a food ration and not what they would choose to purchase
for their food use, if they had a growing economy. In the long run,
Iraq will remain a major commercial food market and a market
that will demand higher quality from the importers who are sup-
plying that market.

Since late last year, USDA has begun work, even with the situa-
tion in the country, with our private-sector cooperators in Iragq.
That has meant most of the activity is outside of the country. The
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U.S. Grains Council, the American Soybean Association have re-
ceived USDA funds to help restart and grow Iraq’s broiler and
layer industry and modernize that industry out of its 1980 dol-
drums. We have also supported representatives of the U.S. wheat,
rice and pulse industry to meet with Iraqi buyers in Jordan earlier
this year. The result of just that first meeting with these people
was to identify specifications that for the first time in a number
years allowed U.S. products to be offered against Iraqi tenders.

We have also used the Foreign Market Development funds to
hire a consultant in Iraq to begin looking at opportunities for other
cooperators. Supporting and guiding market promotion activities
will be if not the key focus, a key focus of our new team in the Em-
bassy. We are currently working to reschedule a team of Ministry
of Trade, decision-makers to visit the United States and will keep
your committee informed on our progress on that.

Thank you.

[The prepared statement of Mr. Schatz appears at the conclusion
of the hearing.]

The CHAIRMAN. Thank you, Mr. Schatz. Mr. Garvelink—as I
mentioned earlier, Administrator Natsios could not be here. Please
extend to him our congratulations on the upcoming 50th anniver-
sary of the Food for Peace Public Law 480 Program. This program
has aided 3.3 billion hungry people all across the world during its
50-year history.

As you are aware, the European Union and others have propos-
als in the World Trade Organization negotiations to end the U.S.
Food Aid Program as we know it. What is your view on the future
of food assistance around the world if the U.S. programs are not
in place?

Mr. GARVELINK. I think the first implication of what would hap-
pen is people will die. 840 million people require food aid around
the world every day, and to meet that need, I think about 8 to 10
million tons of food a year are provided by the international com-
munity. The U.S. Government provides 4 million tons of that total.
Without that 4 million tons, it would be virtually impossible to
even approach meeting the needs of the hungry people around the
world. We provide about 56 percent of the food to all WFP appeals
and we cover the majority of their operating costs through our con-
tributions.

If our program didn’t exist, WFP would have to dramatically
scale back its programs, and again, hundreds of thousands if not
millions of people would not be fed. I think in all honesty, our Eu-
ropean Union colleagues are kind of long on talk but short on ac-
tion. If you look at a couple current crises today, Ethiopia and
western Sudan and Darfur, our European colleagues have not come
through with the food assistance that is required, and if it had not
been for our Office of Food for Peace and USAID and Ethiopia and
presently today in Darfur, more people would be dying than al-
ready are in those countries.

Moreover, most of the countries who require our food aid are
fragile states and are very much in danger of becoming failed
states, and as we all know, failed states are a large breeding
ground for terrorists and other elements that would do harm to the
United States. I think our Food Aid Program with food aid is criti-
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cal first of all to feeding millions and millions of people each year,
but it is also critical to our national security, as we help fragile
states emerge from that and not fall back into state failure. So I
think our Public Law 480 program as it is, a food program is criti-
cal for the world’s hungry and for the United States.

The CHAIRMAN. As for food aid, the United States’ work in Iraq
is perhaps the best example of how food aid can contribute

Mr. GARVELINK. Correct.

The CHAIRMAN [continuing]. To a solution to a major, major prob-
lem.

Mr. Christoff, what countries on the U.N. Security Council were
the most vocal about giving Saddam Hussein the benefit of the
doubt after the U.S. and Great Britain began to notice that some
of the Oil for Food contracts did not look legitimate?

Mr. CHRISTOFF. Mr. Chairman, I wish I had the minutes of the
Sanctions Committee hearings, those are not available, to really
understand who expressed what concerns. But I can tell you which
countries benefited from the Oil for Food Program through the
commodity contracts, and those key countries were Russia, France,
Egypt, United Arab Emirates, Syria, Turkey and more recently
China and Vietnam with the rice imports.

The CHAIRMAN. Thank you.

Mr. Schatz, despite its poor performance during the 1990’s, Iraq’s
agricultural sector is known to have an abundance of agricultural
resources compared with its Middle Eastern neighbors. This list in-
cludes fertile land and water from the Tigris and Euphrates rivers.
A Saddam government guided by cronyism, tribalism and political
patronage contributed to low agricultural productivity and a high
degree of import dependency in the past. But several other factors
also contributed to low agricultural productivity, such as disputes
over land ownership, water rights and lack of research and techno-
logical advancements.

Many of these problems still exist. How difficult will it be to rem-
edy these problems in Iraq’s agricultural sector, and what can the
USDA do to help advise the Iraqi Mnistry of Agriculture on these
problems?

Mr. ScHATZ. I think the core problems are some things that take
for granted; is land ownership and water rights, be it ground water
or surface water. These are right at the heart of the problem be-
cause there is uncertainty in that system when you plant, and we
saw it last year in the fall, if you are going to still own that land
by spring. The inability to have clear title to land and water rights
has really created a situation where there is no credit available.
The answer to that was subsidized inputs to farmers to at least
keep them moving.

I think the problems are essentially endemic of the system, and
that in itself, quite frankly, to use the word system is part of the
problem. The divide and conquer, command and control, if you will,
mentality of the regime has made it impossible for anyone to really
be responsible for enough of their own enterprise to be very opti-
mistic about it. When you talk to people in the Ministries, they
have Western educations. They know how to do things right. They
are anxious to do it. They need some upgrading in their skills be-
cause they realize they have missed 20 years of opportunities. But
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it is going to be changing a couple of generations of a way of doing
benefits of the agricultural community, and as we all know that is
a tradition that changes a little slowly. So it is going to a very long,
uphill battle, with the best of intentions.

The CHAIRMAN. Thank you. The gentleman from Texas, Mr.
Stenholm.

Mr. STENHOLM. When you were listing the countries that bene-
fited from the oil base, I didn’t hear you mention Australia. Is that
just an oversight?

Mr. CHRISTOFF. Australia was the chief procurer of exports for
wheat, in particular. So yes, that was an oversight.

Mr. STENHOLM. I thought that was the case. It is interesting,
when you say that there were overcharges of 22 percent, some
countries can forgive their debt, and they are really just forgiven
what they overcharged during that program. Weren’t they?

Mr. CHRISTOFF. Could be.

Mr. STENHOLM. Pretty good deal. One thing you said that I think
is really alarming looking forward—now not concentrating on what
may have gone wrong in the past, but if Iraq has a 30-day supply
of food, then I hope somebody is doing some planning as to what
is going to happen to continue to feed the Iraqi people after June
the 30, under what could be some very difficult situations, just as
this morning we find that there their oil flow has been disrupted
for at least 2 weeks now through bombings. That means that the
potential income to pay for food in the new government is going to
be less than it would have been otherwise.

What are the world’s plans, what are our plans now to assist the
new Iraqi government with the food that they are going to need
until they can get their feet on the ground, so to speak? Anybody
know? Mr. Schatz?

Mr. ScHATZ. 1 will take that one. Well, as someone who lives
with this day in and day out and there are another couple here in
the room that for the last year have watched this situation really
closely, while 30 days doesn’t sound like much, I am glad we are
not 3 weeks ago when we were down probably to about a 2-week
pipeline in the country. As the violence spiked about 2 weeks ago,
all the trucks went off the road. CPA officials on the ground were
instrumental in putting incentives to get those trucks back on the
ground, again to move more wheat out of Umm Qasr. Since the
spring, we have increased the capacity of that port to unload
Panamexes. We had quite a demiurge problem there earlier this
year. That has been overcome.

At the same time, we have within the last 10 days entered a pe-
riod, which will run through September, when food supplies pur-
chased earlier this year by the World Food Program begin to come
in. World Food Program is responsible for delivery to the final
warehouses, so they are using a lot of trucking from outside the
country. First U.S. wheat is coming in at this point in time under
the World Food Program contracts. It is coming in with trucks from
the Jordanian and Syrian side. Through September, supplies
should increase somewhat. There have also been some local pur-
chases made of flour in the region to fill as a stop-gap measure. In
addition, within the next 30 days, we would expect the purchasing
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by the Ministry of Trade to fill needs through the end of the year,
to begin and be completed.

There is funding available with the Ministry of Trade for the re-
mainder of the purchases needed to meet their food aid commit-
ments under the Public Distribution System through the end of the
year, and they will be forming their budgets for that system for the
next 2 months.

Mr. GARVELINK. If I could just add to that, I think that USAID
has also been in constant contact with the World Food Program.
They have a contingency plan together that will deal with the most
vulnerable portions of the Iraqi population. We have our food ex-
perts in-country that will be in, along with USDA, in the new Em-
bassy that is there, and they are available to provide technical as-
sistance of all different kinds, from food management to procure-
ment to developing internationally-acceptable standards, negotiat-
ing procedures, documents, that sort of thing.

So I think everybody is keeping a very close eye on how these
next few months will evolve when there is an overlap between
what the Ministry of Trade does and the last 1.6 million that has
been procured by WEFP and will be coming in through September.
So I think everybody is going to be very careful and ready to help,
if need be.

Mr. STENHOLM. Yes. Final question. Mr. Schatz, you certainly
have had experience on the ground, but when we talk about food
aid commercial production, there is always that fine line between
the aid program being disruptive to the normal market channels,
and in my opening testimony, I indicated my strong desire that we
look at ways in which we can regain some market share of wheat,
rice in this country, using the same tools that the opposition use,
that our competitors use.

Realistically, if you could just look at the next year, 365 days,
what percent of the total consumption needs of cereal grains are
going to be able to be financed through normal—although they
wouldn’t be normal. They would be abnormal. But commercial sec-
tors, and what percent is going to have to be food aid in Iraq? Any
guess on that?

Mr. ScHATZ. I guess I would offer an opinion.

Mr. STENHOLM. Yes. That is all I am asking is opinion.

Mr. SCHATZ. We know that for the next 6 months, they do have
adequate financing. I think at this particular point in the new gov-
ernment’s just getting started, the importation of food is going to
be one of the top priorities. I think that is one of the dilemmas we
have in wanting to dismantle this public distribution system, but
at the same time realizing we already have some vulnerable popu-
lations and we don’t have an economy that is broadly taking off.
I think it is going to get priority for funding. Will it be able to ac-
quire enough funding for the full year without beginning to look for
other options, short-term credits, those type of things, I think is
something they are going to be thinking about in 2005.

Mr. CHRISTOFF. If I could just add to that, it is going to be a dif-
ficult challenge for the Iraqis just because of the costs associated,
as Lee mentioned, with the this Public Distribution System. The
Iraqi budget is roughly $19 billion a year. The Food Distribution
System is going to cost up to about $3V% billion to $4 billion to sus-
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tain this monthly ration system. So it would have to a top priority,
and along with that is trying to understand what do you do with
this Public Distribution System? How do you target the food to the
most needy? If 60 percent of the population were dependent upon
it, there still were 40 percent that did not use the entire food bas-
ket. So how do you get down to that 10 percent that are extremely
poor and most vulnerable, and how do you manage a very costly
distribution system that is going to affect your future budget?

Mr. GARVELINK. Just to add one more element of the perspective
there. In some of the studies we have seen, the destitute and the
term is critically poor population, that comes to roughly 20 percent
of the population in Iraq, and that—by critically poor, the defini-
tion is less than $6 per year per capita of a family, and these fami-
lies right now—when you are in the public distribution system,
there is a nominal cost of 250 dinar to get your monthly food ra-
tion. That is 18 cents. And it is very difficult for some of these fam-
ilies even to come up with that, so there is a real need to target
this system to make sure that the most vulnerable portions of the
Iraqi population are not left out, as the transition gets underway
at some point toward a market economy.

The CHAIRMAN. The gentleman from Nebraska.

Mr. OSBORNE. Thank you, Mr. Chairman, and thank you for
being here today. The first question I have has I guess been al-
luded to one way or another, and I believe Mr. Christoff, you indi-
cated roughly $10 billion was skimmed from the Oil for Food Pro-
gram, something like that. It was a fairly sizeable amount, and I
know that you realize where many of the trading partners were. I
think you mentioned Russia, France, Egypt, Australia; several
other countries. Is there any likelihood that any of that money will
ever be recovered? Because I believe that under the Food for the
World Program, Tony Hall, one of our former Members ran it, and
he was indicating that maybe as high as 90 percent of the food dis-
tributed was through Public Law 480 and other programs from the
U.S. So obviously, of that $10 billion, United States has a huge
stake, and this is probably not the appropriate venue. But does
anybody here have any conjecture as to whether any of that money
will ever be adequately accounted for or recovered in any way from
any of these trading partners?

Mr. CHRISTOFF. Part of the investigations I think that are occur-
ring, the U.N. investigations is to begin looking at the actual con-
tracts. There were about 30,000 contracts that were signed under
the Oil for Food Program. I think one of the most important things
to do is to look at which were the predominant companies that re-
ceived contracts, which were the countries that those contracts
came from, and try to get a sense of the potential overpricing to
at least get a handle of the universe out there. Where should we
target any future investigations? When you are also talking about
where monies from the former regime might be hidden, the Treas-
ury Department is heading up a 20-agency—interagency taskforce
called the Iraqi Assets Working Group that is trying to determine
exactly where former regime’s assets have been hidden, and they
have, through their efforts, recovered about $959 million of the
former regime’s assets out of an estimate of about $4%% billion. So
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there are efforts beyond the Oil for Food Program within the U.S.
Government to try to return some of the former regime’s assets.

Mr. OSBORNE. Well, thank you, and I think if you look at the pal-
aces, more than 70, and we looked at the Water Palace which had
to be hundreds of millions of dollars, I would assume that some of
the assets are right there in plain view, and

Mr. CHRISTOFF. The Mercedes are still over there, I am sure.

Mr. OsSBORNE. Yes. Right. I have another question here. I think
this would be for Mr. Schatz. We have heard a lot from some dry
bean producers who are interesting in resuming trade with Iragq,
and they are having trouble getting registered with the Iraq Min-
istry of Trade, and I guess if you don’t get registered with the Iraqi
Ministry of Trade, you don’t do any business. And can you amplify
or explain to us what the process is, what the holdup might be, or
what the likelihood of any success might be in this regard?

Mr. ScHATZ. Well, I haven’t dealt with that issue since commu-
nicating with both the industry in Baghdad since about 8:30 this
morning. We have four companies from the dry bean industry who
have at this point in time submitted all documentation that they
were requested to submit to Baghdad. The farm and agricultural—
or the Armed Service Agency has an individual actually working
with the Iraqis who has been there 2%2 months, trying to help
them develop a system of registration of valid suppliers. We have
been hand-carrying these documents to the Ministry, and like I
say, at 8:30 again this morning, we have rattled some cages over
at the Ministry, saying look, we want either response or do you
need additional information? What we have recommend to the Min-
istry is that anybody who has submitted all documentation, if they
have not received a response by the time a tender is let in, we an-
ticipate them really soon, they would still receive those tender of-
fers. Our goal all along is to make sure that our people have an
opportunity to bid.

The difficulty we have found time and again over the last year
is that unless it is a crisis, many of these Ministry people simply
don’t take action. They focus on what is hottest on their plate at
that moment, and we don’t see anyone stonewalling. We think it
is just simply inaction as they focus on other items right now. But
we are confident we are going to get that work through before the
tenders are released.

Mr. OSBORNE. One last question. I know that MAP Foreign Mar-
ket Development, Public Law 480 has been very important here.
Do any of you see problems with WTO regulations here? I know
that has been subject to some scrutiny, the $19 billion amber box
limitation, and are any of you qualified to reflect on that, as to
whether any of these programs have to be ruled against, or are
they on sound footing? Nobody knows?

Mr. CHRISTOFF. I don’t have a comment on that.

Mr. ScHATZ. No.

Mr. OsSBORNE. OK. Then I am done.

The CHAIRMAN. Thank you, Mr. Osborne. The gentleman from
Georgia, Mr. Scott, do you have questions?

Mr. ScoTT. Let me ask this question with respect to U.S. efforts
to revitalize Iraq’s agricultural sector. To what extent do you feel
progress in rural areas is being hampered by the ongoing security
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concerns? I am very concerned about that. I serve as the co-chair-
man of our Democratic Group on National Security, and I would be
interested to get your response on that. It would be Mr. Garvelink?
Is that right?

Mr. GARVELINK. Yes. Well, I think security obviously is a prob-
lem and it has slowed down activities but has not brought them to
a standstill. I think particularly in the areas around Basra where
we are involved with the Marsh Arabs and trying to re-stimulate
agriculture, their livestock, fish farming and that sort of thing, we
have been able to do a considerable amount of work. In other parts
of the country, of course, it becomes a problem.

Mr. ScoTT. Do you foresee any additional challenges in view of
the upcoming June 30 hand over, this administration? Are things
in place? Do you feel any apprehension because of that?

Mr. GARVELINK. Well, yes. The security situation is expected to
get worse in the coming weeks and that will have an impact on all
of our development activities, but hopefully we can get through
that and get back on-track with the new government and sort
things out and begin to move forward again on our agricultural
programs.

Mr. ScorT. When last were you over in Iraq, or were you over
in Iraq recently?

Mr. GARVELINK. The last time I was there was probably late
March or early April.

Mr. ScoTT. Do you, just from your opinion as a relatively recent
person going over there, what is your assessment of our efforts in
winning the hearts and minds of the Iraqi people, given the fact
that you are involved in a very important part of that infrastruc-
ture agriculturally? Is your assessment that we are making
progress in that area, with the recent situation evolving, do you
think we are retrogressing in winning the hearts and minds of the
Iraqi people?

Mr. GARVELINK. Well, obviously it will be a bit of a guess because
I haven’t been able to travel throughout the country. I was only in
the central parts and them up in the north in the Kurdish areas.
But my sense is a lot of the reporting we hear, which is natural,
is on the military situation, and it is focused in Baghdad and Sad-
der City and other places. But I think if you travel more broadly
in Iraq, you will find that a lot of people are very happy with what
is going on. They are very appreciative of the types of assistance
that the U.S. Government is providing, and it is a little bit dif-
ferent environment than we might see on a day-to-day basis on tel-
evision. At least, that is what struck me when I was traveling
around.

Mr. ScotT. Yes. Well, thank you. Mr. Chairman, one other point?

The CHAIRMAN. Yes, please.

Mr. ScorT. When I was over in the Middle East and visited in
Israel, and I assume that some of the geography and the climate
is the same, in terms of agriculture, they were making great gains
in the handling of the distribution of water in that very dry, arid
area. Is the irrigation systems similar to what they are using in
Israel, and are they handling some of the same challenges there,
or are you familiar with the——
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Mr. GARVELINK. Well, I am not familiar with the system in
Israel, so I can’t really address that.

Mr. Scort. OK. All right. Thank you, sir.

Mr. ScHATZ. In Iraq, there is a massive program started actually
under Oil for Food. We think of it as a food program, but it was
much more of that. All of the inputs going into agriculture were
also part of the Oil for Food-funded program. The Iraqis had under-
taken in the last 4 or 5 years a massive program to switch from
surface irrigation to more drip irrigation in their orchards, more
center pivot irrigation, starting to tap their groundwater resources
to get better efficiency, because one thing they have is a problem
with salinity, same thing in Israel.

Mr. ScoTT. Yes.

Mr. ScHATZ. So they are beginning to try to use that technology.
The dilemma is it is unclear exactly how good the planning process
was to decide to start mining a groundwater resource in the edge
of the Najaf Desert. So part of the difficulty with the development
is we see snapshots of things going on. I traveled in 9 weeks more
extensively than my replacement, who was there for 8 months be-
cause of the security situation. So it is very hard to get a feel
broadly for what is happening in agriculture. At the local level, we
are having some great progress. But to knit toget