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CONTACTS LIST

AGRICULTURE

.

Prof. Kassim Al-Khatib

Prof. Borkel Kadir
Prof. Mahdi M. Al-Kaisi

Possible:

Mohammed Sait Ketene
Shimon Khamo

Dr. Akram Aljaff

Dr. Hussein al-Atiyyah

AWQAF & RELIGIOUS AFFAIRS

No cne announced or contacted until after Liberation -- at a
minimum -- will need more from each major religious group:

Ayatollah Sistani.

Seyed Mohammed Bahr Al-Oloum. Member of 65-person Followup
and Coordinating Committee.

Seyed Abdul Majid al-Khoe'i, Secretary General, Al-Khoe'i
Foundation, London. Member of 65-person Followup and
Coordinating Committee.

CULTURE

Shameem Rassam

Ghaleb Shahbander

[Awaiting Preserving Irag's Cultural Heritage WG.]

EDUCATION and HIGHER EDUCATION & SCIENTIFIC RESEARCH

Hind Rassam
Raya Barzanji
Edward Odisho

Mahmoud Darwish
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For Science:

Emmanuel Kamber

FINANCE

Dr. Salah al-Shaikhly
Dr. 8inan al-Shabibi
Sabri Zire Al-Saadi

Special role:

Carole al-Basri, anti-corruption expert.

FOREIGN AFFAIRS

[Awaiting results of Foreign Policy WG.]
Rend Rahim Francke

Qubad Talabani

Sami Abdul Rahman

HEALTH (to be renamed HEALTH AND ENVIRONMENT)

Dr. Maha Hussain

Dr. Ali Al-Attar

Dr. Mahmoud Thamer

Dr. Mohammed S. Ogaily
Dr. Nabil F. Al-Baldawi
Dr. Ghida Al-Juburi

Dr. Amer Al Juburi

Dr. Ayser Chalabi

Dr. Lena Al-Sarraf
Mazin Enwiya

Ramsey Jiddou

Dr. Saud Amer

Dr. Farhan Bakir




s Dr.

e Dr

s Dr.
e Dr.
e Dr.
e Dr.
s Dr,
¢ Dr.
e Dr,
e Ma,

e Dr.

Majid Alousi

Hamid Muntheri

Hazim Safi

Hussain Tuma
Mohammed Al-Ibrahim
Adil Al-Humadi

Mona Hanna

Hatem Mukhlis
Moiyed Al-Husseini
Tara Aziz

Ilham Heather Al Sarraf

Poesible:

e Dr.
e Dr.
s Dx.
s Dr.
* Dr.
e Dr.
e Dr.
e Dr.
* Dr.
¢ Dr.
e Dr.

e Dr,.

Salih Al-Wakil
Heewa Faraj
Ayman Rayes
Roseteres Warda
Adil Shamoo
Rizkar Amin
Imad Y. Al-Manseer
Haval Saaslla
Ali Sindi

Mazin Sabri
Emile Totonchi

Hasam Falih

HIGHER EDUCATION & SCIENTIFIC RESEARCH

e [See Education.]
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HOUSING AND RECONSTRUCTION

L ]

[Awaiting Refugees & IDP's WG. Reconstruction
responsibilities may be transferred to Trade Ministry.]

INDUSTRY AND MINERALS -- see TRADE

INFORMATION

[Awaiting Free Media WG. The Ministry of Information in its
present form will be shut down. During stabilization, media
will be controlled by US/Coalition, which will utilize
contractors to provide content. During transition, operation
of individual TV, radio and print outlets will be
decentralized. TV stations could go to university journalism
schools. Will need program managers/managing editors.]

[An Iragi Government press office will be needed for
transitional period, but spokespeople will depend on Iraqis.
Eventually, government ministries will have own press
offices.]

Ghassan al-Atiyyah

INTERIOR

Dr. Talib al-Hamdani

Seyed Abdul Majid al-Khoe'i
Laith Kubba

Ibrahim Jamalaldeen
Mohammed Abdul Jabbar

Suhair al-Mousally
Abdul ‘Al Shalaiba
Farouk Ridha

Habib Hurmuzlu
Hussein al-Rakkabi
Ammar Shahbandar

IRRIGATION

Dr. Azzam Alwash




e Jawad Alwash
e Dr. Hedeff Essaid

Possible:
e Youpif Kharaka
e Dr. Ali Hanoosh

JUSTICE

Judicial Council:

e The Justice Ministry, the courts and the legal profession
would be overseen by a Judicial Council that would include 5-
10 Iraqis from outside Iraq or the north, and 3-5 Iragis from
central and southern Iraq. Free Iragi members of the Judicial
Council:

¢ Feisal Istrabadi

e Judge Tareq al-Salih

s Judge Reyadh Abdul Majid al-Kabban
* Sermid al-Sarraf

¢ Judge Fuad Redah

* Judge Zuhair Abboud

e Mohnem al-Khatib

¢ Noury Lutayef

¢ [KDP choice.]

¢ [PUK choice.]

e [Six others from inside Iraq.]
Other Names:
¢ Mohammed Al-Jabari

* Louay Bahry

LABOR AND SOCIAL AFFAIRS
¢ Suzan Ali
e Bakhtiar Amin
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Safia Souhail al-Timimi
¢ Rakiyah al-Kayssi

¢ Ghanem Jawad

[For Labor, see people listed under Trade, below.]

OIL

¢ Dr. Ibrahim Bahr Alolom

Sherzad Nazhat

¢ Sahib Mahdi Al-Hussaini
¢ Dr. Fadhil J. Chalabi
¢ Belal G, Atiyyah

¢ Dunia Chalabi

¢ Mohammed Ali Zainy

¢ Mufit Akkoyunlu

¢ Nawzad Omar Dizai

Poseible:

¢ Ghassan Rassam

¢ Thamir Al-Uqgaili

PLANNING

* [See individuals listed under Finance, above, and Trade,
below.]

TRADE (to be renamed DEVELOPMENT AND TRADE), INDUSTRY AND
MINERALS, and MILITARY INDUSTRIALIZATION MINISTRY

¢ Nasreen Sadeek

¢ Aiham Alsammarae
e Muhanned Eshaiker
e Hassan Al-Khatib
¢ Emad Dhia

¢ Baha Al-Shabib
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1. INTRODUCTION

Iraq is a nation of 24 million, and importantly, 41% are under 14 years old. The population
growth rate is 2.82%. The nation had a GDP, in purchasing power parity, of $ 59 billion in
2001. The real growth rate in that year was 5.7%, and inflation reported to be between 50%-
60% (down from 100% five years ago). Imports are at approximately $ 11 billion, mainly
comprised of food, medicine, and manufactured goods. Leading import partners are France,
Australia, China, and Russia. Exports are at $§ 15.8 billion, mainly in the crude oil and oil
products sectors. Nearly half of all exports (46.2%) go to the United States, far less (12%) to

italy, then France and Spain. (CIA, The World Factbook, 2002)

The economy of Iraq is dominated by the oil sector. In the 1980s, problems stemming from
massive expenditures in the eight-year war with Iran led Iraq to austerity measures, then
rescheduling of foreign debt payments currently estimated at $ 140 billion (including debts to
Gulf states and Russia). After that war ended in 1988, a war in which lraq lost about $ 100
billion, oil exports gradually increased until 1990, when Saddam Hussein decided that Kuwait
was “stealing” oil and invaded that country in August. The Gulf War was highly destructive to
the Iragi economy and despite growing trade in recent years, Irag’s people have depended on
the United Nations' Qil for Food program (which essentially was halted in mid-March,
although billions of dollars in contracts are outstanding) for medicine, food, and some
infrastructure spare parts.

In the recent past, Iraq has been attempting to create economic ties with various Arab (and
non-Arab) countries. In January 2001, Iraq signed free-trade deals with Egypt and Syria.
Egypt became Iraq’s fifth largest trade partner with over $ 2 billion in trade. In March 2002, at
an Arab summit in Beirut, Iraq pledged “non-interference” in Kuwait's internal affairs and
recognition of Kuwait's borders.

In all, iraq has ten free trade agreements (which can have varying provisions and actual
implementation) with Arab states: Algeria, Egypt, Lebanon, Qatar, Oman, Sudan, the United
Arab Emirates, Syria, Tunisia, and Yemen. Generally these are agreements to phase out
customs duties and ease the flow of goods. These agreements often were outside the oil-for-
food program and therefore, began well-used structures for evading sanctions.

Unfortunately, information on a diversity of sectors, other than oil, gas, and agriculture, is
scant and unreliable. In that the oll and gas sectors will have numerous waiting suitors after
the War, it is the technology, food, medical, and other industries that will have the greatest
need for creative programs for development.

The Oil Industry

Iraq is estimated to have 112 billion barrels of proven oil reserves, the second largest in the
world, but this may be a low estimate due to years of sanctions, war, and an unreliable and
corrupt resource policy. Irag’s oil production costs are among the lowest in the world, making
it highly attractive as an investment prospect.

The oil industry has not had access to the state-of-the-art oil industry technology, spare parts,
and investment in general. Many believe that Iraq has been utilizing questionable engineering
techniques (over pumping, flooding) and outdated technology. This has probably caused

1-1
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damage to some oil reservoirs over time. In early 2002, Iraq's Oil Minister stated that only 24
of 73 oil fields were producing.

Proven oil reserves are not distributed evenly throughout the country. Before Iraq's invasion
of Kuwait in 1990, about two-thirds of Iraq’s production was coming out of the southern fields,
home to Shi'ite Muslims who compose the majority of Iraq's population but have little power
(Hussein is a Sunni Muslim from Tikrit).

As of October 2002, Iraq had signed several multi-billion dollar deals with foreign oil
companies generally from China, France, and Russia. The Deutsche Bank estimates these
contracts represented about $ 38 billion for new or “greenfield” development. Iraq has
become increasingly frustrated at the failure of these projects to begin. In recent months, Iraq
has signed a flurry of deals with companies from Italy (Eni), Spain (Repsol YPF), Russia
(Tafneft), France (TotalFinaElf), China, India, and Turkey. The Economist estimates that Iraq
has signed over 30 deals offering up to 20% rates of retumn.

France's oil giant, TotalFinaElf, has much to lose in the current war, Iraq Freedom. For 30
years, French businesses have been up close with Irag, when several French state-owned
companies went to Iraq (in the early 1970s) and there are a web of French-lragi trade
associations. Beyond oil, these relationships can be seen in Baghdad with a French phone
system, French cars, and numerous French ol officials. "The fact that in postwar Kuwait, U.S.
companies got most contracts, doesn't bode well for the presence of French companies in
Iraq.” stated Pierre Girard Hautbout, an adviser at OFDIC, a French “liaison” company.

France takes the design of the reconstruction very seriously, seeing a threat that its special
relationship may end. “We're the chips in a poker game,” one French corporate official was
quoted in a recent investment newswire.

The Natural Gas Industry

Iraq has approximately 110 trillion cubic feet of proven natural gas reserves. About 70% of
the gas reserves are produced in conjunction with oil. Development of these two sectors will
be closely associated. Natural gas is both produced with oil and is also used for re-injection
for enhanced oil recovery efforts. Currently, Iraq has awarded gas and oil concessions to
companies from countries supporting the easing or lifting of U.N. sanctions (France, China,
Russia are examples).

The Agriculture Sector

Iraq has historically had a burgeoning agricultural sector with rich soil, rain fed forests, and
extensive pastures. Before the 1970s, close to one third of the population was in the
agricultural sector. Before sanctions were imposed in 1990, Iraq spent $§ 600 million annually
on the sector, which has steadily declined to under $ 200 million.

When the oil boom erupted in the 1970s, the diverse Iragi economy became an oil
dependency. Through war in the 1980s, agriculture declined greatly. Today, it is estimated
that less than half of Iraq's arable land is being farmed. Mechanization and technology in
agriculture are behind and there has been a massive migration from farms to cities.

1-2
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The Government of Iraq has taken the oil-purchases-all attitude over the past two decades,
investing little in the agriculture sector and instead, increasingly purchasing agricultural
products.

So that although the population has grown 2.8 percent, food crops have moved in the
opposition direction. Further push has been given under the oil-for-food program in that the
Iragi government and the United Nations have provided inexpensive foreign grains at prices
that Iraqi farmers can not compete with.

Industry and Manufacturing

The construction industry has remained active throughout the sanctions regime, rebuilding
the civil and military infrastructure. In July 1999, Iraq announced plans to produce spare parts
for the oil industry and a national manufacturing department is supposedly producing parts for
pipelines and reservoirs. Iraq is known to have approached Airbus about restarting its own
national aidine, but Iraq did reopen its international airport and flights from Russia have gone
into Baghdad.

1-3
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2. THINKIING ABOUT TRADE AND INVESTMENT DEVELOPMENT

As stated above, initial thinking about rebuilding industries, developing business partnerships,
and the development of a commercial infrastructure should begin with a plan. This would be
an initiative for trade and investment and would begin with a Strategic Plan. The Plan would
document an economic recovery plan, plans for changing regulatory and legal frameworks,
existing industries and business associations, and steps for revitalizing trade and investment.
The following are initial thoughts about such a plan, which can be expanded at any time.

Certainly, the first considerations in developing economic stability will be domestic, feeding
and housing those Iragi people who have these critical needs. However, this is a nation with a
long and deep history of commerce and trade, an existing albeit inadequate trade
infrastructure, both private and public, and a proud tradition of entrepreneurship.

Critical to establishing the foundation for trade will be an overall economic reform and
recovery package. User-friendly policies and practices must prevail. Often in the Middle East
and North Africa, trade laws and policies are ambiguous, protectionist, ambivalent, and ever
changing. With the opportunity to establish some new structures, one must ensure that
adequate technical support is provided for a strong and transparent regulatory and legal
system, fair and accessible trade policies and laws, pro-active investment authorities and
bureaus, an agile, knowledgeable international commercial service, and utilization of current
assets, in the Iraqi business community as well as in communities throughout the region.

Once such programs are established, there must be an educational/ training component. The
people of lraq have had a patchwork of peculiar and dictator-centered policies, and
introduction of open market policies must happen with knowledge and at a reasonable speed.

As a goal, Iraq can be organized to join the World Trade Organization, This would involve a
balanced budget, far lower inflation, and reasonable tariffs. Activating bilateral and regional
trade agreements that are currently in place would be an important step for the Iraqi
economy.

Privatization efforts in other countrigs, if done correctly, demonstrate that infrastructure, oil,
and oil service companies generate greater efficiency, production, and higher revenues. This
is true in numerous privatized industries. In Iraq, particularly in the oil and gas sector,
privatization mechanisms should be developed; oil sales taxed, and proceeds well distributed.

24
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JUDITH BARNETT

Judith Barnett is a Managing Consultant for the PA Consulting Group (PA),
joining PA after an acquisition of her original firm, Georgetown Global
Investments Corporation in 2000. Ms. Barnett continues in PA to provide a one-
stop shop for U.S. companies interested in creating or expanding trade and
investment, particularly in the Middle East/ North Africa (MENA) and in China.
Before consuiting, Ms. Barnett served in the Clinton Administration, practiced as
a corporate lawyer and litigator, was a law professor, a public affairs specialist,
and a writer.

At PA, Ms. Barnett has developed a practice, traveling between Washington, the
MENA, and China, which includes a wide and varied caseload of trade activities.
Most recent client work has included:

*+ Representing the third largest city in China to conduct investment and
trade promotional activities in order to increase bilateral partnerships
between U.S. and Chinese entities;

% Representing international firms that seek market entry into China;

< Speaking before the China Textile Association, the China International
Clothing and Accessories trade conference (March 2002), and the
Womens' Enterprise Conference (March 2002) to discuss access to the
U.S. market and bilateral partnerships.

< Creating a major initiative to increase trade and investment for a large
country which involves a dynamic trade website, reinventing the worldwide
commercial service, training commercial officers, and a series of national
briefings;

% Working with a multinational food company in five countries to thwart trade
barriers, build an in-country public affairs network, and to increase market
share;

o Providing a 0-5 year strategic plan for an international telecommunications
company, including an analysis of the telecomm industry in the Middle
East/ North Africa and a focus on eight priority markets;

% Negotiating a joint venture agreement for a large international high tech
fund and a U.S. telecomm company; and

® Becoming a contractor for the Trade and Development Agency and
winning a contract to conduct an Aviation Conference in China and to
introduce Egyptian telecomm officials to U.S. technologies.




Ms. Barnett came to the firm from the Clinton Administration in December 1998
where she served as the Deputy Assistant Secretary (DAS) for Africa and the
Near East, U.S. Department of Commerce. As the DAS, she was responsible for
activities and programs in 68 countries, including bilateral trade matters, regional
projects and programs, and project advocacy for US companies. Ms. Barnett
implemented and cooperated on numerous multinational conferences in the
Middle East, the United States, and Europe including the 70 country MENA
Economic Summits in Morocco, Jordan, Egypt, and Qatar.

At the Department of Commerce, Ms. Barnett assisted numerous US companies
in fostering trade and investment throughout the world. She joined the
Department as Principal Deputy Assistant Secretary for Trade Development,
International Trade Association in October 1993, and was responsible for the
management of an Office of 400 persons, and a budget of $ 49 million. During
her tenure at Trade Development, she oversaw the only US government agency
that represents industry sectors, managed 22 private sector advisory
committees, and established the Advocacy Center which has tracked and
advocated for billions of dollars of successful tenders for US companies
throughout the world.

In 1996, Ms. Barnett became the Deputy Assistant Secretary and championed
programs to develop open and competitive markets throughout the Middle East,
North Africa, and Sub-Sahara Africa, She was responsible for numerous
programs including the Gore- Mbeki and Gore-Mubarak Partnerships for
Economic Growth and Development, the Taba Trade Ministers program (trade
ministers of the Middle East), the Middle East North Africa Economic Summits
with the World Economic Forum, and the Administration’s Africa Initiative.

In law practice, Ms. Barnett worked in various aspects of corporate law and
litigation. She developed corporate specialties in the areas of high tech joint
ventures and automotive law, as well as trial work in intellectual property rights
and contract law. Ms. Barnett served for seven years as an adjunct professor of
law at Georgetown University Law Center, teaching in the areas of legisiative
advocacy and legal ethics.

Before entering the law profession, Ms. Barnett served in the Carter and Reagan
Administrations in public affairs and speechwriting at the Federal Trade
Commission and the US Department of Education. She has written articles for
Vogue magazine, the Washington Post, and other publications. Ms. Barnett lives
in Washington and has one daughter, a former White House staffer and now
practicing law in Los Angeles.
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IRAQ

L kT Kai Ik Fact Sheet
General information:
Capltal: Baghdad Head of State and Head of Government:
Surface area: 438.32 thousand sq km H.E. President Mr Saddam Hussein
Official language: Arabic
Population; 23.6 million (2001)
Exchange rate: A$1=0.1771 Dinars (Jun 2002)
Recent economic indicators:
1997 1998 1999 2000 2001(a) 2002(b)
GDP (US$bn): 154 18.1 23.7 31.8 279 255
GDP per capita (US$): 725 832 1,062 1,385 1,184 1,054
Real GDP growth (% change YOY): 40.0 35.0 18.0 4.0 -6.0 -2.0
Current account balance (US$m): 819 1,168 2,018 3,260 1,031 2,203
Current account balance (% GDP): 53 6.5 85 10.3 37 8.6
Goods & services exports (% GDP): 331 410 53.7 64.8 57.0 49.8
Inflation (% change YOY): 100.0 90.0 80.0 700 60.0 70.0
Unemployment rate (%): n.a. na. n.a. n.a. n.a. n.a.
Australia's trade with fraq Real GDP growth Australia's exports fo Ireg
) ] Asm oFY 97
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Auslralia's trade relationship with Iraq:

Major Australian exports, 2001-2002 (A$m):

Confidential items of A$839m, estimated to be whealt.

Major Australian imports, 2001-2002 (A$m):

No import trade was recorded.

Australian merchandise trade with Iraq, 2001-2002: Tatal share: Rank: Growth (yoy):
Exports to Irag (A$m): 840 0.7% 25th 14.6%
Imports from Iraq (A$m): 0 0.0% n.m. n.m,
Total trade (exports + imports) (A$m): 840 0.3% 34th 1.3%
Merchandise trade surplus with Iraq (A$m): 840

Australia’s trade in services with iraq, 2001: Total share:

Exports of services to Iraq (A$m): n.a. n.a
Imports of services from Iraq (A$m); n.a. n.a.
Services trade balance with Iraq (A$m): na.

Iraq's global trade relationships:

Iraq's principal export destinations, 2001: Iraq's principal import sources, 2001:

1 United States 60.6% 1 France 19.4%
2 France 8.5% 2 Australia 14.4%
3 Natherlands 7.4% 3 Italy 10.7%
4 Italy 5.8% 4 Germany 9.9%
5 Canada 5.5% 5 China 6.4%
23 Australia 0.0%

Compied by the Markal information and Analysis Secition, DFAT, using the latest dats from the ABS, the IMF snd various infernations) sources.

(a): o recent dota subject 1o revision; (b): EIU forecast.
n.a. Dala not available.

Fact sheefs are updated bisanually; nexi update; May 2003
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Iraq

Iraq holds more than 112 billion barrels of oil - the world's second largest proven reserves. Irag
also contains 110 trillion cubic feet of natural gas, and is a focal point for regional security
issues.

Note: The information contained in this report is the best available as of October 2002 and can
change. Also, please click here for a complete chronology of events pertaining to Iraq from
1980 through mid-October 2002.

100 200km GENERAL BACKGROUND
o o zom | During the 1980s and 1990s, Iraq
experienced two major wars (Iran-Iraq
and the Kuwait war), plus more than a
decade of economic sanctions. As a
result, the country's economy,
'As Sulaymaniyah infrastructure, and society have

'\ deteriorated significantly. Iraq's gross
FRNG \Sémarrd IRAN domestic product (GDP) has fallen
Th, ™~ sharply since before the Iraqi invasion
L A ¥ § e
. o BAGHDAD of Kuwait, with per-capita income and
JArRutbah s @ living standards far below pre-war

levels. On the other hand, increased oil
production since 1996 and higher oil
prices since 1998 resulted in estimated
a | Iraqi real GDP growth (accurate
statistics are hard to come by) of 12%
> in 1999 and 11% in 2000. For 2001,
with net oil exports relatively flat and
KUWAT 7.5.00] Ol prices down from 2000, Iraq’s real
s GDP growth was estimated to have
— fallen to only 3.2%. For 2002, with
higher oil prices but sharply lower oil exports, Iraq's real GDP growth is expected to grow by
only 1,5%. Iraqi inflation currently is estimated at around 25% (down slightly from 28% in
2001), with unemployment (and underemployment) high as well. Iraq's merchandise trade
surplus is about $4.8 billion, although much of this is under United Nations (U.N.) control. Iraq
has a heavy debt burden, possibly as high as $140 billion if debts to Gulf states and Russia are
included. Iraq also has no meaningful taxation system, plus erratic fiscal and monetary policies.

NNy
An Nasiriyah®« -,

o Al Bagrah,
Umm

SAUDI
ARABIA

On May 14, 2002, the U.N. Security Council approved an overhaul of the "Oil-for-Food"
program for Iraq that makes use of an extensive list of "dual-use" goods (goods that could have
a military as well as civilian use). Under the modification, Iraq is able to use its oil revenues,
which go into a U.N. escrow account out of which suppliers exporting products to Baghdad are
paid, in order to purchase items not on the list. The resolution renews the U.N. program until
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November 25, 2002.

Over the past few years, Iraq has been attempting to improve relations with various Arab (and
non-Arab) countries. In March 2002, for instance, at an Arab summit meeting in Beirut, Iraq
pledged"non-interference” in Kuwait's internal affairs and recognition of Kuwait's borders. Iraqi
Foreign Minister Naji Sabri stated, "We are for the prosperity and independence of the state of
Kuwait and also for the normalization of ties, diplomatic, economic, political.” In January 2001,
Iraq signed free-trade deals with Egypt and Syria, and in August 2001, Syria's Prime Minister
visited Baghdad. In April 2001, Iraqi Vice President Taha Hussein Ramadan met Russian
President Vladimir Putin, the highest-level Iragi-Russian contact in several years.

In June 2001, however, in an apparent blow to Iragi-Saudi relations, Saudi Arabia announced
that it had seized ownership of the 1.6-million-barrel-per-day IPSA pipeline that had carried
Iraqi crude oil to the Saudi Red Sea port of Yanbu (Mu'jiz) prior to Irag’s invasion of Kuwait.
The seizure included pumping stations, storage tanks, and the maritime terminal. Saudi Arabia
claimed that the pipeline was confiscated as a result of aggressive Iraqi actions. Iraq insisted that
it still owned the pipeline, and in May 2002, stated that the line was "ready for export.”

Since the end of the Gulf War in 1991, the United States and the United Kingdom have
maintained "no-fly zones" over Iraq, and also have carried out occasional bombing of various
targets, primarily in reaction to perceived threats to allied aircraft. U.N. weapons inspectors left
Iraq in December 1998, and the United States responded at the time with a several-day bombing
campaign of Iraq, called "Operation Desert Fox." On October 16, President Bush signed a
resolution by the U.S. Congress authorizing him to use force against Iraq if necessary.

OIL

Iraq contains 112 billion barrels of proven oil reserves, the second largest in the world (behind
Saudi Arabia) along with roughly 220 billion barrels of probable and possible resources. Iraq's
true resource potential may be far greater than this, however, as the country is relatively J
unexplored due to years of war and sanctions. Deep oil-bearing formations located mainly in the
vast Western Desert region, for instance, could yield large additional oil resources (possibly
another 100 billion barrels), but have not been explored. Iraq’s oil production costs are amongst
the lowest in the world, making it a highly attractive oil prospect.

It is important to note that [raq generally has not had access to the latest, state-of-the-art oil ’
industry technology (i.e., 3D seismic), sufficient spare parts, and investment in general
throughout most of the 1990s, but has instead reportedly been utilizing questionable engineering
techniques (i.e., overpumping, water injection/"flooding") and old technology to maintain
production. There is also some evidence that Iraq may have damaged its oil reservoirs through
use of such techniques and through lack of sufficient investment over a lengthy period of time,
Irag's Oil Minister, Amir Rashid, indicated in early 2002 that only 24 of 73 Iraqi oil fields were
producing. Recently, oil consulting firm Saybolt International pointed out the risk of a 5%-15%
annual decline in production capacity at (possibly ) damaged Iragi oil fields.

Iraqi oil reserves vary widely in quality, with API gravities in the 24° to 42° range. Iraq's main
export crudes come from the country's two largest active fields: Rumaila and Kirkuk. The
southern Rumaila field produces three streams: Basra Regular (normally 34° API, 2.1% sulfur,
but apparently deteriorating); Basra Medium (30° API, 2.6% sulfur); and Basra Heavy (22°-24°
API, 3.4% sulfur). The northern Kirkuk field, first discovered in 1927, normally produces 37°
API, 2% sulfur crude, although the API gravity reportedly has fallen in recent years. An
additional export crude, known as "Fao Blend," is heavier and more sour, with a 27° API and
2.9% sulfur.
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Iraq's proven oil reserves are not distributed evenly throughout the country. In fact, prior to
Iraq's invasion of Kuwait in 1990, about two-thirds of Iraq's production was coming out of the
southern fields of Rumaila, Zubair, and Nahr Umr. Other potentially huge fields such as
Majnoon and West Quma (see below for more details) are also located in the southern part of
the country. Notably, southern Iraq is populated overwhelmingly by Shi'ite Muslims, who make
up the majority of Irag's population but have little power -- Saddam Hussein is a Sunni Muslim
from the central Iraqi town of Tikrit -- and who rebelled against Saddam Hussein following the
1991 Gulf War, Although much of Iraq's southem oil infrastructure -- fields, refineries, storage
facilities, transportation infrastructure -- was damaged during the Gulf war, the oil potential of
this region alone is huge.
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Production

Following Iraq's invasion of Kuwait and the embargo on Iraqi oil exports, Iragi oil production
fell to around 300,000 barrels per day (bbl/d) (from 3.5 million bbl/d in July 1990). For 2001,
Iraqi crude oil production averaged 2.45 million bbl/d, down from about 2.59 million bbl/d in
2000, with large weekly and monthly fluctuations. Iragi oil output was lowest in June 2001, at
1.13 million bbl/d, and highest in April 2001, at 2.95 million bbl/d. Iragi officials had hoped to
increase the country's oil production capacity to 3.5 million bbl/d by the end of 2000, but did not
accomplish this given technical problems with Iragi oil fields, pipelines, and other oil
infrastructure. Iraq also claims that oil production capacity expansion has been constrained by
refusal of the United Nations to provide Irag with all the oil industry equipment it has requested.

Oil industry experts generally assess Iraq's sustainable production capacity at no higher than
2.8-3.0 million bbl/d, with net export potential of around 2.3-2.5 million bbl/d (including
smuggled oil). In July 2002, Iraqi Oil Minister Amer Rashid said that Irag's current sustainable
capacity was 3.2-3,3 million bbl/d, and that the country hoped to increase that to 3.5 million
bbl/d - even without help from foreign oil companies.-- by the end of 2003 (Iraq last produced
3.5 million bbl/d in July 1990. According to the Middle East Economic Survey, Iraq also aims to
limit crude oil exports under the U.N. "Oil-for-Food" program to around 2.2 million bbl/d, with
the remaining 800,000-900,000 bbl/d going for domestic consumption, exports to neighboring
Jordan (at preferential rates), and smuggling (to Syria, Turkey, etc.).
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Among other challenges in maintaining, let alone increasing, oil production capacity, is Iraq's
battle with "water cut” (damaging intrusion of water into oil reservoirs) especially in the south.
Saybolt International has reported that Iraq has been able to increase its oil production through
use of short-term techniques not generally considered acceptable in the oil industry (i.e., “water
flooding," injection of refined oil products into crude reservoirs). A U.N. report in June 2001
said that Iraqi oil production capacity would fall sharply unless technical and infrastructure
problems were addressed. The report estimated, for instance, that production in the Kirkuk
region could fall by 50% over 12 months, to 500,000 bbl/d, and that output at South Rumaila
also could be reduced sharply unless immediate actions were taken. Iraq hopes to counter this by
a large-scale program to drill new wells (417 are planned, most of which are to be carried out by
Russian, Chinese, Iraqi, and Romanian companies).

Exports

U.N. Resolution 986 (April 1995) allows Iraq to sell specified dollar amounts of crude oil over
six-month periods, in part for the purchase of humanitarian supplies ("Oil-for-Food") for
distribution in Iraq under U.N. supervision. In December 1999, with Iraq steadily increasing its
oil export revenues, the Security Council voted to remove any limits on the amount of oil Iraq
could export. The current phase (Phase XII) began May 30, 2002 and is scheduled to end on
November 25. Under the Phase XII renewal, the U.N. Security Council makes use of an
extensive list of "dual-use” items (goods that could have military as well as civilian use). Iraq is
allowed to make use of "Oil-for-Food" revenues to purchase items not on the list. Overall, about
three-fourths of the proceeds from "Oil-for-Food" sales are used to purchase humanitarian goods
for Iraq, while 25% are earmarked for reparations to Gulf War victims, pipeline transit fees for
Turkey (which claims that the embargo on Iraq has cost Turkey more than $35 billion since
1990), and funding for U.N. weapons monitoring activities. On September 26, 2002, the head of
the U.N. Iraq Program, Benon Sevan, reported to the U.N. Security Council that the "Oil-for-
Food" program was running a large shortfall (around $10 billion total, including $2 billion in the
current phase), making it "impossible to implement the humanitarian program effectively."
According to Sevan, over 1,200 contracts worth more than $2 billion that had been approved by
the U.N. could not be carried out due to a lack of funds.
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by the United States and other countries to clamp down on Iraq's practice of charging an illegal
“surcharge” on their U.N. -authorized oil exports (see below for more on this subject). As a

result, Iraq's exports dropped sharply in the second and third quarters of 2002 before increasing
sharply in recent weeks (to over 2 million bbl/d in the week ending September 20, for instance).
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Besides the 90,000 bbl/d or so going to Jordan legally (i.e., with tacit U.N. permission, and
under a protocol between Iraq and Jordan), and the 460,000 bbl/d or so consumed domestically,
the rest (not counting illegally smuggled oil and oil products) was exported either through the
Iraq-Turkey pipeline or the Persian Gulf port of Mina al-Bakr. Although U.N. Resolution 986
mandates that at least half of the "Oil-for-Food" exports must transit through Turkey, it appears
that in recent months more Iraqi oil (close to three-quarters) has been exported via Mina al-Bakr
rather than via Ceyhan, in part due to a shift in oil exports away from Europe and the United
States and towards Asia due in part to the U.N. 's "retroactive pricing" plan (see below for more
details). In general, Mina al-Bakr is used for Iraqi oil exports to Asia, while Ceyhan is used for
Europe.

An estimated 30% of Iraqi oil is sold initially to Russian firms (i.e., Emerkom, Kalymneftegas,
Machinoimport, Rosnefteimpex, Sidanco, Slavneft, Soyuzneftegaz, Tatneft, and Zarubzhneft).
The remaining 70% of Iraq's oil is first purchased by companies from many countries, including
Cyprus, Sudan, Pakistan, China, Vietnam, Egypt, ltaly, Ukraine, and others. Iraqi oil is normally
then resold to a variety of oil companies and middlemen before being purchased by end users.
During 2001, for instance, nearly 80% of Basra Light liftings, and over 30% of Kirkuk oil, went
to the United States, with large importers including ExxonMobil, Chevron, Citgo, BP,
Marathon, Coastal, Valero, Koch, and Premcor. During the first seven months of 2002, the
United States imported an average of 566,000 bbl/d from Iraq.

In addition to U.N.-sanctioned oil exports to Jordan, which are currently carried by truck (plans
for a 150,000-bbl/d, $250-$350 million, 120-mile pipeline to Jordan's Zarqa oil refinery were
approved by Jordan's cabinet in December 2001, and Jordan reportedly has received more than
30 offers from firms interested in building the line -- with possible completion in late 2004),
there have been persistent reports that Iraq has smuggled 200,000-400,000 bbl/d of crude oil and
products via a number of routes. These include: 1) to Turkey (as high as 100,000-150,000 bbl/d,
mainly of fuel oil) by truck through the Habur border point (reportedly, this smuggling was
stopped from September 18, 2001 through January 7, 2002); 2) to Jordan (possibly 10,000-
30,000 bbl/d above domestic needs) by truck; 3) to Syria (150,000-200,000 bbl/d or more; see
below for details), mainly via the Kirkuk-Banias pipeline, with smaller volumes possibly
moving via a railway line from Mosul to Aleppo; 4) to Iran along the Gulf coast and via Qais
Island; and 5) to Dubai with the use of small tankers sailing from Umm Qasr. Press reports have
estimated that these illegal shipments may be providing Iraq with as much as $600 million-$2
billion per year in illegal revenues, while a U.S. General Accounting Office study released in
May 2002 estimated that Iraq had earned $6.6 billion from oil smuggling and illegal surcharges
from 1997 through 2001.

In November 2000, numerous press reports indicated that Syria and Iraq had reopened the 552-
mile-long, Kirkuk-Banias pipeline, with the Middle East Economic Digest (MEED) reporting
initial deliveries of Iraqi crude oil through the line (and also possibly by rail) at around 140,000-
150,000 bbl/d (capacity prior to 1982 was 300,000 bbl/d). The oil, most likely Basra Light,
reportedly is being used in Syrian domestic refineries, thus freeing up more Syrian oil for export
to world markets, earning Syria extra hard currency oil export revenues (and also earning
Saddam Hussein significant revenues outside the U.N. "Oil-for-Food" program). Since Iragi oil
exports are allowed only via approved export routes, use of the Kirkuk-Banias line would
represent a potentially serious breach of U.N. sanctions against Iraq. On January 23, 2001, the
Bush administration offered to allow Iraqi oil exports through Syna as long as they were
regulated by the U.N. "Oil-for-Food" program. In January 2002, the United Kingdom directly
accused Syria of violating U.N. sanctions on Iraq by shipping over 100,000 bbl/d of Iraqi oil to
Syria without U.N. permission. An estimated $100 million or so per month of Iraq's illegal oil
export revenues are estimated to be coming from the Syria pipeline alone, with oil sold to Syria
at a significant price discount off of Kirkuk published prices.
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In April 2000, the U.S. Navy stopped a Russian tanker, the Akademik Pustovoit, which it
suspected might be smuggling Iraqi oil. The United Nations later determined that around 20% of
the vessel's gasoil cargo (which Shell said it owned) was of Iragi origin. In April 2001, an Iraqi-
owned vessel -- the Zainab -- sunk off the Dubai coast, leaking over 1,000 tons of smuggled
diesel oil and polluting Gulf waters and UAE beaches. At least two other ships smuggling Iragi
oil sunk during 2001 -- one off the Kuwaiti coast in October, and one in November. During
2001, Iraqi oil smuggling through Iranian waters reportedly was reduced significantly (possibly
50%), as Iran increased its efforts at stopping suspect vessels. In October 2001, the United
Nations discovered that two oil shipments on the "Essex" had been "topped off" after U.N.
inspectors had signed off, adding some 500,000 barrels of crude oil to the ship. The Essex was
chartered by trader Trafigura, run by former employees of Marc Rich.

In late October 2001, the U.N. Sanctions Committee began imposing a so-called "retroactive
pricing” mechanism (proposed by the UK and supported by the United States) to alter the way in
which Iragi oil prices are set. The United States and the UK were concerned that Iraq was using
oil price fluctuations to impose a de facto surcharge on oil purchasers, and that this money was
going directly to the Iraqi government outside of U.N. control. This waz also part of a
continuing effort by the United States, the UK, and others to stop Iraq from forcing buyers to
pay a $0.30-$0.60 per barre] surcharge, paid directly to the Iragi government. Under "retroactive
pricing,” Iraqi oil exports to the United States and Europe (but not Asia) are priced based on oil
market developments through the end of the period covered by a particular oil delivery contract.
Thus, "official selling prices" for Iragi crudes (Kirkuk and Basrah Light) are not known until
after the oil has been loaded and sold. At this point, prices are set at a level high enough to
assure that lifters have no room to pay Iraq the illegal surcharge and still make a profit. By many
accounts, this effort appears to have been at least partly successful in reducing illegal
surcharges, and may also have had the side effect of reducing overall Iraqi oil exports as 2002
has gone on. Iraqgi oil (Kirkuk and Basra Blend) bound for the United States is priced off West
Texas Intermediate, while for Europe, Iraqi oil is priced of f of dated Brent.

On October 31, 2000, the U.N. Sanctions Committee approved an Iragi request to be paid in
Euros, rather than U.S. dollars, for oil exported under the "oil for food" program. On November
16, Irag's State Oil Marketing Organization (SOMO) demanded that companies lifting cargoes
of Iragi crude oil begin paying a fifty cent per barrel surcharge directly to the Iraqi government
(in violation of U.N. sanctions) starting on December 1, 2000.

Oil Field Development, War, and Current Status

Iraq's southern oil industry was decimated in the Gulf War, with production capacity falling to
75,000 bbV/d in mid-1991. The largest producing oil field in this region is Rumaila. The war
resulted in destruction of gathering centers and compression/degassing stations at Rumaila,
storage facilities, the 1.6-million bbl/d (pre-war capacity) Mina al-Bakr export terminal, and
pumping stations along the 1.4-million bbl/d (pre-war capacity) Iragi Strategic (North-South)
Pipeline. Seven other sizable fields remain damaged or partially mothballed. These include
Zubair, Luhais, Suba, Buzurgan, Abu Ghirab, and Fauqi. Generally speaking, oilfield
development plans have been on hold since Iraq's invasion of Kuwait, with Iraqi efforts focused
on maintaining production at existing fields.

The Kirkuk field, with over 10 billion barrels in remaining proven oil reserves, forms the basis
for northern Iraqi oil production. Bai Hassan, Jambur, Khabbaz, Saddam, and Ain Zalah-
Butmah-Safaia are the other currently-producing oil fields in northern Iraq. An estimated 60%
of Northern Oil Company's (NOC) facilities in northern and central Iraq were damaged during
the Gulf War. In 2001, output from all northem fields (Kirkuk, Bai Hassan, Jambar, Khabbaz,
Saddam, Safiya, and 'Ain Zalah/Butnah) was around 1 million bbl/d. In December 2001, the
Turkish Petroleum International Corporation won a U.N.-approved contract to drill for oil in
northern Iraq, specifically at the Khurmala field near Kirkuk. Two Russian companies -- Tatneft
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and Zarubezhneft -- have won U.N. -approved upstream contracts at the Bai Hassan, Kirkuk,
and Saddam fields. Tatneft is to drill 78 new wells in Irag, marking the largest foreign company
oil involvement in Iraq since 1990. In early December 1999, Russian energy company
Zarubezhneft said that it was drilling multiple wells at Kirkuk, and that this did not violate U.N.
sanctions (Russian officials have denied that any work was being done). Zarubezhneft hopes to
boost Kirkuk production capacity from its current 900,000 bbl/d to around 1.1 million bbl/d.

Iraqg's southern fields -- mainly North and South Rumaila, plus al-Zubair, the Missan fields,
West Qurna, Luhais, and Bin Umar -- produced around 1.5 million bbl/d in 2001. Zarubezhneft
also has a contract to drill approximately 100 wells in the North Rumaila field. In January 2002,
Tunisia signed a deal with Iraq to develop an oilfield near the southern province of Najaf.

Another major Iragi oil field is the 11-billion barrel East Baghdad field, which came online in

April 1989, This centrally-located field currently produces 50,000 bbl/d of heavy, 23° API oil as
well as 30 million cubic feet per day (Mmcf/d) of associated natural gas.

In March 2000, U.N. Security Council agreed to double the spending cap for oil sector spare
parts and equipment (under Resolution 1175 of June 20, 1998), allowing Iraq to spend up to
$600 million every 6 months repairing oil facilities. U.N. Secretary General Kofi Annan had
wamned of a possible "major breakdown" in Iraq's oil industry if spare parts and equipment were
not forthcoming. In August 2000, a senior Iraqi oil official stated that delays by the United
Nations in approving contracts to upgrade Iraq's oil sector were threatening production levels,
The United States has said that the $300 million should be used only for short-term
improvements to the Iragi oil industry, and not to make long-term repairs. Iraq's oil sector
distribution plan for the "Oil-for-Food" program's 12th phase reportedly includes $350 million
for upstream contracts, including development work on the Hamrin, Suba, and West Quma
fields.

As of early January 2002, the head of the U.N. Iraq Program, Benon Sevan, expressed "grave
concern” at the volume of "holds" put on contracts for oilfield equipment, and stated that the
entire program was threatened with paralysis. According to Sevan, these holds amounted to
nearly 2,000 contracts worth about $5 billion, about 80% of which reportedly were "held" by the
United States, Overall, Iraq has imported about $1.2 billion worth of equipment to upgrade oil
facilities over the past three years under the "Oil-for-Food" program. Sevan also said that
retroactive pricing was resulting in lower Iragi oil exports, and therefore revenues, under the
"Oil-for-Food" program.

Post-U.N. Sanctions Development Plans

‘ As of October 2002, Iraq reportedly had signed several multi-billion dollar deals with foreign oil
companies mainly from China, France, and Russia. Deutsche Bank estimates $38 billion total on
new fields -- "greenfield" development -- with potential production capacity of 4.7 million bbl/d
if all the deals come to fruition (which Deutsche Bank believes is highly unlikely). Iraq
reportedly has become increasingly frustrated at the failure of these companies actually to begin
work on the ground, and has threatened to no longer sign deals unless firms agreed to do so
without delay. Iraqi upstream oil contracts generally require that companies start work
immediately, but U.N. sanctions overwhelmingly have dissuaded companies from doing so.
Following the lifting of U.N. sanctions, Iraq hopes to increase its oil production capacity to over
6 million bbl/d or higher.

In recent weeks and months, Iraq reportedly has signed a flurry of deals with companies from
Italy (Eni), Spain (Repsol YPF), Russia (Tatneft), France (TotalFinaElf), China, India, Turkey,
and others. According to a report in The Economist, Iraq has signed over 30 deals with various
oil companies, offering generous rates of return ("on the order of 20%") as part of its
"Development and Production Contract” (DPC) model. Iraq introduced the DPC in 2000 to
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replace the previous "Production Sharing Contract” (PSC) arrangement.

Russia, which is owed several billions of dollars by Iraq for past arms deliveries, has a strong
interest in Iragi oil development, including a $3.5-billion, 23-year deal to rehabilitate Iraqi
oilfields, particularly the 11-15 billion barrel West Quma field (located west of Basra near the
Rumaila field). Since the agreement was signed in March 1997, Russia's Lukoil (the operator,
with a 68% share, heading a Russian consortium plus an Iragi company to be selected by the
Iragi government) has prepared a plan to install equipment with capacity to produce 100,000
bbl/d from West Qurna's Mishrif formation. Meanwhile, in August 2000, Iraqi engineers
reportedly completed work on two degassing stations at West Qumna, with two more planned,
potentially raising production at the field (one of the world's largest) significantly, from around
140,000 bbl/d currently. West Quma is believed to have potential production capacity of up to |
million bbl/d. In October 1999, Russian officials reportedly said that Iraq had accepted a
Russian request to delay work on West Quma given the continuation of U.N. sanctions. This
followed an Iraqi warning that Lukoil could lose its contract (and possibly be replaced by
another Russian company) at West Quma if it did not begin work immediately (Lukoil has been
restrained from doing so by U.N. sanctions). As of October 2002, however, Lukoil had not
begun work on West Quma. In October 2002, Lukoil's Chief Executive (Vagit Alekperov) said
his belief that the West Qurna contract would "be upheld no matter what happens” in Iraq, and
that he had received "guarantees” on this matter from Russian President Viadimir Putin.

In October 2000, the Iragi Oil Ministry expressed frustration with the slow pace of progress by
Russian and Chinese firms, and in January 2001, Shell announced that it had held talks with the
Iraqi Oil Ministry regarding "potential opportunities” at the 1-billion-barrel Ratawi oilfield. In
March 2001, the Deputy Oil Minister announced that Iraq might terminate contracts with the
Chinese and Russian companies.

In October 2001, a joint Russian-Belarus oil company, Slavneft, signed a $52 million service
contract with Iraq on the 2-billion-barrel, Suba-Luhais field in southern Iraq, and expecting to
sign a service contract to begin drilling later this year. Full development of Suba-Luhais could
result in production of 100,000 bbl/d at a cost of $300 million over three years. As of March
2002, Slavneft reportedly was awaiting approval from the United Nations to drill 25 wells as
Luhais,

The Saddam field contains 3 billion barrels of oil and 5 trillion cubic feet (Tcf) of associated
gas. Iraq is seeking foreign assistance for a second-phase Saddam development, which would
raise oil production capacity to 50,000 bbl/d, as well as 300 Mmcf/d of gas. In early April 2001,
Russia's Tatneft and Zarubezhneft reportedly received U.N. approval to drill 45 wells in the
Saddam field, plus Kirkuk and Bai Hassan, as part of an effort to reduce water incursion into the
fields. As of October 2002, however, work on these fields had yet to begin.

The largest of Iraq's oilfields slated for post-sanctions development is Majnoon, with reserves of

12-20 billion barrels of 28°-35° API oil, and located 30 miles north of Basra on the Iranian
border. French company TotalFinaEIf reportedly has signed a deal with Iraq on development
rights for Majnoon. Majnoon was reportedly brought onstream (under a "national effort"
program begun in 1999) in May 2002 at 50,000 bbl/d, with output possibly reaching 100,000
bbl/d by the end of 2002 (according to Oil Minister Rashid). Future development on Majnoon
ultimately could lead to production of up to 600,000 bbl/d at an estimated (according to
Deutsche Bank) cost of $4 billion. In July 2001, angered by France's perceived support for the
U.S. "smart sanctions" plan, Iraq announced that it would no longer give French companies
priority in awarding oil contracts, and would reconsider existing contracts as well. Iraq also
announced that it was inclined to favor Russia, which has been supporting Iraq at the U.N.,
Security Council, on awarding rights to Majnoon and another large southern oil field, Nahr
Umar.



Iraq Country Analysis Brief Page Yol 1>

TotalFinaEIf apparently has all but agreed with Iraq on development of the Nahr Umar field.

Initial output from Nahr Umar is expected to be around 440,000 bbl/d of 42° API crude, but
may reach 500,000 bbl/d with more extensive development. The 2.5-4.6 billion-barrel Halfaya
project is the final large field development in southern Iraq. Several companies (BHP, CNPC,
Agip) reportedly have shown interest in the field, which ultimately could yield 200,000-300,000

bbl/d in output at a possible cost of $2 billion.

Smaller fields with under 2 billion barrels in reserves also are receiving interest from foreign oil
companies. These fields include Nasiriya (Eni, Repsol), Tuba (ONGC, Sonatrach, Pertamina),
Ratawi (Shell, Petronas, CanOxy), Gharaf (Japex, TPAQ), Amara (PetroVietnam), Noor (Syria),
and more. Italy's Eni and Spain's Repsol appear to be strong possibilities to develop Nassiriya.

In addition to the 25 new field projects, Iraq plans to offer foreign oil companies service
contracts to apply technology to eight already-producing fields. Meanwhile, Iraq has authorized
“risk contracts" to promote exploration in the nine remote Western Desert blocs. Iraq has
identified at Jeast 110 prospects from previous seismic work in this region near the Jordanian
and Saudi borders. In late 2000, India's ONGC was awarded Block 8 in the Western Desert
region, and in April 2002, Indonesia’s Pertamina signed an exploration contract for Block 3.
Other companies reportedly interested in the Western Desert region include: Repsol, Lundin,
Sonatrach, MOL, Petronas, Ranger, and TPAO.

In total, Deutsche Bank estimates that international oil companies in Irag may have signed deals
on new or old fields amounting to nearly 50 billion barrels of reserves, 4 million bbl/d of
potential production, and investment potential of more than $20 billion. Development of
southern fields may be complicated by infrastructure damage, the presence of land mines (from
the Iran-Iraq war), and marshy conditions. Major companies with deals in Iraq include
TotalFinaEIf (with estimated reserves of 12.5-27 billion barrels, according to the Wall Street
Journal), several Russian companies (Lukoil, Zarubezneft, Mashinoimport, with combined
reserves of 7.5-15 billion barrels), China's National Petroleum Company (CNPC -- 2 billion
barrels or so); and Eni (under 2 billion barrels).

Oil Export Pipelines/Terminals

Iraq’s oil export infrastructure (pipelines, ports, pumping stations, etc.) were damaged in both
the Iran-Iraq War as well as Operation Desert Storm (1991). Currently, the 600-mile, 40-inch
Kirkuk-Ceyhan pipeline is Irag's largest operable crude export pipeline. This Iraq-Turkey link
consists has a fully-operational capacity of 1.1 million bbl/d, but reportedly can handle only
around 900,000 bbl/d. A second, parallel, 46-inch line has an optimal capacity of 500,000 bbl/d
and was designed to carry Basra Regular exports, but at last report was inoperable. Combined,
the two paralle] lines have an optimal capacity of 1.5-1.6 million bbl/d. Expanding capacity to
this level, however, will depend on Iraq's ability to rehabilitate the IT-1 and IT-1A pumping
stations, as well as the Zakho metering station near the Irag-Turkey border and other ongoing
pipeline repairs (including so-called “intelligent pigging") on the 46-inch line. This work
appears (o be well behind schedule, and reportedly will not be completed anytime soon
(although there was at least one report in late May 2002 that the line would be fixed by July).
The 40-inch line has additional pumping stations and fewer bottlenecks than the 46-inch line,
which allows for greater throughput than that of the larger line. Currently, Iraq is bypassing the
crucial but damaged IT-2 pumping station, located about 93 miles south of the Turkish border,
making it more difficult to reach the 1.6 million bbl/d dual-line capacity. To make IT-2
operational, Iraqi officials have said that they need controls and associated valves costing
around $50 million. The IT-1 pumping station near Kirkuk received lighter damage and is
presently functional.

On August 20, 1998, Iraq and Syria (which reopened their border in June 1997 -- after a 17-year
closure -- for trade and official visits) signed a memorandum of understanding for the possible
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reapening of the 50-year-old, rusting Banias oil pipeline from Irag's northern Kirkuk oil fields to
Syria's Mediterranean port of Banias (and Tripoli, Lebanon). As of October 2002, the pipeline
reportedly was being used (see above), and there also was talk of building a new, paralle!
pipeline as a replacement.

In order Lo optimize export capabilities (i.e., to allow oil shipments to the north or south) , Irag
constructed a reversible, 1.4-million bbl/d "Strategic Pipeline” in 1975. This pipeline consists of
two parallel 700,000-bbl/d lines. The North-South system allows for export of northern Kirkuk
crude from the Persian Gulf and for southern Rumaila crudes to be shipped through Turkey.
During the Gulf War, the Strategic Pipeline was disabled after the K-3 pumping station at
Haditha as well as four additional southemn pumping stations were destroyed. In early 2001,
Iragi oil ministry officials claimed that the pipeline had been rehabilitated, providing Iraq with
increased export flexibility. However, a U.N. assessment team which visited Iraq in March 2001
concluded that the country's downstream sector "had declined seriously in many respects” over
the past 18 months, including increased leakage from pipelines, particularly the North-South
"Strategic" line.

In the Persian Gulf, Iraq has three tanker terminals: at Mina al-Bakr, Khor al-Amaya, and Khor
al-Zubair (which mainly handles dry goods and minimal oil volumes). Iraq also has additional
dry goods ports at Basra and at Umm Qasr, which is being outfitted to accommodate crude
tankers. Mina al-Bakr is Iraq's largest oil terminal, with four 400,000-bbl/d capacity berths
capable of handling very large crude carriers (VLCCs). Gulf War damage to Mina al-Bakr
appears to have been repaired in large part and the terminal currently can handle up to 1.2-1.3
million bbl/d. A full return to Mina al-Bakr's nameplate capacity apparently would require
extensive infrastructure repairs. Mina al-Bakr also is constrained by a shortage of storage and oil
processing facilities, most of which were destroyed in the Gulf War.

Irag's Khor al-Amaya terminal was heavily damaged during the Iran-Irag War (and completely
destroyed during Operation Desert Storm in 1991) and has been out of commission since then.
As of March 2001, reports indicated that Iraq had largely completed repairing two berths at
Khor al-Amaya. According to the Iragi Oil Ministry, the terminal, with export capacity of
500,000-700,000 bbl/d, would "soon be ready to receive oil tankers." Upon full completion of
repairs, Iraq projects Khor al-Amaya's capacity will rise to 1.2 million bbl/d, and will help
prevent delays at Mina al-Bakr while repairs are conducted there. In March 2002, Platt’s
Oilgram News reported that a Russian company was "awaiting the green light from the U.N.....to
help restore Iraq's Mina al-Bakr and Khor al-Amaya crude loading platforms." Iraq will need
U.N. Security Council approval to export from Khor al-Amaya, since it is not part of the
approved export outlet of Mina al-Bakr.

Refining

Iraq's refining capacity as of January 2002 was believed to be over 400,000 bbl/d (although the
Iragis claim 700,000 bbl/d), compared to a pre-Gulf War, nameplate capacity of 700,000 bbl/d.
Iraq has 10 refineries and topping units. The largest are the 150,000-bbl/d Baiji North, 140,000-
bbl/d (or higher) Basra, and 100,000-bbl/d Daura plants. During the Gulf War, both Baiji in
northern Iraq as well as the refineries at Basra, Daura, and Nasiriyah were severely damaged.
Today, a lack of light-end products, low quality gasoline, and rising pollution levels because of
a lack of water treatment facilities are some problems faced by Iraq's refining sector. Post-
sanction plans include attracting foreign investment to perform refinery upgrades (Iraq has
identified dozens of such projects) and to build a new $1-billion, 290,000-bbl/d "Central"
refinery near Babylon.

NATURAL GAS
Iraq contains 110 trillion cubic feet (Tcf) of proven natural gas reserves, along with roughly 150
Tcf in probable reserves. About 70% of Irag's natural gas reserves are associated (i.e., natural
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gas produced in conjunction with oil), with the rest made up of non-associated gas (20%) and
dome gas (10%). Until 1990, all of Iraq’s natural gas production was from associated fields. In
2000, Iraq produced 111 billion cubic feet (Bcf) of natural gas, down drastically from peak
output levels of 700 Bef in 1979. Within two years after the lifting of U.N. sanctions, Iraq hopes
to produce 550 Bcf., and within a decade, Iraq aims to be producing about 4.2 Tcf of natural gas
annually. Since most of Irag's natural gas is associated with oil, progress on increasing the
country's oil output will directly affect the gas sector as well. Natural gas is both produced with
oil and also used for reinjection for enhanced oil recovery efforts, Generally, Irag's policy is to (
award gas and oil concessions to companies from countries supporting the easing or lifting of
U.N. sanctions (i.e., France, China, Russia). Russian companies reportedly are hoping to
develop a number of natural gas production and processing facilities in Iraq, including a group
of fields in the Misan region of southern Iraq.

Main sources of associated natural gas are the Kirkuk, Ain Zalah, Butma, and Bai Hassan oil
fields in northern Iraq, as well as the North and South Rumaila and Zubair fields in the south.
The Southern Area Gas Project was completed in 1985, but was not brought online until
February 1990. It has nine gathering stations and a larger processing capacity of 1.5 billion
cubic feet per day. Natural gas gathered from the North and South Rumaila and Zubair fields is
carried via pipeline to a 575-Mmcf/d natural gas liquids (NGL) fractionation plant in Zubair and
a 100-Mmcf/d processing plant in Basra. At Khor al-Zubair, a 17.5-million-cubic-foot LPG
storage tank farm and loading terminals were added to the southern gas system in 1990,

Iraq's only non-associated natural gas production is from the al-Anfal field (200 Mmcf/d of
output) in northern Iraq. Al-Anfal production is piped to the Jambur gas processing station near
the Kirkuk field, which is 20 miles away. Al-Anfal's gas resources are estimated at 4.5 Tcf, of
which 1.8 Tcf is proven. In December 2001, Russia's Gazprom reportedly was negotiating
possible development of al-Anfal, In November 2001, a large non-associated natural gas field
reportedly was discovered in the Akas region of western Iraq, near the border with Syria, and
containing an estimated 2.1 Tcf of natural gas reserves. It is not clear whether or not the field is
associated or non-associated.

In August 2001, Iraqi oil minister Rashid announced that Iraq had reached an agreement with
Turkey to build a $2.5 billion gas pipeline to Turkey, and possibly on to Europe. Iraq aims to
increase its natural gas exports to Europe, and Turkey could be a key transit center. Iraq also
would like to export natural gas to Syria, Lebanon, and Jordan.

ELECTRIC POWER

Around 85%-90% of Iraq's national power grid (and 20 power stations) was damaged or
destroyed in the Gulf War. Existing generating capacity of 9,000 megawatts (MW) in December
1990 was reduced to only 340 MW by March 1991. In early 1991, transmission and distribution
infrastructure also was destroyed, including the 10 substations serving Baghdad and about 30%
of the country's 400-kilovolt (kV) transmission network. In early 1992, Iraq stated that it had
restarted 75% of the national grid, including the 1,320-MW Baiji and Mosul thermal plants as
well as the Saddam Dam. In 1998, Irag's maximum available electric generation capacity was
estimated (by Iraq) at around 4,000 MW, with a report in November 1999 indicating that this
figure may have increased even further, to 6,000 MW, Despite this increase, power continues to
be rationed throughout the country.

According to a report by U.N. Secretary General Kofi Annan, Iraq's power deficit stood at 1,800
MW as of August 2000, with blackouts a common occurrence. Iraq reportedly has signed
contracts for renovating two generation units at the Harithah power plant, and another to rebuild
the Yusufiyah plant, which stopped operating in 1990. Iraq's Electricity Authority reportedly
also has signed several other contracts with Chinese, Swiss, French, and Russian companies, (o
build 3,000 MW of additional power generating capacity. These contracts require U.N,
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approval, and Iraq has claimed that the United States and Britain are blocking $1.5 billion worth
of electrical equipment it has requested, In December 2000, it was reported that a Chinese
company had completed work on the Abdullah power plant north of Baghdad. In October 2001,
it was reported that Russia's Mosenergomontazh was working to modernize Iraq's Southern Heat
and Power Plant in Najibia, Basra province. The project aims to add 200 MW of generating
capacity to Iraq's grid. In August 2002, the Najaf governate in southern Iraq announced that two
new power plants, with a combined capacity of 20 MW, had come online.

Sources for this report include: Agence France Presse; Associated Press; BBC Summary of
World Broadcasts; Business Week; Chicago Tribune; CIA World Factbook 2002; Deutsche
Bank; Dow Jones; DRYWEFA,; The Economist; Economist Intelligence Unit; Energy Compass;
Financial Times; Gulf News; Hart's Africa Oil and Gas; Interfax News Agency; Janet Matthews
Information Services (Quest Economic Database); Los Angeles Times; Middle East Economic
Survey; New York Times; Oil & Gas Journal; Oil Daily; Petroleum Economist, Petroleum
Intelligence Weekly; Platt's Oilgram News; Reuters News Wire; Russian Oil and Gas Report,
U.N. Office of the Iraq Programme; U.S. Energy Information Administration; U.S. Department
of State; Wall Street Journal Europe; Washington Post; Weekly Petroleum Argus; World
Markets Energy.

COUNTRY OVERVIEW

Head of Government: Saddam Hussein al-Takriti

Deputy Prime Minister: Tariq 'Aziz

Independence: October 3, 1932

Population (7/01E): 23.3 million

Location/Size: Middle East/168,709 square miles, slightly more than twice the size of Idaho.
Major Cities: Baghdad (capital), Basra, Mosul, Karbala, Kirkuk

Languages: Arabic, Kurdish

Ethnic Groups: Arab 75-80%, Kurdish 15-20%, Turkmen, Assyrian, or other 5%

Religions: 97% Muslim (Shi'a 60-65%, Sunni 32-37%), Christian or other (3%)

Defense (2001E): Army (375,000); Air Force (30,000); Navy (2,000). Iraq is believed to have
2,200 main battle tanks and over 300 combat aircraft (of which as few as 100 may be
serviceable); Paramilitary Forces (42,000-44,000, including Security Troops, Border Guards, and
"Saddam's Fedayeen")

ECONOMIC OVERVIEW

Currency: Iraqi Dinar (ID)

Unofficial Exchange Rate (9/02E): US$1 = ID1,990 (note: the official rate is US$1 = ID 0.3)

Gross Domestic Product (at market exchange rates) (2002E): $28.6 billion

Gross Domestic Product (at purchasing power parity rates) (2002E): $15.5 billion (around

one-third of 1989's economic output)

Real GDP Growth Rate (2001E): 3.2% (2002E): (-3%)-1.5% (2003F): 1.9%-6%

Inflation Rate (consumer prices) (2001E): 28.1% (2002E): 24.6% (2003F): 17.6%

Major Export Products (2002): Crude oil and oil products (regulated by the United Nations)

}h:liajor Import Products (2002): Food, medicine, consumer goods (regulated by the United /
ations)

Merchandise Exports (2001E): $15.8 billion

Merchandise Imports (2001E): $11.0 billion

Merchandise Trade Balance (2001E): $4.8 billion

Current Account Balance (2001E): $0.9 billion

Oil Export Revenues (2002E): $13.1 billion (includes $3 billion or so in smuggling)

Oil Export Revenues/Total Export Revenues (2002E): 95% or more

Total External Debt (2001E): $62.2 billion
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ENERGY OVERVIEW

Minister of Qil: Amir Muhammad Rashid al-Ubaydi

Proven Qil Reserves (1/1/02E): 112.5 billion barrels (around 75 billion barrels of which has
not yet been developed: potential reserves are as high as 200 billion barrels

0il Production (January-July 2002E): 1.99 million barrels per day (bbl/d), of which 1.97
million bbl/d is crude oil (note: Iraqi oil production was 2.45 million bbl/d in 2001)

0il Production Capacity, Maximum Sustainable (10/02E): 2.8-3.0 million bbl/d

Oil Export Routes: Kirkuk-Ceyhan pipeline; Mina al-Bakr port; to Jordan and Turkey via
truck; reportedly to Syria via the Kirkuk-Banias pipeline; smuggling by boat along the Gulf
coast

Oil Consumption (2002E): 460,000 barrels per day (bbl/d)

Net Oil Exports (January-July 2002E): 1.5 million bbl/d

U.S. Oil Imports from Iraq (January - July 2002E): 566,000 bbl/d (down from 795,000 bbl/d
during 2001)

Crude Qil Refining Capacity (1/1/02E): 417,500 bbl/d (according to the Qil and Gas Journal)
Natural Gas Reserves (1/1/02E): 109.8 trillion cubic feet (Tcf)

Natural Gas Production/Consumption (2000E): 111 billion cubic feet (Bcf)

Electricity Generation Capacity (2000E): 9.5 gigawatts (90% thermal)

Electricity Production (2000E): 27.3 billion kilowatthours

ENVIRONMENTAL OVERVIEW

Total Energy Consumption (2000E): 1.09 quadrillion Btu* (0.3% of world total energy
consumption)

Energy-Related Carbon Emissions (2000E): 20.2 million metric tons of carbon (0.3% of
world total carbon emissions)

Per Capita Energy Consumption (1999E): 51.7 million Btu (vs U.S. value of 355.8 million
Btu)

Per Capita Carbon Emissions (2000E): 0.88 metric tons of carbon (vs U.S. value of 5.6 metric
tons of carbon)

Energy Intensity (1999E): 14,895 Btu/ $1995 (vs U.S. value of 11,138 Btu/ $1995)**
Carbon Intensity (1999E): 0.28 metric tons of carbon/thousand $1995 (vs U.S. value of 0.18
metric tons/thousand $1995)**

Sectoral Share of Energy Consumption (1998E): Transportation (56.9%), Industrial (33.9%),
Residential (9.2%), Commercial (0.0%)

Sectoral Share of Carbon Emissions (1998E): Transportation (61.1%), Industrial (28.9%),
Residential (9.9%), Commercial (0.0%)

Fuel Share of Energy Consumption (2000E): Oil (88.6%), Natural Gas (10.6%)

Fuel Share of Carbon Emissions (2000E): Qil (90.4%), Natural Gas (10.6%)

Renewable Energy Consumption (1998E): 7 trillion Bwu* (0% increase from 1997)

Number of People per Motor Vehicle (1998): 17.8 (vs U.S. value of 1.3)

Status in Climate Change Negotiations: Iraq is not a signatory to the United Nations
Framework Convention on Climate Change or to the Kyoto Protocol.

Major Environmental Issues: Government water control projects have drained most of the
inhabited marsh areas east of An Nasiriyah by drying up or diverting the feeder streams and
rivers; a once sizable population of Shi'a Muslims, who have inhabited these areas for thousands
of years, has been displaced; furthermore, the destruction of the natural habitat poses serious
threats to the area's wildlife populations; inadequate supplies of potable water; development of
Tigris-Euphrates Rivers system contingent upon agreements with upstream riparian Turkey; air
and water pollution; soil degradation (salination) and erosion; desertification.

Major International Environmental Agreements: A party to the Law of the Sea and the
Nuclear Test Ban. Has signed, but not ratified, Environmental Modification.

* The total energy consumption statistic includes petroleum, dry natural gas, coal, net hydro,
nuclear, geothermal, solar, wind, wood and waste electric power. The renewable energy
consumption statistic is based on International Energy Agency (IEA) data and includes
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hydropower, solar, wind, tide, geothermal, solid biomass and animal products, biomass gas and
liquids, industrial and municipal wastes. Sectoral shares of energy consumption and carbon
emissions are also based on IEA data.

**GDP based on EIA International Energy Annual 2000

OIL AND GAS INDUSTRY

Major Companies: The Oil Ministry oversees the nationalized oil industry through the Irag
National Oil Company (INOC). Autonomous companies under INOC include the Srare
Company for Qil Projects (SCOP) - design and engineering of upstream and downstream
projects, Qil Exploration Company (OEC) - exploration; Northern Oil Company (NOC) and
Sourhern Oil Company (SOC) - upstream activities in northern/central and southern Iraq,
respectively; State Organization for Qil Marketing (SOMO) - crude oil sales and OPEC
relations; Iraqi Oil Tankers Company (I0TC), and various departments within the Ministry of
Oil which run Irag's internal pipeline systems, distribute oil products, operate downstream
natural gas/LPG projects and gas bottling plants. In August 2001, Iraqi oil minister Rashid
announced that a new state oil company ("Oil Projects Company") would be created to oversee
development of new Iraqi discoveries.

Major Oil Fields (proven reserves - billion barrels, 2001E): Majnoon (12.1-20.0), West
Quma (11.3-15.0), East Baghdad (11+), Kirkuk (10+), Rumaila (10+), Nahr bin Umar (6+),
Rattawi (3.1), Halfaya (2.5-4.6), Nassiriya (2-2.6), Suba-Luhais (2.2), Tuba (1.5), Khurmala
(1.0), Gharaf (1.0-1.1), Rafidain (0.7), Amara (0.5)

Oil Refineries (crude refining capacity bblVd, 2001E): Baiji (150,000), Basra (140,000),
Daura (100,000), Khanakin (12,000), Haditha (7,000), Muftiah (4,500), Qayarah (2,000) (Note:
Iraq reportedly is constructing several 10,000-bbl/d mobil refineries).

Major Ports: Mina al-Bakr (1.2 million bbl/d current capacity), Khor al-Amaya, Khor al-
Zubair, Umm Qasr

Major Pipelines (current capacity); Kirkuk-Ceyhan (Dortyol) Pipeline - 0.9 million bbl/d
(optimal capacity on the two lines to Ceyhan is potentially around 1.5-1,6 million bbl/d); Iraq-
Saudi Arabia Pipeline (IPSA1, 2) - possibly 1.65 million bbl/d (closed by Saudi Arabia in
1990); Banias/Tripoli Pipeline - possibly 0.3 million bbl/d (closed by Syria in 1982); Iraq
Strategic Pipeline - less than 1.4 million bbl/d (reversible, internal transportation only)

LINKS

For more information on Iraq, see these other sources on the EIA web site:
Iraq.Chronology: 1980-2002
EJA - Country Information on Irag

Links to other U.S. government sites:

2002 CIA World Factbook - Iraq

U.S. Office of Foreign Assests Control (for information on Iragi Sanctions)
U.S. State Department's Consular Information Sheet - Iraq
Library of Congress -- Iraq Country Study

The following links are provided solely as a service to our customers, and therefore should not
be construed as advocating or reflecting any position of the Energy Information Administration
(EIA) or the United States Government. In addition, EIA does not guarantee the content or
accuracy of any information presented in linked sites.

fice of the U. 1l Resolutions Relating to [rag
Permanent Mission of Iraq to the United Nations
ME_AE;I!:QIC___Bullc tin

University of Texas at Austin -- Iraq Page
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Harvard University -- Iraq Page
University of Pennsylvania -- Middle East Center
Planet Arabia.com

AME Info Middle East Business Information

If you liked this Country Analysis Brief or any of our many other Country Analysis Briefs, you
can be automatically notified via e-mail of updates, You can also join any of our several mailing
lists by selecting the listserv to which you would like to be subscribed. The main URL for
listserv signup is hitp://www eia.doe.gov/listserv_signup.html. Please follow the directions
given. You will then be notified within an hour of any updates to Country Analysis Briefs in
your area of interest.
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THE ROAD TO ECONOMIC PROSPERITY
FOR A POST-SADDAM IRAQ

ARIEL COHEN, PH.D., AND GERALD P. O'DriscoLL, JR., PH.D.

As the Bush Administration and Iraqi opposition
groups plan the future of a post-Saddam Hussein
Iraq without its weapons of mass destruction
(WMD), economic issues loom large. Irag’s econ-
omy has been grossly mismanaged, and its people
largely repressed, for 40 years.

Iraq desperately needs an alternative 1o the failed
policies of its dictator. Sound economics are needed
10 help the Iraqi people rebuild their lives and their
country after two decades of wars and four decades
of repression under the current regime. The U.S.
government, the oil industry, and international
financial institutions should provide technical
expertise to the future government of Iraq to divest,
privatize, and modernize its national economy.

Saddam's Devastation of Iraq’s Economy. Sad-
dams regime has succeeded in bankrupting the
country even though Iraq boasts the worlds second
largest oil reserves after Saudi Arabia, estimated at
112 billion barrels of oil and potentially even
higher. The oil sector provides more than 60 per-
cent of the country’ gross domestic product (GDP)
and 95 percent of its hard currency earnings. Yet
GDP for 2001, at the market exchange rate, is esti-
mated to be only about one-third its level in 1989
Iraq also is hobbled by its $140 billion foreign debt.
This devastation was wrought by such policies as

the nationalization of the country’ chief export
commodity, oil, extensive central planning of
industry and trade; the 1982-1988 war against
Iran; and the invasion of
Kuwait, which precipi-
tated the 1991 Gulf War.
According to the U.S.
General Accounting
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dam’s unaccounted reve-
nues are at least $6.6
billion—money that he
has been free 1o spend to
develop WMD and sup-
port terrorism in spite of
economic sanctions
imposed by the United
Nations after the Persian Gulf War 1o force him to
give up his WMD. And Saddam still stubbornly
refluses to meet the terms (or lifting the economic
sanctions that the United Nations has imposed on
his regime.

This paper, in Its entirety, can be

found at: www.herilage.org/
research/middleeast/bg1633.gfm
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The road to economic prosperity in Iraq will not
be easy, but the Bush Administration can help the
new government achieve fundamental structural
reform with massive, orderly, and transparent priva-
tization of various sectors of the economy, including
the oil industry.

Building a Post-Saddam Iraq. The new govern-
ment established by the people of Iraq should rep-
resent all the major sub-national groups—the Shiite
Arabs, the Sunni Arabs, and the Kurds. The best
model is a federal system that includes the various
factions. Iraqi opposition leaders will need a com-
mitment, from the United States and international
financial institutions, that they will furnish neces-
sary expertise and technical assistance. To gain that
commitment, Iraq will need to abandon its statist
policies and become fully committed to the princi-
ples of a market economy.

Promoting Privatization. Privatization efforts in
other countries show that privately held infrastruc-
ture, oil, and oil service companies generate greater
efficiencies, improved production, and higher reve-
nues than do centrally planned and state-owned
industries. The same can be achieved in Iraq, whose
oil industry cannot thrive without access to global
capital markets. The Administration should work
with [raq$ future federal government to develop
mechanisms for privatizing these industries, taxing
oil sales, and sharing the proceeds equitably with
the three major ethnic regions—the Shiite Arabs in
the South, the Kurds in the North, and the Sunni
Arabs in the central region

As the end of Saddam’s regime will mean the end
of the U.N. sanctions, the rationale for the UN.-
administered oil-for-food program will be removed.
Absent the threat of an Iraqi program to develop
weapons of mass destruction, the Bush Administra-
tion should not support leaving the oil-for-food
program in place, let alone expanding it. The tem-
porary U.S. administration and the future govern-
ment of Iraq should also remove Ba'ath cadres loyal
to Saddam and his clan in the national oil ministry
and the Iragi National Oil Company.

During the 1990s, Saddam attempted to disman-
tle the U.N. Security Council sanctions or “encour-
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age” permanent members to veto the use of force
against Iraq by allocating lucrative contracts for the
development of giant Iraqi oil fields to companies
from Russia, France, and China. The power of Sad-
dam'’s regime to allocate these contracts in view of
their corrupt nature is questionable, and the cir-
cumstances surrounding the granting of these con-
tracts need to be re-examined.

Needed: Comprehensive Economic Reform.
The Bush Administration, its allies, and interna-
tional organizations should prepare, encourage, and
support the future leaders of a post-Saddam Iraqi
government to develop a comprehensive economic
reform package. Specifically, in addition to the
reforms outlined above, a new federal Iraqi govern-
ment must take steps to create a modern legal envi-
ronment that recognizes property rights and is
conducive to privatization; educate and prepare the
people of Iraq for structural economic reform and
privatization through a public information cam-
paign; deregulate prices internally, including in the
utilities and energy sector, prepare state assets,
including industries, utilities, transportation, pors
and airports, pipelines, and the energy sector, for
privatization; keep the budget balanced and infla-
tion, taxes, and tariffs low; and liberalize and
expand trade, and launch an effort for Iraq to join
the World Trade Organization.

Conclusion, Economic growth will be an impor-
tant contribution to the stabilization of Iraq, allow-
ing the United States and other forces stationed
there to depart after assuring that Iraqgs WMD
threat and repressive regime have ended. Structural
reform and comprehensive privatization is a win-
ning strategy for the people of Iraq, its future gov-
ernment, the region, and the United States.

—Ariel Cohen, Ph.D., is Research Fellow in Russian
and Eurasian Studies in the Kathryn and Shelby Cullom
Davis Institute for International Studies, and Gerald P
O'Driscoll, Jr, Ph.D., is former Director of the Center
for International Trade and Economics, at The Heritage
Foundation. This paper is updated from Backgrounder
No. 1594, published on September 24, 2002.

NOTE: Nothing written here is to be construed as necessarily reflecting the views of The Heritage Foundation or as an
attempt to aid or hinder the passage of any bill before Congress.
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THE ROAD TO ECONOMIC PROSPERITY
FOR A PoST-SADDAM IRAQ

ARIEL COHEN, PH.D., AND GERALD P. O°'DRISCOLL, JR., PH.D.

As the Bush Administration and Iragi opposition
groups plan the future of a post-~Saddam Hussein
Iraq without its menacing arsenal of weapons of
mass destruction (WMD), economic issues loom
large. Iraq’s economy has been grossly mismanaged
for 40 years, and its people desperately need an
alternative stralegy 1o supplant the failed policies of
its dictator. Sound economics are needed to help
them rebuild their lives and their country after two
decades of wars and four decades of repression
under the current regime.

Saddam Hussein’s regime has succeeded in bank-
rupting the country even though it boasts 112 bil-
lion barrels of oil in reserves—the world's second
largest after Saudi Arabia’.! According to some
experts, Iraqi reserves can be as large as 220 billion
barrels—equal to those of Saudi Arabia.? Gross
domestic product (GDP) for 2001, at the market
exchange rate, however, is estimated 1o be only
about one-third the level in 19893 Iraq also is hob-
bled by its $140 billion foreign debt.*

This devastation was wrought by such policies as
the nationalization of the country’s chiel export

commodity, oil; extensive
central planning of indus-
try and trade; the 1982-
1088 war against Iran; and
the invasion of Kuwait,
which precipitated the
1991 Gulf War. And Sad-
dam still stubbornly
refuses to meet the terms
for lifting the economic
sanctions that the United
Nations has imposed on
his regime

Saddam also has suc-
ceeded in diverting at least
$6.6 billion—primarily in
revenues from smuggled
oil and kickbacks—to his
program to develop
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nuclear, chemical, and biological weapons and plat-

1. Carola Hoyos, "Baghdad Re-eniry to Market ‘Could Have Big Impact’,” Financial Times, February 21, 2003, p. 6.
2. John Dennelly, “Planning Is Underway to Manage Iraqi Oil,” Boston Globe, January 26, 2003, quoting James A. Placke of

Cambridge Energy Research Associates,

3. US. Department of Energy, Energy Information Administration, “Iraq. Country Overview,” at hitp-//www.cia.doe.goviemew/

cabs/irag.html

4. [bid.
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forms for their delivery. He continues to support
terrorist organizations, such as Hamas and the Pop-
ular Front for the Liberation of Palestine (PFLP),
which the U.S. Department of State includes on its
list of state sponsors of terrorism.> Presumably, a
post-war U.S. military presence in Iraq and Iraq’s
future security forces will ensure that the new Iraqi
government does not continue to develop WMD
and support terrorism.

The future of Iraq depends not only on the ouster
of the country’s repressive regime, but also on the
ability of the new Iraqi leaders to reverse the dam-
age through policies that will spur real economic
growth. The sooner the threat from Saddams WMD
programs ends and the Iraqi economy recovers, the
sooner the United States and the other security
forces will be able to depart.

A double strategy of ensuring security and
enabling economic growth will need international
support. The Bush Administration should help
Iraqi opposition leaders to develop an economic
reform package for their country. The new post-
Saddam federal government should develop a mod-
ern legal system that recognizes property rights and
is conducive to privatization; create a public infor-
mation campaign that prepares the people for struc-
tural reforms and privatization; hire expatriates and
Western-educated Arabic speakers with financial,
legal, and business expertise for key economic posi-
tions; deregulate prices, including prices in the util-
ity and energy seclors; prepare state assels in the
utility, transportation, pipeline, energy, and other
sectors for privatization; keep the budget balanced
and inflation, taxes, and tariffs low; liberalize and
expand trade; and launch an effort to join the
World Trade Organization (WTO).

i:.
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THE TOUGH ECONOMIC ROAD AHEAD

Iraq’s Lifeblood: Oil. As Chart 1 and Chart 2
show, the Iraqi economy is dominated by the oil
sector, which provides more than 60 percent of
Iraq’s GDP and 95 percent of its hard currency earn-
ings.® The economic sanctions imposed by the U.N.
in the past decade in an effort to force Saddam to
give up his weapons of mass destruction not only
have not worked, but also have helped to depress
foreign trade.

According to the U.S. General Accounting Office,
however, oil smuggling and illegal surcharges of 25
cents to 50 cents a barrel on legal oil purchases
under the U.N. oil-for-food program bolster Sad-
dam’s regime. These illegal activities from 1996—
2002 have provided unaccounted revenues of at
least $6.6 biilion,7 which Saddam has been free to
spend to develop WMD and support terrorism.

How much Saddam is actually spending on his
deadly arsenal is hard to tell. The lack of informa-
tion is so pervasive that the international financial
institutions (IFls), foreign government agencies,
and private businesses that provide country eco-
nomic analysis and data do not publish any official
economic statistics or estimates for Iraq.

This means that no recent data on Iraqi govern-
ment consumption of GDP are available. In 1993,
the most recent year for which data are available,
government consumption amounted to 13.9 per-
cent of GDP. According to the Economist Intelli-
gence Unit,

Oil revenue has been the mainstay of
government income since the 1950s. In
1968 the oil-based nature of the economy
was reinforced by the introduction of a
centralized socialist system, with the

5. U.S. Department of State, Office of the Coordinator for Counterterrorism, “Appendix B: Background Information on Terrorist
Groups,” in Patterns of Global Terrorism—2000, April 30, 2001, at http://www state.gov/s/cUrls/pgtrpt/2000/2450.htm.

6. Energy Information Administration, “Iraq: Country Overview."

7. U.5. General Accounting Office, U.S. Confronts Significant Challenges in Implementing Sanctions Against Iraq, GAO-02-625,

May 2002, at http:/iwww gao.gov/atext/d02625.txt.

8. Alix Freedman and Steve Stecklow, “Secret Pipeline: How Iraq Reaps lllegal Oil Profits,” The Wall Street Journal, May 2, 2002

9. Gerald P O'Driscoll, Jr., Edwin J. Feulner, and Mary Anastasia O'Grady, “Iraq,” in 2003 Index of Economic Freedom (Washing-
ton, D.C.: The Heritage Foundation and Dow Jones & Company, Inc., 2003),

NOTE: Nothing written here is to be construed as necessarily reflecting the views of The Heritage Foundation or as an
attempt to aid or hinder the passage of any bill before Congress.
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government regulating all aspects of
economic life other than peripheral
agriculture, personal services and trade. ...
Meanwhile, the states centrality to the
economy has increased because the vast
majority of imports and foreign exchange

have been controlled by the government.'®

The socialist Ba'ath government has demon-
strated gross mismanagement of the oil sector. Dur-
ing the 1960s, exploration stopped and the sector
was nationalized, which bred corruption and mis-
management. Oil production has barely increased
since 1980. In 2001, oil production stood at
approximately 2.8 million barrels a day. Today, Sad-
dams regime controls oil exploration, extraction,
refining, pipelines, ports, and all wtilities, but oil
export prices are set by the U.N. sanctions regime.

Taxing Imports, But Not Smugglers. The Econ-
omist Intelligence Unit notes that direct taxation
has never been a preferred means of raising revenue
in Iraq.'! As the International Monetary Fund
(IMF) reports, “imports are restricted by [U.N.]
sanctions. All imports subject to import duty are
also subject 10 a customs surcharge. ... Imports of
commodities are normally handled by the public
sector."'? Although the government of Iraq inspects
and regulates all imports, a small private sector is
involved in considerable smuggling and black mar-
ket currency exchange activities.

Tough Investment Environment. Even though
Iraq has permitted some foreign investment in its
oil industry and private sector, mainly to help it
rebuild from the damage of the Gulf War, it dis-
courages most capital inflows. The legal system
does not guarantee contracts. Inflation in Irag
remains high. From 1994 to 2001, Iraqs weighted
average annual rate of inflation was 80.4 percent;
for 2001-2002, the rate ranged from 60 percent 1o
70 pcrcenl.”'

Backgier
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The government controls almost all prices, and
rationing is the norm for items like food. The
regime continues to distribute imported goods in
what is essentially a highly centralized command
economy structure, although it does retain the abil-
ity to skew the distribution of food and other items
as a way 1o favor cronies.

There is no application of modern property
rights protected by legislation and enforced through
the courts. The Revolutionary Command Council
(RCC) of Iraq holds all executive, legislative, and
judicial authority. The RCC5 chairman, Saddam
Hussein, appoints a council of ministers who are
theoretically vested with executive authority, but in
fact they are able only to rubber-stamp the deci-
sions of the RCC and its chairman. The judiciary is
not independent; consequently, there is no check
on Saddam’s power (0 override any court decision.

AFTER SADDAM: THE OUTLOOK FOR IRAQ
AND WORLD ENERGY MARKETS

One thing is clear: Saddam’s regime, obsessed
with conlrofand coercion, is destroying the wealth
of the Iraqi people. After liberation from this
regime, it will be important for the Iraqi people to
rebuild their economy (especially the oil sector),
increase GDP and improve the standard of living,
attract [oreign investment, and improve govern-
ment services through privatization.

The Cost of Rebuilding, The cost of rebuilding
the country will be high. If Operation Desert Storm
reconstruction costs are used as the basis for esti-
mation, the cost of rebuilding Iraq after Saddam’
regime falls will be in the $50 billion 1o $100 bil-
lion range.'* Together with repaying the Iraqi for-
eign debt (estimated at from $60 billion-$140
billion) and compensation costs to Kuwait and
other countries (over $20 billion), the more realistic
figure is $200 billion. !> However, as long as struc-
tural economic reforms are undertaken, Iraqs vast
oil reserves and rebuilt economy, including the

10, Ibid.

11. Economist Intelligence Unit, “Country Report, July 2002."

12. O'Driscoll et al., *Iraq,” in 2003 Index of Economic Freedom.
13. Ibid.

14. Bill Gertz, “Tab to Rebuild Iraq, Kuwait Estimated at $100 Billion,” The Washington Times, March 4, 1991, More recent esti-

mates confirm this range.
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revamped oil sector, are likely to provide the funds
needed to rebuild and boost economic growth.

Thus, the United States and the people of Iraq
have the same interest at heart: maximize lraq’ eco-
nomic performance. Without private ownership,
however, oil will remain politicized and misman-
aged. A group of Iragi-born oil experts stated in
December 2002, after a conference on the future of
the Iraqi oil sector sponsored by the U.S. State
Department, that

The aspiration of the group is a
rehabilitated, globally connected oil and
gas sector.... Oil will remain the primary
source of revenue and will play a pivotal
role in the country’s economic
reconstruction. The group recognized the
need to establish a favorable investment
climate and attract international and
inward capital in the reconstruction and
growth of the industry. It saw the
importance of introducing modern
technology, know-how and management
skills.1®

Thus, the exiles fell short of calling for post-Sad-
dam privatization of the Iragi economy.

Secretary of State Colin Powell has said that “The
oil of Iraq belongs to the Iragi people.... [Ijt will be
held for and used for the people of Iraq. It will not
be exploited for the United States' own purpose...."
But this does not preclude the United States from
offering its guidance to the future government of
Iraq on establishing sound economic and trade pol-
icies 1o stimulate growth and recovery' ' It would
be counterproductive to empower either U.N.
bureaucrats or Iraqi officials loyal 1o the Ba'ath
party and Saddam to run the Iraqi oil industry.

_ BackGTiider
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The Bush Administration, through its executive
directors at such IFls as the IMF and World Bank,
as well as other international governmental and
non-governmental organizations, should begin to
advise the future leaders of Irag’s next government
to establish policies that will lead to a thriving mod-
ern economy. These policies should be based on
“best practices” developed around the world in the
1990s, when the largest government privatizations
in history occurred.

During the Iran-Iraq War and the post-Gulf War
sanctions period, Iraqi petroleum production
declined significantly. Saudi Arabia filled the void,
generating a net profit of $100 billion, The funds it
generated represent monies that should have bene-
fited the Iragi people.'® (See Chart 3.)

Following the demise of Saddam Hussein, it is
unlikely that the Saudi kingdom would transfer a
fraction of its production quota under the Organi-
zation of Petroleum Exporting Countries (OPEC)
regime to Iraq to compensate for those lost profits
and facilitate its rebuilding, [raq will need (o ensure
cash flow for reconstruction regardless of OPEC
supply limitations. Combined with the potential
privatization of the oil industry, such measures
could provide incentives for Iraq to leave the OPEC
cartel down the road, which would have long-term,
positive implications for global oil supply.

Potential Benefits of Leaving the OPEC
Regime. An Iraq outside of OPEC would find avail-
able from its ofl trade an ample cash flow for the
country’s rehabilitation. Its reserves currently stand
at 112 billion barrels, but according to the U.S.
Energy Information Administration, it may have as
much as 200 billion barrels in reserve.!® Estimates
by Iraqi oil officials are even higher: According to
Oil Minister Amir Muhammad Rashad®® and Senior
Deputy Qil Minister Taha Hmud, the reserves could

15 Julian Borger, “Post-Saddam Iraq Will Cost You, U.S. Warned,” The Guardian, August 2, 2002, at hitp://www guardian. co.ul/
bush/story/0,7369,767755,00.html. Lawrence Lindsey, Director of the National Economic Council, is quoted as estimating a
cost for the Iraq war of between $100 billion and $200 billion. It is unclear what is included in that figure. See Bob Davis,
“Bush Economic Aide Says Cost of Iraq War May Top $100 Billion,” The Wall Street journal, Sepiember 16, 2002, p. 1

16. Vicki Silverman, “Iraqi Professionals Discuss the Future of Local Government and Oil,” U.S. Department of State, Office of
International Information Programs, December 31, 2002, at hutp://usinfo.state.gov/regional/nea/irag/text/ 1231 prof htm

17. Donnelly, “Planning |s Underway to Manage [raqi Oil."

18. “Round Table on Declining Oil Prices and Its Political Consequences in the Middle East,” Middle East Studies, Vol. 6, No. |
(Spring 1999), pp. 5-36, a1 hitp://www netiran.com/Hidocs/Clippings/Economy/990322XXFEQ] htm.

19. Energy Information Administration, “Iraq: Country Overview,” p. 14.
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be as high as 270 billion to 300 billion barrels,
making them equal to Saudi Arabias.

Irag’s 1990 output prior to the beginning of the
Gulf War stood at 3.5 million barrels a day, while
oil discovery rates on a few new projects in the
1990s were among the highest in the world:
between 50 percent and 75 percent. Given Iraq’s
own output projections, it may be capable of
pumping as much as 6 million barrels (by 2010) to
7 million barrels (by 2020) a ciair2 more than dou-
bling current production levels.* (See Chart 4.)

Such a surge in production may be opposed by
OPEC countries, which would like to keep its
quota around the current 2.8 million barrels per
day, while historic market share is taken by the
Kingdom of Saudi Arabia, which currently is
pumping close to 8 million barrels per day.**
Depending on the dynamics of global economic
growth and world oil output, Irags increase in oil
production capacity could bring lower oil prices in
the long term.

An unencumbered flow of Iraqi oil would be
likely to provide a more constant supply of oil to
the global market, which would dampen price fluc-
tuations, ensuring stable oil prices in the world
market in a price range lower than the current $25
to $30 a barrel. Eventually, this will be a win—win
game: Iraq will emerge with a2 more viable oil
industry, while the world will benefit from a more
stable and abundant oil supply.

PRIVATIZATION:
LEARNING FROM THE PAST

Boosting oil exports and oil industry privatiza-
tion by itself still may not be sulficient for growth
over the long haul. To rehabilitate and modernize

BackSiimiler-
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its economy, a post-Saddam government will need
to move simultaneously on a number of economic
policy fronts, utilizing the experience of privatiza-
tion campaigns and structural reforms in other
countries to develop a comprehensive policy pack-
age.

Several lessons from other countries’ privatiza-
tion experiences are particularly relevant to Iraq’s
situation. Specifically:

LESSON #1: Privatization works everywhere.
Between 1988 and 1993, 2,700 state-owned
businesses in 95 countries were sold lo private
investors.2* In 1991 alone, $48 billion in state
assets were privatized worldwide.“” Privatiza-
tions led to higher productivity, faster growth,
increased capacity, and cheaper services for
consumers.

In one study, the World Bank reviewed 41 firms
privatized by public offerings in 15 countries.
This review demonstrates that privatization will
increase the return on sales, assets, and equity.
As privatized firms grow, they olten increase
their worklorces. In another study, the World
Bank reviewed 12 privatization efforts in four
countries, and its findings again demonstrate
why privatization is good for the economy as a
whole, no matter where it is implemented.

LESSON #2: Privatization works best when it is
part of a larger structural reform program.
Privatization needs to be accompanied by
reforms to open markets, removal of price and
exchange rate distortions, reductions in barriers
to entry, and elimination of monopoly powers.
In addition to these policies, governments
should enact legislation that protects consumer

20. "lraqs Oil Reserves Bigger than Saudi Arabia, Minister Says,” BBC Monitoring, August 6, 2001, Al-Jumhuriyah Web site in

Arabic, August 4, 2001,

21. "Iraqs Oil Industry: An Overview,” Platts, at http://www.platts.com/features/Irag/oiloverview shtml.

22. “Iraq Building E&D Project List for Post-U.N. Sanctions Period," The Oil and Gas Journal, Vol. 95, No. 15 (April 14, 1997).
23. Hoyos, “Baghdad Re-entry to Market ‘Could Have Big Impact’.”

24. Energy Information Administration, “Privatization and the Globalization of Energy Markets,” Energy Plug, at htip://

wwwcig.gov/emew/plugs/plpgem html,

25. Madsen Pirie, “Privatization,” Concise Encyclopedia of Economics, at http:/iwww.econlib.org/library/encl/privatizaiton html.

26. World Bank, "Privatization: Eight Lessons of Experience,” Policy Views from the Country Economics Department, July 1992,
at http:/fwww.worldbank.org/iml/prddr/outdeach/or3.htm, For the latest annual update on global privatizations, see Reason
Public Policy Institute, “Privatization 2002: Putting the Pieces Together," at www.rppi.org/apr2002.pdf.
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welfare.2” Such successful structural reform and
privatization programs were implemented in
the 1990s in Poland, Hungary, the Czech
Republic, and the three Baltic States, particu-
larly Estonia.

LESSON #3: Privatization of large enterprises

requires preparation. Successful privatiza-
tions of large enterprises may necessitate such
advance actions as breaking them into smaller
competitive units, recruiting experienced pri-
vate-sector managers, adopting Generally
Accepted Accounting Principles (GAAPs), set-
tling past liabilities, and shedding excess
labor.28

LESSON #4: Transparency and the rule of law

are critical. Opaque privatization and allega-
tions of corruption and cronyism provide politi-
cal ammunition to the opponents of market-
based policies. To eliminate these problems and
be successful in its privatization efforts, the gov-
ernment must adopt competitive bidding pro-
cedures, objective criteria for selecting bids, and
protocols for hiring independent privatization
management firms, and establish a privatization
authority with minimal bureaucracy to monitor
the overall program.?

LESSON #5: A minimal safety net is necessary

27.
28,
26
30.
3L
32,

33

34

to support laid-off workers and prevent
social unrest. Buyouts of the state-owned
enterprise’s management and labor force, as
well as distribution of some of the privatized
firm shares to its management and labor force,
can go a long way toward alleviating social ten-
sions that might undermine public support for
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privatization.

LESSON #6: Privatization is taking place in the
Middle East. Privatization is no longer limited
to affluent or middle-income countries. From
Margaret Thatcher’s Great Britain, privatizations
of state-owned assets and structural reform pol-
icies spread to many countries in Africa, Asia,
and Latin America, including the Philippines,
Malaysia, Jamaica, and Sri Lanka. An internal
study of World Bank managers in the Middle
East and North African department found that
many were enthusiastic in supporting privatiza-
tion efforts in their regions.*® A number of Mid-
dle Eastern states, including Iraq’s neighbors
Turkey’! and Kuwait,* are pursuing privatiza-
tion of their telecommunications, transporta-
tion, utilities, and oil sectors and services, while
others, such as Iran and Saudi Arabia, have
declared their intentions to privatize assets and
are in the policy discussion stage.

LESSONS FROM OIL AND GAS
PRIVATIZATIONS

Oil privatization remains a politically painful
issue in many countries. Economic nationalists
claim oil is a “national patrimony,”** whereas
socialists and radical Islamists call private and for-
eign ownership of natural resources “imperialist”
and other such pejoratives. Such rhetoric has one
goal: to keep a precious and profitable resource in
the hands of the ruling elite, be it a communist
party politburo, a dictator, or a group of mullahs.

In [act, oil is a commodity and should be man-
aged according to the laws of economics and best
business practices. Even a country as fiercely

World Bank, "Privatization: Eight Lessons of Experience.”
Ibid.
Thid.
Ibid.

See Republic of Turkey, Office of the Prime Minister, Ministry of Privatization Administration, at http://www.oib.gov.r/.

Dr. Shafiq Ghabra, “The View from Kuwait,” Middle East Forum, March 18, 2000. For more on Kuwait, see U.S. Department
of Commerce, “Commercial Overview,” at http.//www.arabchambercom/arab-coutnries/Kuwait/commercial_overviewhtm. See
also International Monetary Fund, “IMF Concludes Article IV Consuliation with Kuwait,” Public Information Notice No. 00/
27, April 4, 2000, at http://www.im/.org/external/np/sec/pn/2000/pn0027 htm.

See Energy Information Administration, "Saudi Arabia,” January 2002, at hitp://www.eia.doe gov/emeu/cabs/saudi html. On
Iran, see “Round Table," Middle East Studies, at http://www.netiran.com/Htdocs/Clpppings/Feconomy/990322XXFEQ] html.

Mary Jordan, “Drilling Stakes at Mexicos Heart,” The Washington Post, January 25, 2002.
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nationalist as Russia recognizes this and is under-

taking the largest oil-sector privatization in history.

The lessons from past experience in oil privatiza-
tions are also positive. Specifically:

ENERGY SECTOR LESSON #1: First “entitize,”

then privatize. The Conservative government
of Margaret Thatcher successfully privatized

some British oil assets in the 1980s. In the early
1990s, Russia carved up its state-run oil minis-

try into regional monopolies. It created joint

stock companies, later selling stock to the Rus-
sians, first, and then to foreigners. The Ministry
of Privatization distributed some stocks to man-

agers and workers in order to smooth the path
to privatization. Since privatization, many of

these stocks, such as in LUKoil, Tyumen Oil Co.
(TNK), and Yukos, have risen in price consider-

ably.

The Russian government did not go all the way,
however. For example, it did not privatize Tran-
sneft, a company that controls its pipeline infra-
structure, or fully privatize some oil companies,

such as Slavneft and Zarubezhneft and GAZ-
PROM, the giant natural gas monopoly that
boasts the world’ largest natural gas reserves
and controls a 90,000 km pipeline network. >

The partial privatization effort has led to friction
between state-controlled entities and the priva-

tized-publicly held companies over pipeline
access.

ENERGY SECTOR LESSON #2: Oil privatiza-

tion generates high economic efficiency and

market capitalization. The results of Russian
oil privatization are fascinating: While the
privatized Russian oil companies significantly

expanded their production and exports and sig-
nificantly increased market capitalization, GAZ-

PROM did not. The government-controlled

pipeline operator also has had difficulty provid-

ing adequate pipeline capacity to the quickly
developing oil sector.

Meanwhile, privatized Russian companies not
only have attracted Western portfolio invest-
ment, but also have been more successful than

GAZPROM in attracting capital for foreign
direct investment. Several leading Russian pub-
licly traded oil companies also transformed
their antiquated, Soviet-era accounting prac-
tices to the GAAP standard, hired Western man-
agers, and became centers for dissemination of
Western management and accounting skills
across Russia’s industrial sectors.

Moreaver, Russia’s largest oil companies, such
as LUKoll and Yukos, are fast becoming major
global oil players. LUKoil recently purchased
1,300 Getty gas stations in the United States,
and LUKaoil and Yukos are selling American
Depository Receipts (ADRs) on the New York
Stock Exchange.

ENERGY SECTOR LESSON #3: Keep it clean,
and keep it profitable. The major problem with
the Russian oil privatization effort has been its
relative opacity, especially in the early 1990s,
Scandals included the oil-for-shares debacle in
which Boris Yeltsin's government took loans
from banks in exchange for shares of the oil
companies. The government never repaid the
loans, and the companies became the property
of politically connected banks.>® The insider
dealing provoked a political row that discred-
ited privatization in the publics eyes.

Other problems in Russia have been privatiza-
tion through vouchers and the denial of access
to foreigners in early privatization stages in
order 1o assuage nationalists in the parliament.
These policies resulted in much lower revenues
(by as much as a factor of 10) than the govern-
ment could have received for the privatized
assets.

AN ECONOMIC REFORM PLAN
FOR POST-SADDAM IRAQ

The Bush Administration should provide leader-
ship and guidance for the future Iragi government
to undertake fundamental structural economic
reform. This process should include a massive,
orderly, and transparent privatization of state-
owned enterprises, especially the restructuring and

35, The Russian government retained 38 percent of GAZPROM shares.
36. Energy Information Administration, "Russia,” at http://www eia.doe goviemew/pgem/chda.himl.
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privatization of the oil sector. These steps would
greatly enhance needed access to global capital
markets,

U.S. political commitment will be needed to
motivate international organizations to provide
appropriate expertise and technical assistance. Inter
alia, these organizations could include IFIs such as
the International Monetary Fund and the World
Bank, and would likely encompass such diverse
non-governmental organizations (NGOs) as the
National Endowment for Democracy, the Center for
International Private Enterprise, the American Bar
Association, and the AFL-CIO.

In particular, the Bush Administration should
convince the future federal government of Iraq to
come to an agreement on how oil revenues are
taxed and proceeds are distributed to the country’s
three distinct ethnic regions—the Shiite Arabs, the
Kurds, and the Sunni Arabs. Successfully privatiz-
ing the countrys oil fields, refining capacity, and
pipeline infrastructure will mean higher efficiencies
and higher tax revenues in the oil sector.

Absent massive post-war damage, it is likely that
Iraq will increase its production capacity from the
current 2.5 million-2.8 million barrels per day to
3.5 million~4 million barrels per day in one year
and reach 5 million barrels per day by 2005.
According to a Deutsche Bank story, Iraq may be
able to double production given sufficient invest-
ment and technology.®’

What a New Iraqi Government Must Do. The
Administration, the IFls, and other economic deci-
sion-makers should prepare and provide support
for a future federal Iraqgi government to:

* Terminate within a reasonable period of time
(no longer than six months) the U.N.-run oil-
for-food program.®® The national oil ministry
and the Iraqi National Oil company must be
purged of political appointees loyal to the Ba'ath
Party, 10 Saddam Hussein, and his Tikrit clan.
The rationale for the U.N.-administered oil-for-
food program was to deny Saddam a cash [low
from his oil trade. The U.N. partially failed to
accomplish that objective as Saddam demanded

"
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kickbacks from oil companies that traded in
Iraqi oil. After the war is over, there will no
longer be any need to administer the oil indus-
try through an international bureaucracy.

Moreover, when Saddam nationalized the Iraqi
oil industry, he appointed numerous political
loyalists and members of his clan to run the oil
industry. With his regime gone, there will be no
need for those individuals, who are likely to
oppose the new democratic regime and lack
professional qualities, to remain in positions of
power.

Re-examine contracts allocated to companies
from the U.N. Security Council permanent
members during the 1990s. During the period
of U.N. sanctions, Saddam attempted to dis-
mantle the U.N. Security Council sanctions
regime, or “encourage” permanent members (o
use their veto against “punishment” of Iraq by
the United States. He did this by allocating
lucrative contracts for the development of giant
Iraqi oil fields to companies from Russia, France
and China, such as TotalFinaElf, LUKoil, and
others.

Develop a modern legal environment that
recognizes property rights and is conducive
to privatization. Protection and enforcement of
property rights and access to successful alterna-
tive dispute resolution mechanisms are vital
policies [or fostering economic growth and for-
eign investment. Iraq also will need to build
modern and well-functioning regulatory and
supervisory [rameworks and institutions in the
oil and gas, banking, securities, and financial
services areas. Such a legal and business envi-
ronment should be equitable and non-discrimi-
natory, and should not distinguish between
Iraqi-Arab nationals and foreigners.

The U.S. government, its allies, and interna-
tional organizations should be ready to provide
technical assistance in the legal, economic pol-
icy, and public administration areas. Working
cooperatively with the United States, the Euro-

37. "Majors Eye Iraqi Qil and Gas Reserves as War Looms," Lloyd' List International, October 24, 2002,

38. Donnelly, “Planning Is Underway 1o Manage Iraqi Oil.”

39. “Post-War Iraq May Offer Unexpected Challenges for Oil Companies,” The Oil Daily, October 16, 2002.
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pean Union, and the IFls, the post-Saddam gov-
ernment of Iraq will need to encourage the
court system and the rule of law. It will need to
provide legislation to allow the use ol broad
alternative dispute resolution mechanisms out-
side of Iraq, as the local laws may change 100
quickly (and the local court system too slowly)
for local judges to be able to follow and apply
new legislation. Education for judges about the
latest legal developments in the economic area
will also be important. The courts will have to
improve the enforcement of court rulings inde-
pendent of the executive branch. The central
government will need to pay judges and court
employees adequate salaries to keep corruption
in check.

Educate and prepare the Iraqi population for
structural reform and privatization through a
public information campaign. Only when the
public, including key stakeholders, elites, and
the population at large, understand the goals of
economic reform will they become more recep-
tive to change and less likely to succumb to the
anti-Western demagoguery that undoubtedly
will emanate from the remnanits of the discred-
ited Ba'ath establishment and Islamic funda-
mentalists. The new Iraqi government will need
to use the media and the educational system to
explain the benefits of privatization and the
changes to come in order to ensure broad pub-
lic support.

Hire Iraqi expatriates, as well as other West-
ern-educated Arabic speakers with financial,
legal, and business backgrounds, for key
positions in government. Examples of this
approach in Eastern Europe demonstrate that
Western-educated experts can implement eco-
nomic reforms better than a former socialist
bureaucracy can. Younger, well-educated tech-
nocrats have an advantage in their ability to
communicate effectively with both locals and
Westerners, including international providers of

Barkgitite
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technical assistance. In implementing structural
reform, the best results are achieved by teams of
local and Western experts working together.

Deregulate prices in Iraq, including prices in
the utilities and energy sector. Quick price
deregulation will be key to ensuring an ade-
quate supply of goods for consumers and end-
ing rationing. It will contribute to increased
exports of oil and gas, which in turn will pro-
vide additional earnings and tax revenues for
the central government to share among the
regional and local governments.

Prepare to privatize assets in the industrial,
utility, telecommunications, banking, trans-
portation, port and airport, and pipeline and
energy sectors. The post-Saddam Iraqi govern-
ment should prepare to privatize government
assels by creating government-held companies
instead of ministries, issuing stock for these
companies, and implementing guidelines that
allow for the introduction of modern manage-
ment practices and GAAP standards. The cen-
tral government should hire consulting firms to
execute comprehensive assessments of compa-
nies it wishes to privatize in order to itemize
inventory, to take stock of assets and liabilities,
and possibly to settle some of their debts in
preparation for privatization.

In particular, the Qil Ministry and regional oil
companies should be restructured to transform
them into attractive government-owned oil
companies as an intermediary stage before ini-
tial public offering (IPO). For example, one
company may focus its work in the southern
portion of the country, another in the central
region (around Baghdad) and the Western
desert, and the third around Kirkuk in the
North. Three more companies may be created:
one to operate the pipelines, the second to
operate the refineries, and the third to develop
natural gas.

Backgrounder No. 1632, March 5, 2003,

40. John C. Hulsman, Ph.D., and James Phillips, “Forging a Durable Post-War Political Settlement in Iraq," Heritage Foundation
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The stages of preparation for privatization could
include:

1. Taking inventory of assets and liabilities;

2. Exercising necessary efficiency-improve-
ment steps, such as retraining and layoffs
(with compensation),

3. Introducing GAAP and other modern
financial and management practices;

4. Signing international conventions against
nationalization of foreign investments, such
as the Convention on the Settlement of
Investment Disputes between States and
Nationals of Other States (the Washington
Convention), the World Bank’s Convention
on the Multilateral Investment Guarantee
Agency (MIGA), and the New York Conven-
tion on Recognition and Enforcement of
Foreign Arbitral Awards (1958);

5. Issuing company stock;

6. Running the companies under new, trans-
parent, and efficient management for at least
two years; and

7. Taking companies on road shows and com-
pleting IPOs in major financial centers such
as New York and London, and floating stock
in international markets.

Given adequate implementation of each of these
stages, the time frame for this privatization
effort could be four to five years after the new
government is installed by the people of Iraq.
During this time, the U.S. government and the
IF1s would have to ensure that the political will
for privatization remains intact. Management
and accounting consultants hired by the new
Iraqi government would have o ascertain that
the program is transparent and on track.

Moreover, after privatization, Iraq must demon-
strate that it is not losing tax revenue and that
the government’s oil revenue is distributed
among the regions equitably and efficiently,
allocated to worthy causes, and not wasted,

 Bckigoier
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looted, or abused, which could undermine the
entire economic reform program.

« Keep the budget balanced and inflation,
taxes, and tariffs low. International experience
demonstrates that lower and [latter taxes (in the
range of 20 percent or less), applied uniformly
and in a non-discriminatory fashion, are an
important investment magnet, especially for a
country like Iraq that is rich in natural
resources. Moreover, oil revenues will allow
Iraq to keep the budget balanced and import
tariffs low. Such a stable macroeconomic policy
is likely to attract massive investment from a
variety of sources, including the Middle East
and Asia, not just the West, and boost income
and employment.

» Liberalize and expand trade, and launch an
effort to join the World Trade Organization.
A study by the Council on Foreign Relations
has demonstrated that a majority of Middle
Eastern countries suffer from high import tar-
iffs, red tape, and corruption—problems that
depress GDP growth.*! Elimination of import
taxes and tariffs and implementation of trade
liberalization would provide an additional eco-
nomic development engine for Iraq. The Bush
Administration should provide technical assis-
tance for trade liberalization and support Iraq’s
eventual membership in the WTO,

CONCLUSION

For the Iraqi people, structural economic reform
and comprehensive privatization of government
assels are necessary to stimulate recovery and pro-
vide stability after years of disastrous economic pol-
icies under Saddam Hussein. The winning strategy
of structural reform and privatization also would
benefit the industrial world, the United States and
its allies, countries of the Middle East, and the
developing world.

Iraq’s return to global markets would allow for a
more abundant and stable energy supply, a higher
cash flow for the Iraqi people, and numerous busi-
ness opportunities for the region and the world.
Iraq’s restructuring and privatization of its oil and
gas sector could become a model for oil industry

Bermard Hoekman and Patrick Messerlin, “Harnessing Trade for Development and Growth in the Middle East,” Council on
Foreign Relations, 2002.
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privatizations in other OPEC states as well, weak- Cullom Davis Institute for International Studies, and
ening the cartels influence over global energy mar-  Gerald F O'Driscoll, Jr, Ph.D., is former Director of the
kets. Center for International Trade and Economics, at The
—Ariel Cohen, Ph.DD., is Research Fellow in Russian  Heritage Foundation. This paper is updated from Back-
and Furasian Studies in the Kathryn and Shelby grounder No. 1594, published on September 24, 2002.
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Iraq's economy is characterized by a heavy dependence on oil exports and
emphasis on development through central planning. Prior to the outbreak ¢
with Iran in September 1980, Irag's economic prospects were bright. Oil p
had reached a level of 3.5 million barrels per day, and oil revenues were §.
in 1979 and $27 billion in 1980. At the outbreak of the war, Iraq had amas
estimated $35 billion in foreign exchange reserves.

The Iran-Iraq War depleted Iraq's foreign exchange reserves, devastated it
and left the country saddled with a foreign debt of more than $40 billion. /
hostilities ceased, oil exports gradually increased with the construction of
pipelines and the restoration of damaged facilities.

Iraq's invasion of Kuwait in August 1990, subsequent international sanctic
damage from military action by an international coalition beginning in Jan
drastically reduced economic activity. Government policies of diverting in
key supporters of the regime while sustaining a large military and internal
force further impaired finances, leaving the average Iraqi citizen facing de
hardships. Implementation of a UN oil-for-food program in December 19¢
improved conditions for the average Iraqi citizen. Since 1999, Iraq was au
export unlimited quantities of oil to finance humanitarian needs including
medicine, and infrastructure repair parts. Oil exports fluctuate as the regim
alternately starts and stops exports, but, in general, oil exports have now r¢
three-quarters of their pre-Gulf War levels. Per capita output and living st
remain well below pre-Gulf War levels.

Economy - overview: Iraq's economy is dominated by the oil sector, which | l
traditionally provided about 95% of foreign exchange earnings. In the 1980s
problems caused by massive expenditures in the eight-year war with lran an
oil export facilities by Iran led the government 1o implement austerity meast
heavily, and later reschedule foreign debt payments; Iraq suffered economic
the war of at least $100 billion. After hostilities ended in 1988, oil exports g
increased with the construction of new pipelines and restoration of damaged
Iraq's seizure of Kuwait in August 1990, subsequent international economic
and damage from military action by an international coalition beginning in ]
drastically reduced economic activity. Although government policies suppor
military and internal security forces and allocating resources to key supporte
regime have hurt the economy, implementation of the UN's oil-for-food proy
December 1996 has helped improve conditions for the average Iraqi citizen,
six, six-month phases of the program, Iraq was allowed to export limited am
exchange for food, medicine, and some infrastructure spare parts. In Decem!
UN Security Council authorized Iraq to export under the program as much ¢
to meet humanitarian needs. Oil exports are now more than three-quarters p1
However, 28% of Iraq's export revenues under the program are deducted to

http://www.iraqresearch.com/html/economy.html 3/19/2003
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Compensation Fund and UN administrative expenses. The drop in GDP in 2
largely the result of the global economic slowdown and lower oil prices. Per
imports have increased significantly, while medical supplies and health care
steadily improving. Per capita output and living standards are still well belo®
level, but any estimates have a wide range of error.
GDP: purchasing power parity - $59 billion (2001 est.)
GDP - real growth rate: -5.7% (2001 est.)
GDP - per capita: purchasing power parity - $2,500 (2001 est.)
]GDP - composition by sector:
agriculture: 6%
industry: 13%
services: 81% (1993 est.)
Population below poverty line: NA%
Household income or consumption by percentage share:
lowest 10%: NA%
highest 10%: NA%
Inflation rate (consumer prices): 60% (2001 est.)
Labor force: 4.4 million (1989)
Labor force - by occupation: agriculture NA%, industry NA%, services NA!
Unemployment rate: NA%
Budget: revenues: SNA
Expenditures: $NA, including capital expenditures of SNA
Industries: petroleum, chemicals, textiles, construction materials, food proce
Industrial production growth rate: NA%
Electricity - production: 27.3 billion kWh (2000)
Electricity - production by source:
fossil fuel: 98.17%
hydro: 1.83%
other: 0% (2000)
nuclear: 0%
Electricity - consumption: 25.389 billion kWh (2000)
Electricity - exports: 0 kWh (2000)
Electricity - imports: 0 kWh (2000)
Agriculture - products: wheat, barley, rice, vegetables, dates, cotton; catle, :
Exports: $15.8 billion (f.0.b., 2001 est.)
Exports - commodities: crude oil
Exports - partners: US 46.2%, Italy 12.2%, France 9.6%, Spain 8.6% (2000}
Imports: $11 billion (f.o.b., 2001 est.)
Imports - commodities: food, medicine, manufactures
Imports - partners: France 22.5%, Australia 22%, China 5.8%, Russia 5.8%
| Debt - external: $62.2 billion (2001 est.)
Economic aid - recipient: $327.5 million (1995)
Currency: Iraqi dinar (IQD)
Currency code: 1QD
Exchange rates: Iraqi dinars per US dollar - 0.3109 (fixed official rate since
market rate - Iragi dinars per US dollar - 2,000 (December 2001), 1,910 (De
1999), 1,815 (December 1998), 1,530 (December 1997), 910 (December 19'
subject to wide fluctuations
Fiscal year: calendar year

—

Source: CIA The World Factbook 2002 & Department of State Background

http://www.iraqresearch.com/html/economy.html| 3/19/2003
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The Ba'ath Party rules Iraq through a nine-member RCC, which enacts leg
decree. The RCC's president (chief of state and supreme commander or th
forces) is elected by a two-thirds majority of the RCC. A Council of Minis
appointed by the RCC, has administrative and some legislative responsibil

A 250-member National Assembly consisting of 220 elected by popular v
a 4- year term, and 30 appointed by the president to represent the three no
provinces, was last elected in March 2000. Iraq is divided into 18 province
headed by a governor with extensive administrative powers,

Iraq's judicial system is based on the French mode! introduced during Otto
has three types of lower courts--civil, religious, and special. Special courts
defined national security cases. An appellate court system and the court of
(court of last recourse) complete the judicial structure,

Country name: conventional long form: Republic of Iraq

Conventional short form: Iraq

Local short form: Al Irag

Local long form: Al Jumhuriyah al Iragiyah

Government type: republic

Capital: Baghdad

Administrative divisions: 18 provinces (muhafazat, singular - muhafazah);
Basrah, Al Muthanna, Al Qadisiyah, An Najaf, Arbil, As Sulaymaniyah, A
Babil, Baghdad, Dahuk, Dhi Qar, Diyala, Karbala', Maysan, Ninawa, Salal
Wasit

[ndependence: 3 October 1932 (from League of Nations mandate under Br
administration) :

National holiday: Revolution Day, 17 July (1968)

Constitution: 22 September 1968, effective 16 July 1970 (provisional cons
constitution drafted in 1990 but not adopted

Legal system: based on Islamic law in special religious courts, civil law sy
elsewhere; has not accepted compulsory ICJ jurisdiction

Suffrage: 18 years of age; universal

Executive branch: chief of state: President SADDAM Husayn (since 16 Ju
Presidents Taha Muhyi al-Din MARUF (since 21 April 1974) and Taha Y:
RAMADAN (since 23 March 1991)

Elections: president and vice presidents elected by a two-thirds majority of
Revolutionary Command Council; election last held 17 October 1995 (nex
NA 2002)

election results: SADDAM Husayn reelected president; percent of vote - 9
Muhyi al-Din MARUF and Taha Yasin RAMADAN elected vice presiden
vote - NA%

cabinet: Council of Ministers; note - there is also a Revolutionary Commai
RCC with eight members as of 2001 (Chairman SADDAM Husayn, Vice (

http://www.iragresearch.com/html/government.htm! 3/19/2003
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Izzat IBRAHIM al-Duri) which controls the ruling Ba'th Party; the RCC is
executive and legislative body and the most powerful political entity in the
RCC members must come from the Regional Command Leadership of the
Head of government: Prime Minister SADDAM Husayn (since 29 May 19
Prime Ministers Tariq Mikhail AZIZ (since NA 1979), Hikmat Mizban Ibr
AZZAWI (since 30 July 1999), Ahmad Husayn al-KHUDAYIR (since NA
and Abd al-Tawab Mullah al-HUWAYSH (since NA July 2001)
Legislative branch: unicameral National Assembly or Majlis al-Watani (25
appointed by the president to represent the three northern provinces of Dak:
As Sulaymaniyah; 220 elected by popular vote; members serve four-year t
elections: last held 27 March 2000 (next to be held NA March 2004)
election results: percent of vote by party - NA%,; seats by party - NA
Judicial branch: Court of Cassation

Political parties and leaders: Ba'th Party [SADDAM Husayn, central party
Political pressure groups and leaders: any formal political activity must be
the government; opposition to regime from Kurdish groups and southern S
International organization participation: ABEDA, ACC, AFESD, AL, AM
CCC, EAPC, ESCWA, FAO, G-19, G-77, IAEA, IBRD, ICAO, ICRM, ID
IFAD, IFC, IFRCS, ILO, IMF, IMO, Interpol, I0C, 1SO, ITU, NAM, OAF
OPEC, PCA, UN, UNCTAD, UNESCO, UNIDO, UPU, WFTU, WHO, W
WToO

Diplomatic representation in the US: none; note - Iraq has an Interest Secti
Algerian Embassy headed by Akram AL DOURI; address: Iraqi Interests §
Algerian Embassy, 1801 P Street NW, Washington, DC 20036; telephone:
483-7500; FAX: [1] (202) 462-5066

Diplomatic representation from the US: none; note - the US has an Interest
the Polish Embassy in Baghdad; address: P. O. Box 2051 Hay Babel, Bagt
telephone: [964) (1) 718-9267; FAX: [964] (1) 718-9297

Flag description; three equal horizontal bands of red (top), white, and blacl
green five-pointed stars in a horizontal line centered in the white band; the
ALLAHU AKBAR (God is Great) in green Arabic script - Allahu to the rij
middle star and Akbar to the left of the middle star - was added in January
the Persian Gulf crisis; similar to the flag of Syria which has two stars but .
the flag of Yemen which has a plain white band; also similar to the flag of
has a symbolic eagle centered in the white band

Source: CIA The World Factbook 2002 & State Department Background }
12/01

[Home] [CRS REPORTS] [About CRS] [Basic Irag acts] [Lrag Maps]
[links] [Search] [lrag CIA - State Dept. Files)
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1.0 Purpose

The purpose of this plan is to establish an outline of restoring the electricity supply to the
Iragi provinces to the normal capacity levels after the departure of Saddam’s regime.

2.0 Background

Around 85%-90% of Iraq's national power grid (and 20 power stations) was damaged or
destroyed in the Gulf War. Existing generating capacity of 9,000 (or 9600) megawatts (MW)
in December 1990 was reduced to only 340 MW by March 1991. In early 1991, transmission
and distribution infrastructure also was destroyed, including the 10 substations serving
Baghdad and about 30% of the country's 400-kilovolt (kV) transmission network. In early
1992, Iraq stated that it had restarted 75% of the national grid, including the 1,320-MW Baiji
and Mosul thermal plants as well as the Saddam Dam. In 1998, Iraq's maximum available
electric generation capacity was estimated (by Iraq) at around 4,000 MW, with a report in
November 1999 indicating that this figure may have increased even further, to 6,000 MW,
Despite this increase, power continues to be rationed throughout the country.

According to a report by U.N. Secretary General Kofi Annan, Iraq's power deficit stood at
1,800 MW as of August 2000, with blackouts a common occurrence. Iraq reportedly has
signed contracts for renovating two generation units at the Harithah power plant, and another
to rebuild the Yusufiyah plant, which stopped operating in 1990. Iraq's Electricity Authority
reportedly also has signed several other contracts with Chinese, Swiss, French, and Russian
companies, to build 3,000 MW of additional power generating capacity. These contracts
require U.N. approval, and Iraq has claimed that the United States and Britain are blocking
$1.5 billion worth of electrical equipment it has requested. In December 2000, it was reported
that a Chinese company had completed work on the Abdullah power plant north of Baghdad.
In October 2001, it was reported that Russia's Mosenergomontazh was working to modernize
Iraq's Southern Heat and Power Plant in Najibia, Basra province. The project aims to add 200
MW of generating capacity to Iraq's grid. In August 2002, the Najaf governate in southemn
Iraq announced that two new power plants, with a combined capacity of 20 MW, had come
online.

The above data was obtained from US DOE. This data can be viewed at
www.eia.doe.gov s/iraq. him

3.0 Current Situation

Currently within the framework of Security Council Resolution 986 (1995), the United
Nations Development Program (UNDP) through the UN Department of Economic and
Social Affairs (UNDESA) is responsible for the observation in the 15 governorates in the
Centre and South of Iragq, of electricity equipment, procured and installed by the
Government of Iraq. UNDESA is also assisting in the implementation of the SCR 986 also
known as the Oil-for-Food Program, part of which permits the Government of Iraq to
rehabilitate the electricity systems in the central and southern regions of the country.

An estimated US$10 billion is to be required for the repair of the electricity sector to restore
it to pre-Gulf War level of generating 9,600 MW. However, only a total of US$ 4.7 billion
has been allocated for the electricity sector since the beginning of the Oil-for-Food



Program in 1996, Only US$1.67 billion worth of material has arrived in Irag, but only
60% has been implemented.

At the onset (Phase I-V), the allocation focused on meeting the emergency requirements of
the power stations and distribution system. From Phase V onwards, equipments to
rehabilitate the facilities were being procured.

The program is currently covering some 21 power plants and distribution sites in
Centre/South Irag, which have an available generating capacity of 3,700 MW.

Not all the details are available for the activities in all parts of the country. However, it
was made possible to include details of activities in Iraqi Kurdistan courtesy draft report by
Ms. Nasreen Sideek. For more details of the status of Iraqi Kurdistan electricity
restructuring refer to Attachment 1 of this report,

In the three northern Kurdish governorates of Dohuk, Erbil and Sulaymaniyah, UNDP is
directly implementing the Electricity Network Rehabilitation Program (ENRP) in
cooperation with the Local Kurdish Electricity Authorities, which aims at rehabilitating the
electricity network across the four main sectors of generation, transmission, substations,
and distribution. Capacity building is addressed as across cutting theme.

As of 29 March 2002, electrical equipment valued at over US$224 million (out of the
US$871 million budget) had arrived in the area, of which 82% had been distributed to
installation sites.

In 1999, UNDP was requested to expand ENRP’s mandate to address the generation
shortfall in the region resulting from the onset of drought in late 1998 and to ensure a
minimum humanitarian level of electricity to the population in Iraqi Kurdistan. The
severity of the drought and its continuation for over three years has rendered the hydro
generation resources in the north incapable of supplying the most basic electricity
requirements of the population.

In response to the need arising from this shortfall and within the premises of its added
mandate, UNDP in 1999 was able to procure 1,150 small diesel generators, which has a
total installed capacity of over 100 MW, for instailation across the three Kurdish
governorates. These generators are supplying electricity to all major hospitals and health
centres in Iraqi Kurdistan and has directly benefited a population of over I million
(consumers have now continuous access to water and are receiving a limited supply of
electricity for eight hours per day).

In 2001, UNDP was able to commission three 29 MW diesel power stations, which have
improved the overall generating capacity for the Kurdish region. Water levels have
increased during the past winter (2001-2002), which have contributed to the optimisation
of the Dokan and Darbandikhan dams and hydro power stations in Sulaymaniyah. The
dams will generate 200 MW from the previous 50 MW and will supply both Erbil and
Sulaymaniyah. Dohuk is already connected to the national electricity grid.

Major rehabilitation work of the remaining networks and the distribution transformers and
limited expansion are planned under several stages with the allocated funds from Phases X
and XI, Due o the nature of the works, the distribution sector is very much dependent on
the human resources of the Local Electricity Authorities. In this context, the project has
been heavily involved in capacity building and training in addition to the planning and
design works that the sector requires.




4.0 Scope of this Plan
The scope of this plan is to meet the following objectives:

I To restore the availability of the electricity of Iraq to an acceptable level by
rehabilitating and strengthening the generation, transmission system,
substations, and distribution systems.

2 To install sufficient additional generation capacity to address the normal,
emergency, and industrial requirements in Iraq.

3. To restore the capability of the local Electricity Authorities in the country to a

: sufficient level whereby they can sustain the operation and maintenance of the
overall power system.

The specifics of the plan for the overall power system are outlined as follows.

Generation

To increase the generation capacity of the national grid by rehabilitating existing power
stations and installing additional generation facilities. A feasibility study should be
performed to evaluate the alternatives of generation types and investment involved. As a
minimum it must address that the minimum emergency and humanitarian electricity
requirements are met.

Substations

To provide safe, reliable and efficient 132/33/11kV and 33/11kV substation installations, to
accommodate the rehabilitated transmission and distribution systems and to allow for
Sfuture system expansion resulting from increased generation capacity. Other transmission
line voltages may need to be reviewed to justify economics.

Transmission

To rehabilitate, re-establish and/or install new overhead lines (or underground lines) to
restore the transmission network and if possible augment the reliability of the system.
Distribution

To rehabilitate, reinforce and develop the power distribution network in order to meet the
consumer, emergency and industrial demands with acceptable efficiency and reliability.
Sustainability

To protect the integrity of the assets by operating and maintaining them in accordance to
prudent working practices. This may require attracting experienced and trained resources
Sfrom local and international market at the beginning stages of restoration. Local skills will
have 1o be developed through on the job learning until confidence is established to operate
efficiently and economically. An execution plan for this task will have to be in place
during the transitional period. '

5.0 Execution Plan

Iraq’s current state of Electricity requires a complete restructuring in terms of adding new
generation capacity, adding new transmission line capacity, adding modern substations,
and adding new communication system. While the addition of power capacity
infrastructure is being planned, the existing infrastructure will have to be refurbished and
reinstated to meet the immediate power demand. The strategy to optimize the investment in
the new and refurbishment infrastructure needs be evaluated. A strategy plan will have fo
be in place before the structuring of investment plan is discussed.




The focus of this plan is limited to the scopes identified in Section 4.0. Therefore, a plan
Jor the scopes identified in Section 4.0 is included in this section.

Generation Capacity

Meet the power demand of today. Our objective is to meet the additional capacity within the
first two years of post Saddam regime.

In order to accomplish this scope, an assessment of the existing generation capacity is
required. Based on information available, it is estimated that the current capacity (as of
2001) stands at 5375 MW (we need further verification of this data). According to Ms.
Nasreen, the 1990 capacity was 8967 MW. Based on the USDOE report, if the 3000 MW
new capacity contract is already in place, this brings the existing capacity to about the
original capacity of 1990 (5375+3000+200+20=8595). This however does not include all
the demand growth over the years as well as industrial load growth for the post Saddam
economic plan. If it is estimated to have a load growth of 1.05% over a year (based on load
growth of Sulaymanyah, published in the document sent by Nasreen), an additional
capacity of approximately 13% should be added to the 1990 capacity. This results to an
estimated 2002 capacity to approximately 10,170 MW. A deficit of approximately 1575
MW will still have to be addressed as new capacity to meet the demands of electricity of
2002. The actual number will have to be verified by a thorough survey of the existing
capacity and ongoing project developments.

The challenge is to reach a capacity of over 10,000-10,200 MW (rounded from 10,170
MW). The additional capacity is a resultant of the survey that will be needed at a given
point in the implementation phase. It is my estimate that the additional capacity building
Jor the first two years may range from 2000-3000 MW if status of above data is true,
whereas it may range 3000-4000 MW if the data shown above is inaccurate and the status
of plants in operation are not in the best of their health to continue service for the next five
years.

We need to verify the following information in order to successfully estimate the additional
generation capacity needed to normalize the consumer demands for electricity:

o The actual data so that the new capacity to meet the 2002-2004 power demands
can be assessed.

« The verification of the status of the power plants currently in operation. Their
absolute health and life expectancy will help in assessing the real capacity
available by 2004,

+ Verify the status of the 3000 MW contracts as stated above. What are the
deadline (operation date), cost, and technology.

» Review contracts and progress of UNDP projects for the Electricity Network
Rehabilitation Program in Northern Iraq.

+ Review contracts if necessary to expedite commissioning dates or revive
contract currently under UNDP or entered by Saddam regime.

Substations

All of the substations will be reviewed to evaluate the situation to deliver power to the
customers. The equipment conditions of the substations in operation will be evaluated.



Based on the conditions of equipment and its interface requirements, the upgrade will be
recommended. Special effort will also be made to improve the reliability of the power
delivery. To accommodate expansion of load demands as well of completely demolished
substations, effort will be made to install state of the art substation technology. All
investments for the substations will be reviewed to justify economics and reliability.

Transmission System

All of the transmission lines will be reviewed to evaluate the situation to deliver power to
the load centers. The equipment conditions of the transmission lines in operation will be
evaluated. Based on the conditions of equipment and its interface requirements, the
upgrade will be recommended. Special effort will also be made to improve the reliability of
the power delivery. To accommodate expansion of load demands as well of completely
demolished transmission lines, effort will be made to re-evaluate the transmission voltage
levels and efficiency of transmission. All investments for the transmission lines will be
reviewed to justify economics and reliability.

Distribution System

The existing 11 kV and 0.4 kV network are generally consisted of overhead lines and are
determined to be in worst condition due 1o numerous reasons (such as failures, damages,
lack of spares, inadequate resources to repairs, etc.).

Distribution transformers are extensively over loaded and operated with inadequate
protection. Extensive upgrade will be needed to improve electrical protection. The effort
will be placed to replace overloaded transformers with higher ratings and also minimize
loads by re-distributing the loads through other transformers. Also, plan to overhaul over-
stressed transformers will be needed to salvage old transformers.

Sustainability

Local skills will be developed through on the job learning until confidence is established to
operate efficiently and economically. An execution plan for this task will developed to
train all local resources within a period of 2-3 years. All investments for the training will
be reviewed to justify economics.

6.0 Investment Plan

The objective of this section is to recognize that a review of the overall system status will be
needed to assess the state of the current power system grids and generation capacity and
identify the future need until 2010 in the electricity sector in Iraq. Once these data are
available, an effective and economic investment plan shall be recommended in a report at a
later stage.

UNDP and Local Electricity Authorities are carrying out a program of various
rehabilitation and maintenance activities to develop and enhance the electricity system in
their respective areas. A survey report will be needed to identify the state of these activities
in various parts of the country. Based on this survey recommendations will be made to
address the problems.

This report does not identify or recommend the type of generation capacity whether
thermal or gas will be installed for new generation capacity. Every indication of the
Pphysical limits and the popularity, it seems highly likely that the Gas Turbines will be the
candidate for the newly installed generation capacity. Also, combined cycle generation will
also be a candidate for capacity expansion for the thermal generating units. It seems that
hydro generation will not be a practical option for the initial new capacity installations.



Invesiment plans for the electricity sector shall be driven by funds from the state and will
be regulated. Future planning should include privatization of the electricity sector. In this
respect, our planning for investment should include the capacity building that restores the
demand for 2004. We should also establish plan for meeting energy demand requirements
of year 2010, It is expected to see a rapid rise in demands once industrial growth begins to
shape up after the Saddam regime.

This report is not projecting any figures for investment since all data and resources are not
available at this time. With further developments and involvements we should be able to
gather overall national data and estimate a budgeted figure for the total investment. These
will be developed through active involvement of local authorities and experts at a given
point in time in the near future.

7.0 Conclusion and Recommendations

The restoration of capacity and infrastructure should be accomplished within two years of
post Saddam regime. This restoration of capacity will include the new lost capacity that
would result from the widely anticipated and inevitable war in the immediate future. It
also expected to restore all emergency load demand in the least amount of time. The
emergency load demands may be addressed based on priority scheduling.

The ongoing projects and other list of projects that were generated by the local authorities
will be used to establish the projects necessary to restore the electricity infrastructure.
Additional survey and independent evaluations will be performed to finalize the scope and
investment of the projects. Emphasis to technical and economical justification will be
given to all short-term (less than two years) and long-term (over 5 years) project planning.

Investment plans for the electricity sector shall be driven by funds from the state and will
be regulated. However, future planning should include privatization of the electricity
sector. In this respect, our planning for investment should include the capacity building
that restores the demand for 2004 with limited projections to the load growth that are
expected to increase due to rapid expansions in the industrial sectors (such as 0il,
irrigations, processes, etc). It is expected to see a rapid rise in demands once industrial
growth begins to shape up after the Saddam regime. The planning should also focus on the
additional energy rebuilding that would result from the inevitable war in the immediate
Suture. It is estimated that an additional rebuilding may range from 20 to 30 percent of the
total capacity as a result of the anticipated war. We should also establish plan for meeting
energy demand requirements of the year 2010.

The developments in the electricity sector of Iraqi Kurdistan are detailed in the draft report
by Ms. Nasreen Sideek. This draft report is made part of this report as Attachment 1.
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SITUATION REPORT

ELECTRICTY IN IRAQ TODAY

Today and within the framework of Security Council Resolution 986 (1995), the United Nations
Development Program (UNDP) through the UN Department of Economic and Social Affairs (UNDESA)
is responsible for the observation in the 15 govemnorates in the Centre and South of Irag, of electricity
equipment, procured and installed by the Government of Iraq. UNDESA s also assisting in the
implementation of the SCR 986 also known as the Oil-for-Food Program, part of which permits the
Government of Iraq to rehabilitate the electricity systems in the central and southem regions of the
country.

An estimated US$ 10 billion is required for the repair of the electricity sector to restore it to pre-Gulf
War level of generating 9,600 MW. However, only a total of US$ 4.7 billion has been allocated for the
electricity sector since the beginning of the Oil-for-Food Program in 1996. Thus far, half of this has been
available and utilized. To date, US$4.7 billion worth of applications has been received, out of which
US$2.5 billion has been approved. US$1.67 billion has arrived in Iraq, but only 60% of that has been
implemented.

At the onset (Phase I-V), the allocation focused on meeting the emergency requirements of the power
stations and distribution system. From Phase V onwards, equipments to rehabilitate the facilities were
being procured.

The program is currently covering some 21 power plants and distribution sites in Centre/South Iraq,
which have an available generating capacity of 3,700 MW.

In the three northem Kurdish govemorates of Dohuk, Erbil and Sulaymaniyah, UNDP is directly
implementing the Electricity Network Rehabilitation Program (ENRP) in cooperation with the Local
Kurdish Electricity Authorities, which aims at rehabilitating the electricity network across the four main
seclors of generation, transmission, substations, and distribution. Capacity building is addressed
as across cutting theme.

As of 29 March 2002, electrical equipment valued at over US$224 million (out of the US$871 million
budget) had arrived In the area, of which 82% had been distributed to installation sites.

In 1999, UNDP was requesled to expand ENRP's mandate to address the generation shortfall in the
region resulting from the onset of drought in late 1998 and to ensure a minimum humanitarian level of
electricity to the population in Iraqi Kurdistan. The severity of the drought and its continuation for over
three years has rendered the hydro generation resources in the north incapable of supplying the most
basic electricity requirements of the population.

In response to the need arising from this shortfall and within the premises of its added mandate, UNDP
in 1999 was able to procure 1,150 small diesel generators, which has a total installed capacity of over
100 MW, for installation across the three Kurdish govemorates. When operated, these generators
supply a daily average of 18MW or 14,000kW hrs of electricity. These generators are supplying
electricity to all major hospitals and health centres in Iraqi Kurdistan and has directly benefited a
population of over 1 million (consumers have now continuous access to water and are receiving a
limited supply of electricity for eight hours per day).



In 2001, UNDP was able to commission three 29 MW diesel power stations, which have improved the
overall generating capacity for the Kurdish region. Water levels have increased during the past winter
(2001-2002), which have contributed to the optimisation of the Dokan and Darbandikhan dams and
hydro power stations in Sulaymaniyah. The dams will generate 200 MW from the previous 50 MW and
will supply both Erbil and Sulaymaniyah. Dohuk is already connected to the national electricity grid.

Maijor rehabilitation work of the remaining networks and the distribution transformers and limited
expansion are planned under several stages with the allocated funds from Phases X and XI. Due to the
nature of the works, the distribution sector is very much dependent on the human resources of the
Local Electricity Authorities. In this context, the project has been heavily involved in capacity building
and fraining in addition to the planning and design works that the seclor requires.

PROGRAM OBJECTIVES

4, To bring the levels of reliability and availability of the electricity network in Iraq to
acceptable international levels by rehabilitating and strengthening the generation,
transmission lines, substations and distribution systems.

5. To install sufficient additional generation capacity to address the emergency humanitarian
requirements in Iraq.

6. To develop the capacity of the local Electricity Authorities in the country to a sufficient level
whereby they can sustain the operation and maintenance requirements of the electricity
network.

Program Support Objective 1 (Generation)

To increase the generation capacity of the network by rehabilitating existing hydro power
stations and installing additional generation facilities (of a permanent or temporary basis) as required
and ensuring that the minimum emergency and humanitarian electricity requirements are met,

Program Support Objective 2 (Substitutions)

To provide safe, reliable and efficient 132/33/11kV and 33/11kV substation installations, to
accommodate the rehabilitated transmission and distribution systems and to allow for future system
expansion, with increased generation capacity.

Program Support Objective 3 (Transmission)
To rehabilitate, re-establish and/or install new overhead lines as required to restore the network
to a safe operational level, by taking into account emergency and humanitarian as well as future

requirements.

Program Support Objective 4 (Distribution)

To rehabilitate, reinforce and develop the electricity distribution network in order to make it
capable of meeting the electricity demand of public utilities, domestic consumers and other consumers
in a safe, reliable and efficient manner while at the same time ensuring sustainable development.

Program Support Objective 5 (Sustainability of the program)
Through good stewardship of the assets and capacity building

To protect the integrity of the assets by operating and maintaining them as required in
accordance with prudent international practice, until such time as they can be handed over. Also to
enhance the capacity of local electricity authorities to a level whereby they can sustain the operation
and maintenance requirements of the network. Emphasis would be on: (a) skills improvement, and (b)
management,




CASE STUDY - IRAQI KURDISTAN

1. THE ELECTRICITY SITUATION IN IRAQI KURDISTAN

Prior to the imposition of sanctions on Iraq, the three northem Kurdish governorates of Dohuk,
Erbil and Sulaymaniyah were supplied with electricity from the Iraq national grid. Two hydropower
stations were constructed in the Sulaymaniyah Governorate to serve as peaking stations during periods
of high demand; the Dokan dam was built in 1975 and the Darbandikhan dam in 1987. The maximum
combined total generation capacity of these two power stations is 649 MW,

The three northern Kurdish governorates were supplied with power from several high voltage 132 kV
transmission lines from the govemorates of Mosul and Kirkuk. These lines fed into 132-33 kV
transmission substations from where the energy was then distributed.

As the electricity system of IK was part of the Iraq national grid, technical support was centralized and
provided from Baghdad. Teams located at either Mosul or Kirkuk provided maintenance of the system
in the north and the northem staff camied out system operation and fault repair.

in 1891, the electricity supply system in IK suffered severe damage. Several distribution and
transmission lines were put out of commission, many substations were destroyed, and the control
panels at the Darbandikhan power station were ruined by explosives.

By early 1998, the electricity generation, substations and transmission and distribution systems became
very weak and power cuts of up 1o five hours were a regular practice. In certain areas, supply was
limited to three to five hours daily, further reduced to one hour per day or no supply in some areas.

The governorates of Erbil and Sulaymaniyah had been cut off from the national grid and had to rely on
the hydropower stations of Dokan and Darbandikhan for their power supply. The generation capacity of
these dams, however, was insufficient to meet the demand. The govemorate of Dohuk was still linked
to the national grid but received very littie supply. The result was a combined shortfall in electricity
supply for the three northem govemorates of about 350 MW,

The impact of the shortfall in supply in the north was further exacerbated by heavy losses of electricity
resulting from the state of the transmission and distribution networks: smashed towers, kilometers of
cables and conductors stolen, shattered insulators, several substations vandalized while others totally
or partially destroyed and bumt out distribution transformers.

To add to the fragility of the system the drought that affected the region from 1998 to 2001 had severely
affected water levels in the reservoirs serving the two-hydropower stations Dokan‘and Darbandikhan.
With increased rainfall in late 2001 and beginning of 2002, inflows to the two dams have increased
considerably, allowing for electricity generation. However, the system is not ready to absorb the
increased supply. As a result, although there is more electricity available it may not necessarily reach
the consumers.




2.

PROBLEMS TO BE ADDRESSED

a) Dam and Hydro Power Stations
Following the disconnection from the Iraqi national grid, the governorates of Erbil and

Sulaymaniyah were solely supplied by the two-hydropower stations of the Dokan and
Darbandikhan dams. The structural integrity of these two dams was the first priority to be
addressed under the ENRP. Both dams and associated power stations sustained considerable
damage and suffer from lack of spare parts and funds to ensure proper maintenance. They are in
need of major and urgent rehabilitation.

b) Transmission network
The electricity supply system is configured to recelve supply through 132 kV and 33 kV

overhead lines. After the disconnection from the national grid, to access the power generated at the
Dokan and Darbandikhan hydro power stations, the Local Electricity Authorities had to construct
major new line circuits out of salvaged material. Unfortunately these works were affected with
minimal regard to engineering design. The emergency nature of this construction had two important
consequences- (i) some outlying areas were left without supply, and (ii) the quality of power supply
is well below acceptable norms.

In their present state, these 132 kV and 33 kV networks constitute a hazard to the public and
electricity workers, and place severe operating conditions on all electrical plants and equipment.
The system may collapse at any time and is presently only just operable due to limited generation
outputs. Therefore, a comprehensive program of rehabilitation needs to be implemented to upgrade
the condition of the 132 kV and the 33 kV systems, and to build new 132 kV and 33 kV lines. These
are required to feed new substations already in progress and to enable the return of power supply
to those regions that had electricity before the hostilities.

c) Substation

The power injection to the medium voltage network is provided from a large number of
substations, originally planned and designed geographically to cover most of the load centers in the
area. Many substations were badly vandalized and in some cases totally looted or destroyed during
and after the disturbances. This had a direct impact on the network design and stability.

Some of the substations are in general good condition and only need partial refurbishment.
However, most will have to be rebuilt in either their present location or on sites which are more
suitably located to the load centers. -

d) Distribution

The main problem facing the distribution network is the deteriorated state of its existing
infrastructures. Lack of investment in improving the network, considerable load growth and poor
maintenance work during the last 10 years have resulted in overioading of the system and
increasing the frequency of failures and outage duration. The present power system operates with

-comparatively high system losses of about 23%. It is estimated that about 17% of these are in the

distribution system. As a result, the excessive system voltage drops are keeping the efficiency of
the operation of consumer appliances very low.

Another important issue facing the distribution network is the need to build new 11 kV and 33 kV
lines in order to restore proper connections to existing substations (transmission and distribution
lines using their design voltage levels) as well as to connect newly built substations to the network.




The distribution network needs to be expanded to include: households located close to the existing
distributions networks, but not connected to the networks so far due to either limited capacity of the
existing plant or due to shortage of materials to implement the electrification schemes. Another
challenge is to connect the households located in areas, which had electricity before, but lost it
when the distribution facilities were destroyed during the hostilities; and, households located in
remote areas that are not electrified so far.

e) Generation

Over and above the needs of the network and its infrastructures, the most obvious problem
of the electricity system in the northem Kurdish governorates is the lack of sufficient generation.
The estimated base load requirement above the combined realistic sustainable output of the
existing power plants is 350 MW. At an estimated $800,000 per MW, this would entail an
expenditure of about $280 million, although the options actually available could reach beyond this
figure.

3. PLANNED ACTIVITIES (subject to fund availability)

To address the above-mentioned problems, the following activities need to be undertaken:
a) Build 1,675 km of 132 kV and 33 kV transmission lines.

b) Rehabilitate 1,179 km of 132 kV and 33 kV transmission lines, and restore 140 km of 132
kV lines to their original design voltage.

¢) Rehabilitate and build 70 substations (the ENRP intends to commission a first tranche of 8
substations by October 2002, 19 additional substations by February 2003, 18 additional
ones by June 2003 and the remaining 25 substations by June 2004).

d) Rehabilitate 16,095km of distribution lines (33kV, 11kV, Dist Trans and LV).

e) Build 1,720 km of new distribution lines (33kV and 11kV).

f) Rehabilitate two dams and their hydro power stations.

g) Install diesel power plants (3x29 MW for each of two stages).

h) Install 256 diesel generators (38 MW) for water pumping, 172 (17 MW) for healith utilities,
and around (8-10 MW) for domestic consumption.

i) Establish one system control center and one network communication system
j) Procure large quantities of parts and spares
k) Develop the capacities of the local electricity authorities in the region to sustain the

efficiency being visualized under the rehabilitation and strengthening projects by skills
development to install, operate and maintain the systems scientifically.
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4. IMPLMENTATION METHODS

Currently, as per the Memorandum of Understanding between the United Nations and the GOI
that codifies the practical arrangements for the implementation of the Oil-for-Food Program, UNDP is
responsible for the entire procurement, installation and commissiening of electrical equipment, along
with storage of spare parts, necessary for the rehabilitation of the electricity network in the three
Kurdish northem govemorates.

There are currently twenty seven ongoing projects with several international large-scale tenders to be
issued this year. A large number of these projects are/will be implemented through tumkey contracts
with international engineering companies. Other smaller projects are/will be implemented directly by the
ENRP in cooperation with the Local Electricity Authorities.

For the future IDRC should oversee the operations of the New Government Departments.

a) Procurement procedures

Procurement of Goods, Works and Services will be carried out by IDRC through Intemational
Competitive Bidding modalities as applicable under International Financial Regulations and
Rules, FIDIC is what is used in Iraq.

The firs step in the procurement process in normally represented by the publication on the
either a invitation for Expressions of Interest (EOI), for services, or an invitation to apply for pre-
qualification (Request for Pre-qualification) in the case of provision of goods, works and supply
& Installation services.

Short-listed or pre-qualified companies/suppliers are then invited to submit a formal bid for the
supply of goods, works and supply & installation services, as applicable.

Formal solicitations to submit bids/proposals are normally issued to pre-qualified/short-listed
firms as:
Request for Proposal (RFP), for the provision of services and/or works, including
supply & installation of equipment; and
- Invitation to Bid (ITB), for the supply of goods, works, materials and/or plant,

b) Contract execution
Briefly, the main modalities followed in Iraq for contracts execution are the following:

Tumkey confracts for the engineering design, supply and installation of
electromechanical equipment and/or plant;

- Supply contracts for equipment, materials, plant and vehicles;

- Supply and Installation contracts for electromechanical equipment and plant;

- Consultants' Services contracts for employment of consultants’ firms; and
Special Service Agreements for appointment of freelance specialists or
Reimbursable Loan Agreement with companies for appaintment of their
professionals.




DETAILED INVESTMENT PLAN FOR IRAQI KURDISTAN

1. INTRODUCTION

The objective of this report s to review and summarize the state of the various sectors of the
current electrical network, and identify weaknesses with the view of proposing necessary plans to meet
current and future need until 2010 in the electricity sector in Iragi Kurdistan.

UNDP and Local Electricity Authority are camying out a program of various rehabllitation and
maintenance activities to develop and enhance the electricity system in the area. For the future,
projects planned under current cooperation program between the UN and KRG should continue.

Most information at this report is based on a study conducted by the Australian Consultant Company
(SMEC). In 1998, SMEC completed a major survey of the network in the three Kurdish Govemorates.
The survey aims at identifying the state of the various sectors of the electrical network, and make
recommendation to address the problem, the recommendation of this study were shared with the Local
Electricity Authorities and are currently used as a general guideline for the planning of future activities.

2.  CURRENT SETUATION

RELIABILITY:
The reliability of plants and equipment in the Iraqi Kurdistan is weak due to the following:
Shortage and lack in power generation.
- Lack of protection.
- Excessive over load
- Lack of maintenance & spare parts
- Communication problems
- Shortage of tools and vehicles
- Shortage of transmitions lines and transforming capacities

LOAD:

As a result of natural load growth of 1.05% per year the load on Sulaymaniyah-Erbil was
estimated to rise from 480 MW (in year 1998) to about 500 MW in 2003 and 530 MW in year 2008
these figures should be increased by about 400 MW for load shedding to gibe an unsuppressed (no
load shedding) maximum demand requirement at generation level of 940MW.

The maximum demand on the Dohuk system was 90MW (in year 1998), if Dohuk load are included
then the unsuppressed maximum demand requirement at generation level in the long term became,
1140 MW.

TARIFES:




The low price of electricity has resulted in extravagant usage of electricity in northem
Governorates, the amount and reliability of electricity supply available to people will reduce substantially
until new generation becomes available.

3. GENERATION & SOURSES

‘Electricity power resources in Iraqi Kurdistan currently are limited to:

1. There are two hydro station located in Sulaymaniyah Governorate, Dokan (5X80MW) and
Darbandikhan (3X83MW), the maximum power supplied by these two stations (with full
storage) is 566 MW and due to deteriorated state of the power station the available power
becomes less than 480 MW.

2, Three station of 29 MW diesel generation plant (one station for each Govemorate).

The availability of power from the National grid via Mosul is supplied only to Dohuk Governorate
and the availability of power is politically controlled, however there Is regular load shedding in
Dohuk.

The only options for increasing the power generation in Iraqi Kurdistan are:
Hydro Generation plant provided.
- Thermal Generation plant provided.
- Re-connection with the National grid.

For reconnecting Sulaymaniyah-Erbil 132 kV network with the National grid, studies have been made
conceming the over all cost of the items and supplies needed to this reconnection as a tum-key project
implemented by foreign companies, and the preliminary estimates as follows:

Reconnection through two line as a first step at a total cost of § 15 million as follows:
- Taamem Govemorate-Taslujah, at a cost of $ 8 million
Dibs-Erbil, at a cost of $ 7 million

Reconnection through three lines at a total cost of $ 23.5 million that is to say the Taamem-~
Taslujah and Dibis-Erbil Lines at the same cost as above, with the addition of a Qaraqush—Erbil line at
a further cost of $8.5 million.

4.  TRANSMISSION LINES

In any electricity supply program the transmission network is the key lo the transmission of
electrical energy from the generating source to the load centers and they are designed for high
refiability.

Generally there are few numbers of 132 kV & 33kV transmission lines, in the area, some of 33 kV even
11kV feeders are supported on the 132 kV towers until these towers are required for the 132 kV
system. Some section of the 132 kV and 33 kV transmission system have been extensively damaged,
the forms of damages are:

1. Steel towers destroyed or damaged

2. Steel work missing on towers,

3. Conductors and earth — wire missing.

4 Insulators broken




Because of a shortage of materials and equipment, temporary repair have been made which are

substandard and which leave the system in an unreliable state.

Bellow is review of details regarding the existing 132kV& 33kV transmission lines

132KV T.L BRVTL

Covmorate No. | Length (km) | No. Length (km) |
Erbi 7 434 20 233
Sulaymaniyah 13 577 22 303

Dohuk § 315 9 265

Total 2 1326 51 801

5.  SUBSTATIONS

Substations form the power injection point to the distribution network. All the substations in the
area are in deteriorated condition requiring immediate rehabilitation and in many cases, augmentation
too; loads in most of them have exceeded the firm capacity. Some of them are mobile substations.

The existing 33 kV and 11 kV circuit breakers are in poor condition and require replacement as a matter
of urgency, these equipment were purchased in 1970 and has exceeded its normal life cycle, most are
operated manually and they are severely at risk due to the inability to isolate faults.

The 132 kV circuit breakers at north Erbil S/S and old Dohuk S/S are very old and the company has
now been taken over several times and it is extremely unlikely that a supplier will be able to provide the
necessary spare parts.

Following are the details regarding the existing 132 & 33 kV substations:

Governorate No of 132 kV SIS No. of 33kV S/S
Erbil 4 14
Sulaymaniyah 9 22
Dohuk 3 13

| Total 16 | 59

6.  DISTRIBUTION

The L.V network is the most important part of the distribution system it is important that it is
designed to meet the potential customer load and the quality and standard of supply is adequate as
regards reliability and voltage limits.

Generally the existing 11 kV & 0.4 kV network in the area are overhead lines and they are in bad
condition due to past damage and lock of materials necessary for appropriate repairs or preventative
maintenance.

Distribution transformers are extensively over loaded and most of them with out protection, they
urgently need an upgrade of their electrical protection. Poor voltage levels below the allowable limits
affect various section of the distribution network.




This has caused poor supply voltages to consumers in these areas, causing various problems in the
use of electrical equipment.

7.  COMMUNICATION

Communication is poor, in many cases reliant on the sub-standard local phone network, power
line carries (PLC) &VHF) systems covers sub-station but only few are working, parts are missing on
most equipment and an urgent survey is required to determine the parts that are needed to restore the
system to operation.

Remote control is impossible and there is no control system for transmission or distribution aithough the
scheduling of generation and load shedding is carried out from Dokan hydro power station,

Generally, Communication Is poor - needs new equipment and specialist review & a control dispatch
center would help reduce system outage time.
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Options for Additional Generation Capacity

In Iraqi Kurdistan

INTRODUCTION

This report gives immediate generation options whilst including a great deal of information on
the medium and long term options for additions to generation capacity.

In this study, Immediate Term means completion in less than 2 years from now, Medium term means
completion within in 2-4 years, and Long Term means completion in more than 4 years from now.

CONCLUSIONS AND RECOMMENDATIONS

1. LOAD

The 1999 total maximum demand and energy requirement for the Sulaymaniyah, Erbil and the
Dohuk systems at generation level to be about 560 MW and 1900GW/h/year respectively.

Given a resumption of normal hydro catchments inflows and a gradual increase in generation to supply
loads shed prior to the drought, previously unelectrified villages and collective villages, the total
maximum demand and energy requirement for the Sulaymaniyah, Erbil and the Dohuk systems at
generation level has been estimated to rise to about 800MW and 2000GWh/year in 2001(the short
term), 630MW and 2100GWh/year in year 2003 (the medium term) and 1140MW and 3700GWh/year in
year 2010 (the long term)

The above figures assume that the maximum demand on the Dohuk system in year 1999 is about
100MW (Summer) and 170MW(Winter) and the energy requirement 380GWh/yaer.

2 GENERATION

Itis unlikely that the maximum-recorded generation out put for Sulaymaniyah hydro (480MW)
will be exceeded prior to rehabilitation. The only options for increasing the power generation in Iraqgi
Kurdistan are:

1. Thermal generation, if the plantis provided under SCR 986 or another program and if
the authorities are able to arrange and cover the cost of the necessary fuel.

2. Hydro generation if the plant was provided under SCR 986 or another program.

3. Re-connection with the Iraqgi grid.

4. Re-connection with the Turkey grid.

Implementation of any option will require allocation of funds from National Budget, since consumer
tariffs do not generate sufficient funds to cover fuel and operation and maintenance (O&M) expenses.
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3. THERMAL GENERATION RESOURCES

In assessing thermal resources it is assumed that all resources will have to be contained in the
three Kurdish Govemorates. The constrain on development of thermal generation in Iraqi Kurdistan Is
the size of the exploitable thermal resources that exists in each of the Governorates namely
Sulaymaniyah, Erbil and Dohuk.

The resources will have to be quantified to allow comect generation planning to be completed .The
resources would have lo be classified as proven reserves before commitment to a project is made. The
definition of proven reserves being that there is a 90% probability of exploiting the reserve to the extent
estimated.

Since no official records of reserves were available, then it must be assumed that the following activities
would have to precede the commencement of thermal plant design and would be carried out in series
i.e, the total time would be 2 years.

« Exploration 1year

o Production drilling oil wells 1 year

Following successful production drilling three types of plant could be considered. The times shown are
from start of implementation planning to commission:

¢ Large diesel genets up to 2 years
e Gas turbines 2.5 years
« Steam turbines (oiVgas fired) 3 years

4. HYDRO GENERATION RESOURCES

Hydro recourses also need some thorough investigation to achieve an acceptable degree of
certainly, Typically the period from planning to commission is not less than Syears, however there are
two schemes in Iraqi Kurdistan for which a lesser time may be allowed.

These are the Bekhma (1500MW) and the Bakurman schemes. Only the Bakurman would qualify for a
medium term because of the size and political and contractual problems likely with Bekhma. Some
mini-hydro schemes may also qualify as medium term.

Typical implementation times for hydro are:

1. Site identification 3 months

2. Site investigation and survey 2 years

3. Detailed design 10 months

4, Financing 12 months

5. Tendering 6 months

6. Construction 4 -5 years

7. Commissioning 12 months (large station)

The hydro potential of a site depends basically on two things; the flow of water and the available head.
The head can be measured in a short time with almost any survey equipment.

The water availability can only be determined by careful measurements over a prolonged period
Survey and geotechnical data is needed to improve the estimation of project costs and viability.
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5. HYDRO POWER OPTIONS

Hydropower is the best renewable generation sources available in lraqgi Kurdistan, There are a
number of large rivers and an abundance of narrow gorges suitable for the construction of dams and
power stations.

Typical cost of hydro power station is 1000—3000 US$ /KW,
A number of potential dams can be contracted in the future including the following:

¢ Bekhma A 230m high multipurpose rock fill dam under construction on the Greater Zab River,
designed to provide flood control, as well as peaking hydro power for the Iraqi grid, The
1500MW power station would have produced an average of 4776GWh/a

While Bekhma dam has already been designed and partially constructed the power station itself is too
large for the northern governorates grid. Without interconnection with the southern Iragi grid.

It is technically possible to construct a 90m high reinforced concrete cavity (RCC) dam in place of the
proposed integrated cofferdam giving a lake level of EL 450m. This could supply water to temporary low
head power station of about 150MW Capacity connected to the low level out let tunnel; it will produce
an average of 960 GWh/a. This project would set up relatively quickly because the dam high is less
than the level of 476 for sediment storage for the main dam.

» Lower Bekhma, a 25m high dam with 100MW power station down stream from Bekhma
capable of re-regulating the peak power releases into less damaging constant discharges with
an annual 343GWh of energy.

» Bakurman, a 100m high concrete arch dam associated with a 66MW hydropower project on the
Khzir River estimated 70 GWh of energy. This site has been investigated and studied and the
data should be available from Baghdad for design and earty construction.

» Qaladza was proposed as an 85m high dam upstream from Dokan on the lesser Zab. The
flows are about three quarters of the Dokan flows. In principle this project should be about
180MW

» Taq Taq has been proposed, as a dam down stream from Dokan This River is wide at this
location and is expected fo require a significant dam structure founded on alluvium, it will
produce about 70MW based on the release from Dokan and the available head.

» Similarly, a dam at Buanur is expected to produce 90MW from the 45m high dam based on the
daily releases from Darbandikhan.

o Deralok, on the Greater Zab clear of the maximum flood of the Bekhma Dam

= Buanur dam has been proposed as a re-regulating dam for Darbandikhan mini-hydro power
option.
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6. WIND POWER OPTIONS

Records for Dokan and Darbandikhan show thal the average wined speeds at these locations
are quite low; they are only of the order of 2-3 m/s.

A wind generator of worth while proportion for a village, say 600Kw (about 1000 cuslomers at 4A per
customer), would deliver about 219MWHh/a to the village .The comesponding capacity factor is only 4%
Although this is the equivalent the of about one hour per day in fact the customers would not want to
share usage according to the current wind speed. Hence battery back up would be required plus
probably a diesel-driven generator. If diesel driven generator back up is required and fuel is cheap and
available, it would be financially advantageous to install only the diesel-driven generator.

Small diesel generator cost about 100-200 US$ per KW and wind generators about ten times this unit
cost.

SHORT TERM EXPANSION

The immediate term plan to be commissioned within two years is as follows:

1 Presently, three 29MWdiesel power stations are instalied in the three northern govemorates,
also there are about 1150 small diesel generators with a total installed capacity of 106 MVA across the
area, To ensure continuity operation for these units, supply of fuel, oil & necessary spare parts should
be secure, the estimated amount of fuel and costs of spare parts is as shown bellow:

For thre iesel
Fuel amount for one-year operation-173 million liter $4.5 million

For 1150 small diesel generators

Fuel amount for one-year operation-40 million liter (9 H per DAY) $1.5 million
Spare parts for one year $2 million

2 Installation of additional generalion supply by installing 12 units of Gas Turbine of 20MVA
capacity each with its necessary equipments & components for connection with the grid (33 KV side),
These units should be distributed as follows:

Sulaymaniyah 2X20MVA
Erbil 4X20MVA
Soran 2X20MVA
Dohuk 3IX20MVA
Agra 1X20MVA

The estimated costs of these units and amount of fuel for operation are as follows:
12X20 MVA gas turbine unit complete with necessary connecting equipmentsis ~ $190 million
Amount of fuel for operation per year 360 miflion liters $10 million

3 Re- inter connection with the Iraqi grid, however there should be indication that GOI would

guarantee the amount of transfer power. The inter connection of Sulaymaniyah/Erbil grid with Iraqi grid
would be via two 132K circuit, (Dibes- Azade) are (Kirkuk - Taslujah).
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The estimated cost is about $ 25 million

4. The interconnection has already been made prior to 1990 and network components are in place.
Connect Dohuk grid with Sulaymaniyah-Erbil grid after improving source of generation, It is concluded
that the inter connection via new Harir , Agra & Bakurman and Sarsink Is technically safisfactory.

The estimated costs for this connection is about $20 million

Notes

- Current UNDP-ENRP activities Regarding maintenance of existing generation plants,
Transmission lines, Substations, Communications & Distribution network, should be
continued according to the applying plan. But by the Kurdish Local Electricity
Authorities

- Transmission Lines and substations plan are shown in the attached tables which
shows detalls of work 1o be done and the required funds

- Funds required for communication and SCADA system is about $55 million, fund need
to be secured.

- For distribution sector, $216 million have been allocated to rehabilitate 4430 kM and
construct 550kM of new networks in IK via ENRP activities, but distribution sector still
needs to allocate additional funds of $60 million to the sector for the short term to
under take new activities

MEDIUM &LONG TERM EXPANSION

Tables No. 1 & 2 shows the most impartant options & plans that should be taken under
implementation for medium and long term consideration for Increasing the power generation in northermn
Iraq and improving reliability for electricity system in the region.
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From: & |

Sent: | Tuesday, November 05, 2002 6:34 PM §
To: '
Cc:
Subject: Oil For Food Transition, subgroup :
Dear Colleagues,

| am coordinating the above mentioned subgroup and would like to start some brainstorming here. My idea of
dealing with the Oil-For-Food program issue will basically cover the following:

1. Provide some basic information and background of the resolution, current status. And for that | have attached
some basic data information. We can expand more, | could reflect on IK expenence which | am directly involved
with,

2 Analysis

- OPPORTUNITIES (positive aspects of the resolution what could be enhanced, enforced and considered for
continuation in the future), and

- RISKS (the negative aspects of the resolution in its current form, and highlighting issues for change and
development for the future).

3. Proposal for Transitional penod, how long and what form There were some thoughts expressed duning the
discussions about a proposal for a joint management system.

4 Kak Salah expressed the idea of considering drafting a new resolution. Should we in this subgroup work on a
new drafi?

For the sake of meeting deadlines, and since we are small subgroup, may be we only need fewer number of
drafts to work on. 1 and 2 draft before a final draft. could be enough. If you agree, then let's circulate the first draft
by 15 November. and the 2nd draft by 25 November | will have then until the end of the month to work on a final
draft

To start the process of brainstorming, | am sending below some initial thoughts, kindly read and react so we move
the thinking forward. also you can make use of the attached files and the following link Click here: Office of the
iraq Programme Qil for Food

Future of Qil-For-Food

The UN-mandated Iraq oil-for-food program is the largest humanitarian program in the world. December 2002 will
mark six years of program implementation. This is a massive, compiex program with both positive and negative
features. Itis ime to review these features and examine performance with a view toward determining what the
expenence offers toward guiding us in the future.

Very briefly: The main feature of the program centers on substantial funds being generated from iraq's oil wealth
that are dedicated/restricted solely to humanitarian purposes. As currently structured, the program allows for
major reform/overhaul of Iraq's health, education, water & sanitation, housing. telecommunication, road, and
electricity sectors. However, this is not happening to the extent funds allow because political factors have been
used to obstruct implementation,

We Iraqgis are strong, excelient implementers. But we are weak in analysis and planning that would result in more

effective and efficient application of the country's resources. Pant of this is explained by the fact that in the past
planning has been solely top-down, extremely centralized - forced, with power and funds thrown at whatever the
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power-thal-be deigned to have done.

Since the program began nearly six years ago, $58 billion has been eamed with $40 billion made available for
humanitanan goods/services throughout the country. In most any country in the world, this is a substantial
amount' In addmon, we must add the value of the hundreds of thousands of civil service personnel, and
operations & maintenance costs, covered, however inadequately, by both the GOI for the center-south (CS), and
by the KRG for the Kurdistan region of northem Iraq - Iragi Kurdistan (IK). in total, the amount available for health,
education water and sanitation etc. averages more than $7 billion per annum. In addition, $1.3 billion has been
prowided to the UN. repeat UN, to cover their program management costs.

Dunng these six years, neither the UN nor the GOI (nor the KRG) has produced a comprehensive strategic plan
for spending $40 billion based on professional, detailed analysis. In effect, program planning amounts 1o little
more than coming up with shopping lists” of items for procurement. Regrettably, program objectives with
measurabie indicators focusing on impact are not a regular feature. Obviously, this is a negative feature that
needs 1o be corrected

Keep:ng in mind that all essenbial public services in iraq have been provided solely by govemment, we must go
trough a transion penod where the oil-for-food program will continue to direct resources toward humanitanan
needs Ywhatever the replacement governing structure may be, given past expenence the "new" structure will
have to prove ttsell in terms of responsibility and responsiveness.

It would seem that a phased transfer of resources from the current oil-for-food type program with some degree of
external involvernent, 1o one in which intemal involvement is increased over time, would be preferred. Currently.
tne ox:-tor-food program 1s implemented in 6-month phases, each phase authorized by a Secunty Council
resolution Pemaps percentages could shift from to less external control every six manths based on
pregetermined measurable cntena.

Unger the program. humanitanan needs/services receive 72.2% of the sale proceeds of legally exported oil,
supposedly @ much higher percentage than before the events of 1990-1991. The funds actually available will
increase as more o1l 1s exported, though we have to keep in mind that oil prices could very well fall. Incidentally,
during the pas! six years Baghdad has reached daily export levels nearly as high as the levels reached before
1990 Tris nas occurred under conditions of supposed devastation and detenoration of the oil industry.

Anached are 5 files of introductory information on the oil-for-food program. Later, | will offer more information
based on our hrst-hand. specific experience with the UN and GOI in administenng the 13% account with funds
aliocated tor raq) Kurdistan

Best regards
Nasreen

Nasreer M Sideek
Mhnister of Reconstruction and Development
hurdistan Regional Government - Erbil
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Executive Summary

Under the “Future of Iraq” project sponsored by the US State Department an
advisory subcommittee on Information and Telecommunication Infrastructure
under the Economy and Infrastructure working group was formed to

* Assess the current state of Information and Telecommunication
Infrastructure in Iraq.

* Identify Infrastructure initiatives needed, the day after Saddam, to
maintain and support essential services; distribution of food and drinking
water, medical services, sanitation, transportation and security.

* Recommend Infrastructure goals to meet in the first 180 days and within
the first two years following the liberation of Iraq and beyond.

» Specify, at a high level, the requirements to meet these Infrastructure
goals.

* Initiate the process for setting guidelines for a Freedom of Information Act
for Iraq

To conduct its business, the subcommittee divided the Segments of Information
and Telecommunication Infrastructure into the following:
¢ Terminal Appliances, such as radio sets, television sets, computers,
telephones and mobile phones.
* Distribution Networks, such as telephone network, radio spectrum
including satellite, and Internet and data networks, and
¢ Content Production Facilities, such as radio stations, television stations,
newspaper and magazine publishers, book publishers and Iraq’s portion
of the world wide web
The subcommittee collected information on Iraq’s economy and compared it to
some selected neighboring countries. Iraq’s per capita GDP in 1991 was $3,483. In
2002, it is $2,500. The following is a table of economic statistics by country for
20002
Iran $6,300
Jordan $3,500
Lebanon  $5,000
Turkey $6,800
USA $36,200
Definitions: Gross domestic product (GDP): The value of all goods and services produced domestically.

Purchasing power parity (PPP): The PPP method involves the use of standardized interational dollar price
weights, which are applied to the GDP produced in a given economy.

? http:/ / www.infoplease.com/ipa/ A0874911 html
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The subcommittee reviewed the state of Information and Telecommunication
Infrastructure in Iraq based on publicly available records. According to the May
2002 UN Oil for Food program report:

The telecommunications infrastructure in Iraq is extremely poor,
which has resulted into negative consequences on the efficient
procurement and distribution of humanitarian supplies, poor
communications between warehouses and hospitals, and hindered
the timely passing on, of accurate information on requirements.

An ITU mission in 1998 concluded that the rehabilitation and modernization of
the telecommunication network in Iraq would require an investment of over $1
billion and its implementation could take between 7 and 10 years.

The number of telephones per 100 people in Iraq was 5.6 in 1985, which
deteriorated to 3.1 in 1998 and today it is below 3 per 100. The world average is
10.

The telephone infrastructure in Iraq is mainly analog and requires massive
upgrade to a digital infrastructure. It consists of two analog networks (Coaxial
and Microwave) making a figure 8 shape covering Iraq from Mosul to Basrah
intersecting in Baghdad. International connections are through 3 old satellite
stations, and Coaxial cable and microwave radio relays to Jordan, Syria, Turkey and
Kuwait.

Internet and data networks are almost non-existent. The estimated number of
users is 12,500 (2001) outside Kurdistan and 10,000 in Kurdistan. There is no
civilian backbone data network, but it is speculated that a military one exists.

Some interesting reference statistics include 6.7 percent of world population has
access to the Internet. Turkey has around 1.5 million users. United Arab
Emirates has around 500,000 users.

The current state of content production facilities in Iraq excluding Kurdistan is is
summarized in the following. There were 19 AM (5 are inactive), 51 FM, 4
shortwave radio broadcast stations as of 1998. There were 13 television broadcast station
as of 1997. In 1996, there were 20 daily newspapers. In 2000, there was one Internet
Service Provider, with no web sites other than a few government web sites.

In Iraqi Kurdistan there are 15 TV broadcast stations, 20 radio broadcast stations,
which broadcast in SW and FM, 167 daily, weekly, bi-weekly and monthly
newspapers and magazines and 2 Kurdish satellite TV broadcasts.
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The following table present statistics on Iraq vs. other countries of similar
economies, plus the US as a reference:

Newspapers, Radio, Television, Telephones, and Computers by Country?
(per 1,000 inhabitants)

{ Daily

—

Sources: Except as noted, newspapers, radio, and television—United Nations Educational, Scientific, and
Cultural Organization, Paris, France, Statistical Yearbook (copyright); telephones, cellular phones, and
personal computers—International Telecommunications Union, Geneva, Switzerland, World
Telecommunication Indicators (copyright).

The subcommittee identified the following major challenges facing Iraq during
the post Saddam transition period:
¢ Gathering facts in a timely manner about current infrastructure
e Introducing new infrastructure into major population areas
» Shortage of skilled labor as well as training local labor
e Establishing a regulatory framework to enable contributions from private
sector
e Introducing free press and free media in an orderly fashion, which we
propose to be introduce under a comprehensive Freedom of Information
Act for Iraq

The subcommittee established the following guidelines for setting up its
recommendations, i.e initiatives should take into consideration the following:
o Geographic distribution of population around Iraq.
o The infrastructure in neighboring countries and countries with similar per
capita GDP.
o First, Fix what is there, then build new infrastructure.
o Leverage existing military and security infrastructure such as the coaxial
cable network to the western desert.
o The infrastructure developed in Iraqi-Kurdistan over the past decade

3 http:/ /www.infoplease.com/ipa/A0883396.html
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* Telecommunications Ministry replaced Analog exchanges in
Dohuk, Erbil and Suliemaniyah with new Digital exchanges.

* More than 100,000 new lines were made available for the public.
Telephone density in IK is now 2.8 telephones per 100 inhabitants

» Private companies using the V-SAT system introduced 20,000
mobile phones to the market.

»  There are 10,000 Internet users in Kurdistan through WEB-5AT, a
low cost-high speed - two way Internet via satellite

* There is no political censorship in Iraqi Kurdistan.

* Media outlets belong to political parties. No outlets are commercial!

Subcommittee Recommendations
We recommend three stages of recovery and development after the liberation of
Iraq

1. Recovery Stage, which deals with the restoration or establishment of
essential communication services.

2. Basic Services Stage, which deals with the introduction of information
and telecommunication infrastructure services that meet basic daily needs
of the society

3. Advance Services Stage, which deals with the introduction of services
that enable Iraq to grow unhindered and match countries of similar per
capita GDP that have advanced services.

Recovery Stage ~ First 180 days
The transition goverrunent should create taskforces
a. To gather accurate information on the state of the infrastructure and
complete it within the first 90 days.
b. To identify and specify communication infrastructure needed to maintain
and support essential services, and
c. To identify the skills required by the workforce responsible for building,
maintaining and operating the telecommunication infrastructure in Iraq.

During the recovery stage the existing recommendations made by the UN Gil for
Food Program should be implemented immediately. These are:

1. Replace the analog Baghdad Junction Network (BJN) with a digital
network at a cost of about $15 million. It is estimated that the replacement
of the transmission lines could be made operational within six to eight
months,

2. Replace the international communication facilities (Earth station,
international exchange and the analogue microwave link between them).
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3. Replace four old crossbar exchanges (Karbala, Diwaniya, Nasiriyah and
Basrah) and of the obsolete analogue microwave link between Baghdad
and Basrah with a digital link and extend it to the port of Um Qasr, the
entry point of the main portion of humanitarian commodities. This
microwave link will pass seven governorates whose total population is
more than (7) million and considered as the most populated region in Iraq.

4. Replace three exchanges in Baghdad that were completely damaged
during the Gulf war.

The cost of the above projects is estimated at $130 million

5. We also recommend the introduction of a small mobile
telecommunication network for (25000) subscribers in Baghdad, and a
(2000) subscribers network in the center each of the governorates in Iraq at
an estimated cost of about $30 million.

6. We also recommend the introduction of mobile telephony in an aggressive
way into Iraq by allowing several vendors to compete in entering the Iraqi
market on condition that they bear the cost of initial deployment of
infrastructure and subsidize heavily handsets and monthly charges.

The cost of infrastructure for 1 cell phone per 100 people in Iraq is estimated at
about $125 million. To give each family one cell-phone, assuming an average
family consists of 5 members, will cost up to $25 billion for infrastructure.

Basic Services Stage
In the first two years, we recommend:

1. Introduction of data network to allow connection of computers in all -
warehouses and Ministries and other parties involved in the humanitarian
distribution programs.

2. Enable the private sector to be involved in providing some of the
communication services in the country such as ISPs and mobile telephony.

3. Utilize the military network built by the Saddam regime for civilian use.
4. Develop a standard and simple “ government bid proposal” to encourage

small businesses and entrepreneurs to import required hardware and
software and establish information and communication services

: T
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5. Collaborate with neighboring countries that have modern infrastructure
such as Iran, Turkey, UAE, and Kuwait to benefit from their experiences,
cost allocation, time and resources required, management risks and
preparations.

We recommend the followmgtar et level of services in two ears ( 100)
<t Dty %lqphoﬂe Ceﬂuhrphone P

Total cost is estimated at
o $2billion for telephony
o $1.2billion for cellular telephony
o $1 billion for computers

Advanced Services Stage

Beyond first two years, we recommend to match or exceed the highest service
levels of countries with similar per capita GDP and similar economies,
particularly oil producing countries,

1. Introduce a modern digital infrastructure for telephony
2. Introduce a high-speed IP-based infrastructure to support voice and data
services and cover major population areas in Iraq. This backbone should
consist of
a. An optical backbone and me'a'opohtan area networks
b. A distribution (last-mile network) that consists of a hybrid
infrastructure of wire-line and wireless (including satellite)

The subcommittee established the following guidelines for goal setting in the
Advance Services Stage
» Service levels should be proportional to the country’s per capita GDP of
countries with similar economies.
» Regulate the airwaves and information distribution channels to enable the
private sector to contribute to the building of infrastructure
> Coordinate activities by a government agency (or IDRC) to oversee
projects and treat them as public works projects and for job creation at the
same time.
» Establish strong enforcement body to prevent abuse and maintain
transparency in all projects.
> Establish publishing houses and encourage the writing of books
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> Establish centers for translating works produced in other countries of the
world.

We recommend the following target level of services in 5 years (per 100):

Total cost is estimated at
o $3.75 billion for telephony
o $3.6 billion for cellular telephony
o $1.5 billion for computers
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Notes to members of the Telecommunication Infrastructure
Subcommittee

I decided to leave material that was submitted by Dr. Mohamed Alhakim (in

red) and material that was submitted by Ms, Nasreen Sideeq (in blue). I did
integrate the input from all members in this draft. This includes both Mohamed
and Nasreen input. This will allow us to maintain the original intended text as a
basis for discussion to generate the final draft of our report.

Preface

Iraq, the cradle of civilization, the people that introduced the first law and civil
society in history is at last preparing to join the free world, after over 30 years of
draconian oppression and tyrannical rule. Saddam’s mafia-style government has
caused massive damage to Iraq’s infrastructure during the past 20 years since the
first Gulf War, as a result of gross miscalculations and self-centered adventures.
Repairs of the infrastructure will take billions of dollars and tens of years let
alone bringing it to 21% century standards modern societies.

Ironically, the same tyrant himself has created the necessary environment for his
own demise. The free world, led by the United States of America, has reached the
conclusion that without removing this dictator from power, the whole region

will continue to be in turmoil and the new phenomenon of extremism that has
led to unthinkable terrorism against innocent civilians will continue unabated. At

last, the people of Iraq can hope to restore their lost freedoms with the help of the
free world.

Acknowledgement

1- The Communication subcommittee acknowledges that this draft consists of input
from members of the communication subcommittee and in agreement that the
draft document will only become a final document after ALL members have read

it and made their comments

2- The Communication subcommittee is a non-political government organization
devoted to the development and reconstruction of all communications and
telecommunication infrastructure in Iraq. Its advisory role may extend to advise
the transitional government on communication media development and

establishment, telecommunication recommendations, and the insurrection of a
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new Iraqi freedom Act that govern all types of media such as Televisions, Radio,
Newspapers, magazines, Internet access, Internet content, and others. This
subcommittee will advise the office of the prime minister and relevant cabinet
members on issues of national interest such as regulations, and de-regulations,
technology import/export, education and training, communication policies, and
identification of new telecommunication projects.

The Communication subcommittee’s decisions and its board members must be
independent from any political conflicts that may occur between government
political parties, senior government officials, part line ideologies or ethnic
interests as part of the normal democratic process.

The Communication subcommittee is composed of undetermined number of
expert board members,

The content of this communication document with all of its definitions,
recommendations, and organizational structure is considered a “non-biding”
document to the new Iraqi collation government.

Introduction

The Future of Iraq Project, its workgroup on Economy and Infrastructure, and
this subcommittee on Information and Telecommunication Infrastructure aim at
preparing a set of recommendations for post-Saddam Iraq, both short term, i.e.
urgent, and long term, i.e. strategic. The Information and Telecommunication
Infrastructure subcommittee is chartered to:

a.

b.

Assess the current state of Information and Telecommunication
Infrastructure in Iraq.

Identify the Information and Telecommunications Infrastructure
initiatives needed, the day after Saddam, to maintain and support
essential services; distribution of food and drinking water, medical
services, sanitation, transportation and security.

Recommend and prioritize Information and Telecommunication
Infrastructure goals to meet in the first 180 days and within the first five
years following the liberation of Iraq.
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d. Specify, at a high level, the requirements to meet these Information and
Telecommunication Infrastructure goals.

e. Initiate the process of drafting a new Iragi Information Act that dictate
how and in what form information is to be disseminated to the Iraqi
people:

a. Freely

b. Regulated

¢. Semi-Regulated
d. Controlled

Elements of Information and Telecommunications Infrastructure

During the final two decades of the 20% century, the world embarked on a new
information and telecommunication revolution. Information and
telecommunication infrastructure has become the backbone of the modern
societies. In this section, we identify all the elements of this m.frastructure to
establish a scope for our investigation and recommendations.

We shall classify infrastructure into; first: Terminals (i.e. access devices), second:
Networks (i.e. networks that facilitate access), and third: Content (i.e.
infrastructure to deliver and provide access to information content), hence the
following classification:

Elements of Information and Telecommunications Infrastructure:

Terminals

Radio sets

Television sets

Computers and Personal Digital Assistants
Telephones

Fax machines

Mobile phones

Networks

a. Analog telephone network

b. Radio spectrum including satellite and HF/ UHF
c. Internet and data networks

mp a0 o

Content

Radio stations

Television stations

Newspaper and magazine publishers
Book publishers

Iraq’s portion of world wide web

pPon o
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Facts About Irag?

The following are facts about Iraq for reference:

General Information

E——

Total Land Area: 437,370 km?

S-S E———— —— T —
Land boundaries: [ 3,631 km
Coastline: 58 km

Capitak Baghdad, population: 4,850,000 (estimated 2002) ]
_———B: ———— e ]

Other large cities Mosul: 664,221;
Irbil: 485,968;
Karkuk: 418,624;
Basra: 406,296
Karbala: 400,000 estimated -
Najaf: 400,000 estimated

Location and Geography

Iraq is in Asia at the north-east of the Arabian Peninsula. It has borders with
Turkey in the north, Iran in the east, Kuwait in the south, Saudi Arabia and
Jordan in the south-west, and Syria in the north-west. The Arabian Gulf lies in
the south of the country. The terrain is made up mostly of broad plains and
reedy marshes in the south-eastern parts of the country. About one fifth of the
land is arable and there are a few permanent crops. The climate is mostly desert
with mild to cool winters and dry, hot, cloudless summers. The northernmost

regions along the mountainous Iranian and Turkish borders experience cold
winters with heavy snow,

Demography

1999 20023 (estimated)

Population: 22.99 million I 24.00 million

Crude Birth Rate: 32/1000 l 34.2/1000
Crude Death Rate: 10/1000 ) 6.02/10004

Infant Morality Rate: || 101/1000 J| 57.6/1000

2 The entire section (except where indicated otherwise) is based on information posted on the
web site for the Statistical, Economic and Social Resource and Training Center for Islamic
Countries: www sesricic.org

3 m

www.infoplease.com
4 Source: C1A web page on Iraq: www.cia.pov/cia/publications/actbook
6
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Life Expectancy: Male: 58 years,
Female: 60 years [

-

Urban Population: 76.0 percent

Adult Literacy: 58,00 percent (1998) H 60.00 perce;t-?‘l_w‘l)

Economy

Iraq has remarkable resources of oil, natural gas, phosphates and sulfur with an
economy heavily dependent on exports of crude oil and petrochemicals. It has
the second largest oil reserves and had become the second largest exporter of
hydrocarbons in the world prior to the Gulf War. Manufacturing plays a
relatively smaller role in the economy. All large-scale industry is currently
publicly owned and includes iron, steel, cement, pharmaceutical, and fertilizer
productions. Small private industrial companies are engaged in food processing
and textiles. Iraq has a skilled work force. Most of the fertile irrigated land is
available for agricultural purposes and 30 percent of the work force is employed
in agriculture.

1991 20025

GDPatCurrent || 64,116 million US$ (1991) 57 billion US$
Market Prices; )

—_—————— ————  — m
Per CapitaGDP: || 3,483 US$ (1991)

Share of Sectors in 6.0% Agriculture, 13.0%
GDP: Industry, 81.0% Services, (1998)

Total Exports; 8,738 million US$ (1999) 21,8 billion US$ (2000 est.)
Total Imports: 1,513 million USS (1999) 13.8 billion US$ (2000 est.)

* Source: CIA web page on Iraq: www.cia.gov/cia/publications/actbook
7
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Economic Statistics by Country, 2000¢

JER RECHS

Definitions: Gross domestic product (GDP): The value of all goods and services produced domestically.
Purchasing power parity (PPP): The PPP method Involves the use of standardized international dollar price
welghts, which are applied to the GDP produced In a given economy. The data derived from the 1998
method provide a better comparison of economic well-being between countries than conversions at official
currency exchange rates. n.a. = not available.

Source: U.S. Census Bureau, Intermational Database and The World Factbook, 2001,

¢ hitp:// www.infoplease com/ipa/ A0874911 html
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Current State of Information and Telecommunication

nfrastructure in Iraq
We will describe the state of the infrastructure based on the classification
presented in the section 1. We shall also draw references from comparable
nations in the region. The information presented in this section come from data
obtained from United Nations and US government web sites that are generally
available statistics. Some of this information is outdated, since the infrastructure
has been under a continuous state of deterioration. Furthermore, the liberation of
Iraq may result into additional damage to the infrastructure.

This group certainly hopes that the rules of engagement given to the liberation forces
would include sparing infrastructure from any unnecessary additional destruction.

Recommendation:

“The transition government should create a taskforce to gather accurate
information on the state of the infrastructure and complete it within the first
90 days.”

According to the UN Oil for Food program report (May 2002)”: “The present
state of telecommunication system throughout Iraq is extremely poor. Apart
from the wider social considerations, there are negative consequences for the
efficient procurement and distribution of humanitarian supplies.” Furthermore,
“In the health sector, poor communications between warehouses and hospitals
have contributed to delays in the collection of supplies by health facilities. The
absence of adequate data links has also hindered the timely passing on of
accurate information on requirements. “

The report continues: “ At present, the transfer of computer files (data transfer) is
almost impossible via the public telephone network and affects directly UN
observation activities and reporting. The mission, further, concluded that the
rehabilitation and modernization of the telecommunication network is a huge
development project. It would require an investment of US$ 1 billion or more
and its implementation could take between 7 and 10 years.”

7 [/ www., oi 11 L
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Information and Telecommunication Infrastructure: Terminals
The following table® summarizes the number of terminal units per 100 for each
respective year.

B85 8 87 88 89 9 91 92 93 94 95 9% 97 98 - 02
Radio 229
™V 57 61 - 68 68 69 72 73 75 75 80 82 83 83 - -
Telephone 56 - 41 40 39 37 36 35 34 34 33 33 32 31 - -
Computer
Mobile phone
Fax machines

Note: Today, the world average number of phone sets per 100 persons is 10.

Information and Telecommunication Infrastructure: Networks

The distribution and communication infrastructure suffered severe destruction
during the Gulf war and the embargo during the past ten years.

The following data is based on information published on the CIA web site on
Iraq.

Telephones - main lines In use: 675,000 (1997)
Telephones - moblile cellular:  NA; service available in northern Iraq (2001)

Telephone system: domestic: coaxial cables and microwave radio relay
links
international; satellite earth stations ~
2 Intelsat (1 Atlantic Ocean and 1 Indian Ocean),
| Intersputnik (Atlantic Ocean region), and
1 Arabsat (inoperative); plus
coaxial cable and microwave radio relay to Jordan,

Kuwait, Syria, and Turkey;
Kuwait line is probably nonoperational

Radio Spectrum Highly regulated

Satellite earth stations 2 Intelsat (1 Atlantic Ocean and 1 Indian Ocean),
1 Intersputnik (Atlantic Ocean region), and
1 Arabsat (inoperative)

Internet

Users 12,500 (2001)

Backbone Unknown i

® Source: Statistical, Economic and Social Research and Training Center for Islamic Countries web
site: www sesrtcic.org
*Source: www.infoplease com

10
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The Internet in Iraq

In most of Middle Eastern countries, governments control the communication
and information media and freedom of press has never been guaranteed. In

most of these countries the main role of the local media is transmitting official
government statements. They are not allowed to criticize government actions.

People realize that the local press cannot be relied upon in delivering
information on important issues and hence they usually turn to foreign media.
With the spread of the Internet in the region, people have access to media
information of almost every foreign country.

Internet connectivity in Iraq is very low; in fact it is one of the least connected
regions in the world. There are a number of reasons for this among them the

lack of the current government will to introduce Internet for fear of losing control
over information, poor communication infrastructure and affordability of

people. Despite this, there is limited Internet access in Iraq.

In Irag, the Ministry of Information has Internet access along with a few other
selected locations controlled and monitored by the ministry. Considering that
even satellite dishes are prohibited in the counu'y it is not surprising that there is
very little Internet access in Iraqg.

It is very difficult to find an accurate estimate for the number of users of the
Internet in Iraq. In fact it is a near-impossible task given the problems involved.
First, the Internet, as a network, is expanding all the time in most regions.
Second, in many cases a single Internet account is used by multiple users.

The number of Internet users worldwide was around 410 million as of 2001,
which is 6.7 percent of world population. Of this, the Middle East accounts for a
share of only 4.5 million users. The top three countries of the Middle East in
terms of Internet users are respectively, Turkey with around 1.5 million users,
Israel with just over one million users, and United Arab Emirates with around
500,000 users.

11
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Information and Telecommunication Infrastructure: Content

Radio broadcast stations: AM 19 (5 are inactive), FM 51, shortwave 4 (1998)
Television broadcast stations: |3 (1997)
Newspapers (dally) 20 (1996)
Publishers Unknown
Internet Service Providers: 1 (2000)
Web sites Limited to government institutions
Iraq vs. Other Countries in Region

Newspapers, Radio, Television, Telephones, and Computers by Country?®
rates er 1,000 pe: .-_3

T Daily A B lephone| Cellular
g | newspaper Rad.'lo i phone
: i subscribers,

Sources: Except as noted, newspapers, radio, and television—United Nations Educational, Sclentific, and
Cultural Organization, Parts, France, Statistical Yearbook (copyright); telephones, cellular phones, and
personal computers—Internationsl Telecommunications Union, Genevy, Switzerland, World
Telecommunication Indlcators (copyright).
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Geographic Distribution of Telecommunications Infrastructure

Governorate Population

Ninevah 2486466
Tameem 869246
Baghdad 6408160
Salah Al-Din 961577
Diala 1254391
Anbar 1254241
Babylon 1390695
Kerbala 733121

Najafl 940966
Qadisiya 904455
Muthana 549259
Basrah 1954698
Maysan 836639

Thi-Qar 1519490

Wasit 927166
Dahuk 807005 =
Erbil 1316162

Sulaymaniyah 1584683
Total 26698420
The following two maps outline the demographic distribution as well as the

layout of existing telecommunication infrastructure relative to the demographic
distribution. .

13
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Challenges and Target Focus

The potential benefits of developing a sound technology strategy for Iraq are
immense. Success in executing even a small “planned” steps have an immediate
impact not only on productivity and profits for the Iraqi people, but also
generate new jobs, employment and livelihoods. Although conditions and costs
for entry can be controlled but obstacles still exist. This section will focus on
some of the challenges and constraints.

Build a quick Awareness & Focus

There is currently a lack of awareness and knowledge in inside Iraq (Iragi people
and businesses) about the new technological age, the vast capabilities of the
Internet and even the ways and benefits of conducting business on the Internet
(i.e. e<commerce)

This lack of awareness is spread among the government and private sector in
particular. However, Iraqis who lived and worked in industrial countries such as
Western Europe, USA, Australia, and even in the Gulf region have different
awareness, experiences and knowledge. It is also important to note that a large
number of [raqis in exile have certain expertise in computer and technology that
can be utilized to generate immediate results.

Investigate Infrastructure and Access

One of the major bottlenecks we will face in developing a computenzed society
after Saddam is the lack of telecommunications and Internet connectivity and
access to the necessary hardware and software. Indeed, the gap between Iragq
(excluding Kurdistan) and the industrialized, some Asian and Arab Gulf nations
in terms of infrastructure and access is huge and growing. The reach and
geographic coverage of telephone services, its available bandwidth and capacity,
its associated cost, the current regime strict national policies governing the
telecommunications usage and the number of computers in use are major
determining factors to what extent Iraqi private sectors, its educational
institutions, and the people in general can take part in participating the current
technology revolution in the immediate future.

Our goal in the short term is to utilize the impending satellite revolution that
may facilitate and provide a cost effective access and connectivity although it is
not yet clear whether the pricing structure for these satellite links will be
affordable to the Iraqi businesses and people unless a special “deal” is struck
with some of the US telecommunication providers as part of re-building Iraq and
its society program.

16
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Resolve the human capacity and skills

"The shortage of skilled people is one of the biggest problems developing countries face in
joining the digital revolution,” said Bruce McConnell, president of McConnell
International LLC

The new Iraqi technology initiative requires a different mix of capacities and
skills, which is another major constraint in Iraq today. It should become one of

the priorities for the new Iraqi coalition gov t Saddam romote
computer li an t-related s ong the workforce at fr
the gov ent sector, small busin sch j ities, an t
educated Iragis.

The new Iragi technology task force should present at the start a simple program
to train and retain skilled professionals inside Iraq and encourage experienced
professionals who live outside Iraq to actively contribute to this program. The
Education committee task force combined with the technical task force should
drive a new just-in-time skill based training programs. (TBD)

Simplify legal and regulatory framework

A new and proper telecommunication Jegal and regulatory framework must be
established very quickly even if it is in rough draft. Existing laws and regulations
may need to be reversed to encourage a quick jump-start for people and
businesses. For example, India changed its telecommunication constrained
operating environment by granting licenses to private Internet service providers.

17
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Case-study from Iraqi Kurdistan (IK)

Background

Under the Oil-For-Food program, Iraq has allocated more than $2.5 billion for the
telecommunication sector. Out of which only $873 million has arrived the
country. The Security Council has approved contracts with value $1.7 million.
Still contracts values $450 million are still on hold. Details of supplies and
equipment to be procured under this program can be found in the annexes of the
program distribution plans from phase 1 to 12. This is a fact that we need to
consider when planning for the future.

All activities by 986 programs in Iraqi Kurdistan are compatible with the national
telecommunications network. However the region has done a lot by itself using
its own funding.

Under 986-telecommunication program, some international companies are
contracted to implement projects. For IK SIEMINES company (Germany) is
contracted for implementation. And for the center and south, ALCATEL
company (French) is contracted for implementation. Both companies have
representative office in Iraq and Kurdistan.

Telecommunication in Kurdistan since 1991
Since 1991, the telecommunication network was disconnected from the Iraqi
national network. Which forced the local authorities in IK to find ways of making

use of the structure, which already existed, and attempts were made to maintain
and extend the old systems.

Most telecommunication systems were installed in IK during the 1970s and
1980s. It not possible and, often not economical to maintain or extend those old

systems to accommodate the current needs in the region. KRG decided to replace
it with a new Digital system.

Due to the Sanctions Regime, options were limited to those available in the
Turkish and Iranian markets. Local Telecommunications Ministry and
Departmerits worked on replacing the old Analog exchanges in Dohuk, Erbil and
Suliemaniyah with new Digital type. More than 100,000 lines made available for
the public. Telephone density in IK is 2.8 telephones per 100 inhabitants. Which
means 2.8% of the population has telephone lines. There are more than 500,000
families live in Iragi Kurdistan today. The goal of the local telecommunication
authorities is to make available 500,000 lines, for every family to have a
telephone line. The above-mentioned extension was funded by the Kurdistan

regional government. However, more work is being planned under 986 program
(details below).

18
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Currently new fixed home phone line could be installed upon request. A Base
installation fee of 5,000 old Iraqi dinar ($400) is charged, with monthly fee based
on use. (Rate 7???? ID per minute)

International calls, can not be made directly from home lines, but can be made

using private communication centers using V-SAT systems with a fee of 30cents
a minute.

Mobile phones were introduced to the market by private companies using the V-
SAT system. A cellular phone with a line can be purchased for $400, Charges
later based on usage, 30 cents per minute. There are more than 20,000 cell phone
holder in IK. You can make and receive international calls with those phones.

~ International calls can be received by dialing the following number:

For Erbil: 0044 702 860 1000 (followed by the home phone number)
For Duhok: 0044 702 860 1000 062 (followed by the home phone number)

Summary of telecommunication investment plan from Oil-For-Food program

Funding 986 Project description Dohuk | Erbil | Suliem. | Total
sources | phases (SM) | (SM) | (SM) | (SM)
Aliocated and | 5,6,7 | Replacement of swilching centers in| 370 | 520 530 | 14.20
contracts are the three main cities
underway Microwave links connecting the three | 3.30| 3.70 460 | 11.60
main ciies
Allocated but | 8,9, 10 | Outside Plant Network 1350 | 19.00| 2150 54.00
not yet Expansion of outside plant 215| 260 326 8.0
implemented GSM Mobile Network 210 | 1040 1150 27.00
District Network 350 500 8.50 [ 17.00
Allocated but | 11, 12 District telecommunication, 4,20 5.70 760 | 17.50
not yet | group Il and |il
implemented Outside plant network for districts, | 4.70 | 6.50 8.50| 19.70
group Il and Il
TOTAL Funds available from 986 program 40.15| 5810/ 70.75 | 169.00
Additional Funds needed to meet all the rest of needs 2500 [ 3500 40.00 | 100.00

Internet Access in Iraqi-Kurdistan

In Kurdistan Region there is Internet connectivity, thanks to pro-Internet people
within governments, business, academic and research communities, who
understood the advantages of Internet connectivity for their public. This is
despite the fact that the state of telecommunication infrastructure has been very
poor in the region, although it is being rehabilitated slowly. Most KRG ministries
in Erbil and most of the colleges of Salahaddin and Duhok universities have

19
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Internet access; students and staff use the service to obtain latest information on
scientific developments in their disciplines. Plans are underway to further
expand Internet connectivity into all university colleges and technical institutes.
There are probably around 10,000 Internet users in Kurdistan Region.

To learn more about the system being used in Iraqi Kurdistan region look into
the following link: www.web-sat.com . WEB-SAT is a low cost-high speed - two
ways Internet via satellite

The above pictures show the Transmit card, 84cm Dish with electronics and a
typical receive card. Both cards are fitted into your PC or Server

The Web-5at service is independent of telephone lines or any local ISP
connection. It is a low-cost, high-tech solution to Internet access in areas where
local telecommunications are not up to today’s high-speed requirements. The
system comprises of two interface cards (2 PCI cards which fit in your
PC/Server) with an 84cm Receive/ Transmit dish and installation software CD.
Most KRG Ministries, universities, Internet cafes are using the WEB-SAT system.

Other private and business usage via telephone dial-up is also available through
KURDISTAN-NET ISP. The company offers unlimited or by-the-hour Internet
access. (See this link: http:/ / www kurdistan-net.com).

¢ Registration fee: $50 or its equivalent in local currency to be paid once.
¢ Monthly subscription fees:

1. Unlimited subscription: $50 or its equivalent in local currency

2. Limited subscription by hours: is according to

15 hours a month 125 dinar
1 30 hours a month 250 dinar
45 hours a month 375 dinar + 2 free hours
60 hours 2 month 500 dinar + 5 free hours
20
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Other Media in Iraqi-Kurdistan

After 1991 upraising, and the establishment of the Kurdistan Regional
Government on 1992, the Iraqi Kurdistan National Assembly issued many laws
and drafted new legislations allowing parties and associations to be formed,
allowing free press and publication of newspapers and magazines, and
permitting radio and TV broadcasting. There is no political sensorship in Iraqi
Kurdistan.

More than 15 TV stations were established in the three Kurdish governorates, in
addition to more than 20 radio stations, which broadcast at SW and FM. Today in
IK, there are more than 167 daily, weekly, bi-weekly and monthly newspapers
and magazines being published. On 1999 Kurdistan satellite channel start
broadcasting from Erbil, and later KURDSAT Satellite channel broadcasted from
Suliemaniyah.

There are more than 35 different political parties that are active in IK. They
follow different ideologies (nationalistic, democratic, conservative, communist,
and Islamic) and follow different national affiliation (Kurdish, turkman,
Caledonian, Assyrian).

The number of media channels available in IK today reflects the ethnic, religious
diversity that exist in IK today. However, most those channels are either
mouthpieces of political parties or are sponsored by political parties. And
normally have their own political agendas.

In addition to the political parties’ media channels, the Regional Government has
its own radio, TV and publications. Moreover, different government ministries,
unions, and the different cultural associations publish different publications.

Because of the political instability prevailing on IK, free, private and independent
media movement could not materialize. Even the existing civil society

institutions that function in the region, are still maturing and have affiliations to
some political parties, or are shadows to government institutions.

So we can say that there are free media opportunities, but the media itself did not
develop to be free and independent. Lack of private interest on the media sector
is also one reason it could not be free in a western sense and to become a
profitable sector.

Overall, there is clear cultural movement advancement in Kurdistan, and relative

free expression. Criticism and reveling facts and corruption are being
experienced. It could advance more but the owner of those establishments
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decline from doing it fearing upsetting the political power. They don’t do it
because it is against the law. It is their decision not to practice free and
independent thinking. No one will stop them or hurt them if they did it.

There are only two widely read daily newspapers in IK, Birayeti in Erbil and
Kurdistane Newi in Suliemaniyah. Lately, Birayeti tried to fill the gap of the
absence of private free newspaper, by allowing the public to address their
complains against the government institutions and practices. It also made pages
available for free discussions and exchanges of views. Many other publications
and media channels are following this path also.

This process was accepted in the society and had a positive influence in
preparing all relevant parties (the media people, the readers, and the people in
positions of power) for the rules and principles of democratic society and the role
that the media plays in the democratic process.

Prospects for the Future

We can consider the Kurdish experience, as a successful example to be
contemplated for the period after Saddam. During more than 10 years, all sectors
and affiliations were given the chance and opportunity to express themselves.
However the special circumstances which IK live under has delayed the process
of establishment of private media foundations or associations (media channels
that does not fall under the influence of political parties). ‘

Action Plan for First 180 Days

The replacement of damaged or obsolete equipment and introduction of some new
equipment that will improve communications in areas of activities of the humanitarian
program in major metropolitan areas is of utmost priority. This will directly have

positive impact on the improvement of the procurement and dtsm'butwn system of
humanitarian supplies.

We propose adopting the recommendations of the UN Qil for Food program
report for the urgent restoration of the communications infrastructure to enable
basic services for the distribution of food and drinking water, for the support of
mediceal services, for supporting sanitation services and for the facilitation of
basic governance.

Short-term Goals for the Telecommunication Sector

a. Providing the necessary spare parts and other hardware needed to repair
and maintain certain existing telecommunication systems.

b. Replacement of damaged equipment in order to restore services to the
areas that have severely limited telecommunication services.
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c. A mobile and wireless telephone systems to fulfill the urgent needs of the
health and other humanitarian services, and to act as a stop gap measure
in some areas that have a very poor and severely damaged paper
insulated copper subscriber networks or no networks at all.

Recommendations for Action:

First, replacement of the analog Baghdad Junction Network (BJN) with digital
network. The BJN is an inter-exchange transmission link (both cable &
microwave) which was seriously damaged during the war. This damage resulted
in the reduction of 68% of operational channels between exchanges, making
those remaining connections insufficient to maintain the minimum proper
performance. BJN connects the 22 switching centers in Baghdad through old
transmission systems. These systems are the main causes of bad quality services
in Baghdad. By replacing all analogue transmission lines by digital ones, one
would guarantee an immediate improvement in the quality of services for all
sectors benefiting from telecommunications. This would not be particularly
expensive and would be in the range of $15 million. It is estimated that the
replacement of the transmission lines could be made operational within six to
eight months.

Second, replacement of the international communication facilities (Earth station,
international exchange and the analogue microwave link between them). Due to
unreliable international communications, Iraq will continue to experience
difficulties in establishing and maintaining external contacts with potential
producers and suppliers of humanitarian goods.

Third, replacement of four old crossbar exchanges (Karbala, Diwaniya, Nasiriyah
and Basrah) and of the obsalete analogue microwave link between Baghdad and
Basrah with a digital link and extend it to the port of Um Qasr, the entry point of
the main portion of humanitarian commodities. This microwave link will pass
seven governorates whose total population is more than (7) million and
considered as the most populated region in Iraq. Reliable and easy
communications between Baghdad and the concerned governorates and Um
Qasr is extremely important for efficient coordination and management in the
process of the supply and distribution of food and medicine.

Fourth, replacement of three exchanges in Baghdad that were completely
damaged during the war. One of these exchanges, Bab Al Muadham, is a key
exchange for the implementation of the necessary humanitarian programs
because it is an exchange through which the Ministry of Health communicate
with the rest of the country. Medical items are distributed from the main
warehouses in Baghdad to warehouses in the governorates, and thereafter
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supplied to the 132 Hospitals, 1500 primary Health Care Centers, 52 Private
Hospitals and all the pharmacies.

Fifth, Introduction of small mobile telecommunication network for (25000)
subscribers in Baghdad, and a (2000) subscribers network in the center each of
the government in Iraq. The aim for such networks is to provide quick and
reliable telecommunication services throughout the city of Baghdad, large cities
and nearby areas along the main roads. Such project will largely bypass the
saturation encountered in most exchanges and the lack or very poor network
conditions in many areas of Baghdad and other cities. The project will solve the
communication problem faced by every essential and important location related
to humanitarian distribution services in Iraq.

Sixth, Introduction of data network to allow connection of computers in all
warehouses and Ministries and other parties involved in the humanitarian
distribution programs. Then expanding these networks in the future to connect
all government and service sectors.

Seventh, Introduction of five sets of 25 mobiles UHF units with a capability to
relay communication to a central unit either by satellite or HF. These unites can

be used by security personal to accompany officials in traveling to remote areas
of the country.

Eighth, As a strategic project for the next five years transform the networks in
five above to be cellular network technology that covers the main cities and
highways

Ninth, Encourage the private sector to be involved in providing some of the
communication services in the country such as ISPs and mobile telephony.

Tenth: Utilize the “latest stat of the art military network” built by the Saddam
regime to be used for commercial business - such as the Internet expansion
phase

Eleventh: Develop a standard and simple “ government bid proposal” to

encourage small businesses and entrepreneurs to import required hardware and
software from the US local computer and telecommunication companies

Twelfth: Study and analyze carefully some the “development” nations
experiences in modernizing and computerizing their societies such as Jordan,
UAE, Qatar, Kuwait, and other to benefit from their experiences, cost allocation,
time and resources required, management risks and preparations. For example in
UAE today there is a very advanced Internet networks and applications built in
the past 3 years under the development of “Dubai Internet City DTC”. Also seek
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advise from experts from Asian nations such as the Gulf region, Iran, India,
Pakistan, Singapore, Japan, and Malaysia

Thirteenth: Allocate a small percentage from the annual Iragi budget (only for
the first 2 years) to develop this project as part of Iraq Telecommunication Act

Fourteenth: Identify “a quick hit” projects that bring fast benefits and shows
tangible results; such as the utilization of the wireless and advance
telecommunication infrastructure (voice and data) already in place with a large
access capacity in Kuwait, Iran and UAE

Fifteenth: Design and implement a high-speed IP-based infrastructure voice and
data telecommunication network to cover initially 80% of Iraqi population. This
backbone can be:

1 A Optical network that may includes several smaller backbone regional
networks, tied into several Network Operation Centered (NOC) managed
by experts from the regions

2. A hybrid infrastructure of wirelan and wireless (satellite) based for voice
and data

3. A full wireless satellite IP- based infrastructure to start with and gradually
migrate to a wirelan optical based IP-networks as the infrastructure is
built region by region.

Freedom of Information Act

As we all know, there are no genuine Civil Society Institutions (CSI) in Iraq.
Those who existed have been overtaken by the regime. Even today in IK, CSI
affiliated with the political parties are the strongest and most influential. We
can’t ignore this fact, at the transitional period when we put a new plan for the
media. We should consider this fact and prepare for reducing the influence of the
political parties on the media and encourage private and independent
establishments to lead the media sector.

Encourage the transformation of party’s media establishment into private ones,
and calling upon the political parties to fund and promote such changes. Political
parties can keep some form of bulletin publication and privatize all the radio/ TV
stations and newspapers. So we can use the same skilled people who worked on
those establishments.

We should be careful when we try to fund establishing free and independent
media without prior analysis. As we mentioned earlier, most skills in the media
sector are now concentrated and available only on the current party’s’
establishment. We should try to attract staffs from the establishment that exist
now instead of funding new comers or new people with no or less experience.
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Regulating The Airwaves

Drafting new administrative laws and regulations for the operation of TV
stations, provided that there would be no restriction imposed on free expression
and independent thinking. Those regulation should focus on the technical aspect
like the use of transmission waves, how far will the broadcast reach, the
percentage of locally produced materials (what percentage of external
broadcasting is integrated to the local broadcasting), honesty and objectivity
when dealing with the political issues, preventing using the media for political
purposes or to promote fundamental and restrictive thinking, or to promote
hatred or terror.

Conducting professional training for leading staff at the media establishment.
and supporting with equipment and programs. This entire capacity building -
program should be conducted with clear vision on moving toward free and
private media. 5

Encourage local initiatives on translating and spreading democratic thinking, as
there is a need to increase the sources and documentation of such thoughts in
local languages.

Let's make our goals and objectives clear:

a. There should not be any radio/TV stations and hublications that belong to the
government or political parties or non-civil organization.

b. Issuing laws and establishing the process that will insure transparency and
accountability in the work of govemment.

. THE CITIZENS HAVE THE RIGHT TO KNOW

Enforcement of Regulation

With freedoms comes responsibility. To prevent the deterioration of the media
outlets into forums to initiate personal attacks on political opponents, strict
enforcement of slander laws needs to be in place. An independent commission,
representing a coalition of political parties should oversee the enforcement of
such regulation enforcement.

Action Plan for the Next Five Years

Iraq is a vibrant country with a people that is industrious and entrepreneurial. A
key strategy to accelerate the introduction of change and progress to this vital
sector is to enable the private sector to contribute as much as possible through
the institution of free market economy. Nonetheless, it is important to recognize
that the bulk of telecommunication infrastructure will require a public-works
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commitment from the government. A large part though can be left to the private
sector. '

Guidelines for Goal Setting

A good rule of thumb that is valid in most parts of the world is to establish
information and telecommunication service levels that is proportional to the
country’s per capita GDP. It is important to get Iraq to match other countries in
the region and the world that have similar per capita GDP in all areas of
information and telecommunication services. The following table sets a partial
set of goals based on this guideline.

Network Infrastructure Recommendations

The following map identifies areas where new digital infrastructure is needed to
cover major population areas and extend basic telephone services beyond the
capitol Baghdad.
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Conclusions

The installation of telecommunication projects requires high level of expertise.
Before 1991, the local staff of ITPC used to carry out all the installation of
telecomm equipment with minor supervision from the suppliers. The same staff
was able to put the majority of the remaining systems immediately after the war
into operation. We recommend the use of local resources for the installation and
commissioning of the projects, to minimize expenditures.

It goes without saying that the new equipment to be purchased is of new
technical generation. This will require training in the manufacturer premises.

$126 million will be required to meet the necessary urgent needs and

requirements. Out of this total $18.7 million should be allocated for the three
northern governorates.
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Job Creation and Training,
Opportunities for Women



Any new war or military confrontation in Iraq could cause
further damage to the Iraqi infrastructure and existing weak
economy. Furthermore, this would exasperate the high
unemployment rates already existing in Iraq. The post Saddam
government has to immediately consider economic initiatives to
create new jobs through labor intensive projects to serve as an
economic stimulus and address the low employment rate. This
will be extremely important in that many of the unemployed
want to experience an immediate improved difference in their
financial status shortly after the collapse of Saddam’s regime.
Many of the currently unemployed are completely dependent on
the food rations granted to them on a monthly basis by the
government. Besides these food rations, every Iraqi seeks new
job opportunities that will enable them to provide their
households’ with incomes and provide more food, better
clothing, and improved health care for their families.

It is rather unfortunate that no accurate statistics are available
about the labor force in Iraq or the unemployment rate amongst
Iraqi men and women who are able to work. The United Nations
Development Program’s latest estimates claim that “at least 50%
of the able-bodied labor force in Iraq is unemployed or
underemployed.” The Iragi Ministry of Labor and Social
Affairs estimates the unemployment rate to be approximately
between 30-40%. In addition to this, the number of the disabled
in Iraq increased substantially after the two wars that Iraq has
been through during the last twenty years. The UNDP estimates

! Ives, UNDP Program Story, www.iq.undp.org/Programme/undp-
programmePro%20 | Story.htm
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that the number of handicapped and disabled ranges from
between one to two million, while unofficial estimates show that
figure to be substantially higher. The present government
contributes the low employment rate on the current sanctions
imposed on Iraq in the aftermath of the Gulf War. Other factors
contributing to Iraq’s weak economy and high unemployment
rate include:

1- Most of the privately owned manufacturing facilities are
closed due to lack of raw material and spare parts. It is
estimated that eighty percent of private businesses closed
down following the Gulf War.2

2- Large government industries that employed thousand of
people have been damaged during the Iranian and Gulf Wars.
Examples include: the petrol chemical complex, the
phosphates and fertilizer industry, the sulfur industry,
mechanical, electrical and some of the construction industry.

3- The drastic reduction in government spending on services to
the public.

4- Government spending on construction has been reduced to a
minimum and the only exemption is Saddam’s personal
projects and some repair work to roads and bridges.

The issue of finding jobs for the disabled people was addressed
by the UNDP and the Ministry of Labor and Social Affairs in
Irag, and in cooperation with the International Labor
Organization. This was accomplished by establishing a
community based rehabilitation program funded by the United
Nations. This project offered the disabled the technical advice
and the training to enable them to start their own private
businesses such as tailoring, shoe repair, food processing, and
offering computer services. These businesses were funded

? Statistics provided by UNDP
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through interest free loans averaging $300-$600. Though this
program was rather limited, it is considered a great success. This
program’s work could be used as a foundation or model by any
post Saddam administration in order to create immediate jobs
for the disabled and the unemployed in general.

Job Opportunities within Iraq

Due to the wars and lack of infrastructure investment, there are
many labor intensive projects that may be undertaken in order to
greatly improve upon and make Iraq a modern day twenty first
century country.

River Cleaning

A major priority from an environmental and safety perspective
is the cleaning and clearing of the Iraqi rivers. The rivers have
become extremely polluted and pose a great health risk to the
Iraqi people. This pollution is due to the lack of a functioning
sewage system. The sewage systems were crippled and shut
down during the Gulf War. They were never repaired due to a
lack of materials. Therefore, raw sewage was simple let out into
the Iraqi rivers. The clearing of the rivers will involve various
tasks. Besides clearing physical objects that are obstructing the
rivers, an effective sewage system must be established. This can
be done by repairing the sewage facilities that have been shut
down or have been running at minimal usage over the past
years, and by also building new facilities so that there are
sewage treatment facilities available throughout the country.
The clearing of the rivers will provide greater opportunities in
Irag. Cleaner major rivers will greatly increase the rivers’
palatable water, which is badly needed in all Iraqi cities.
Furthermore, clean unobstructed rivers will increase capacity to
transport goods up and down the rivers and increase business,
particularly between Baghdad and Basra. In addition, clearing




the small rivers will help bring irrigation to the valuable
agricultural grounds throughout the country.

Construction

There will be tremendous amount of construction work needed
in the post-Saddam era. This work will provide an abundance of
work in Iraq immediately following the regime change. It will
provide a great opportunity for men and women to begin earning
a decent living and providing for their families. This will be
essential in illustrating to Iraqis a fundamental shift immediately
following the regime change which will strengthen support for
any new government. If the Gulf War provided any indication as
to the magnitude of damage that will be caused in Iraq during an
attack to remove Saddam, then immediate work will be needed
on a majority of the roads and bridges. Many roads and bridges
will be destroyed during allied bombing and will need to be
repaired or replaced in order to get the Iraq’s infrastructure in
place. In addition to repairing the roads and bridges, the
railways will need to be repaired in order to aid transportation
throughout the country. The railways need new parts and the
soil needs to be stabilized in numerous locations in order to have
an efficient rail system. Low-income housing will also need to
be constructed throughout the country. There will be a large
influx of refugees returning to Iraq and there will have to be
affordable housing for them. Also, many people had housing
confiscated during Saddam’s regime. They will be looking to
the new government to either return their homes to them or
provide them with alternate housing.

Hospitals and Schools

“Iraqis, like us [Americans], do not want to live on welfare.
They are a country rich in Intellectual resources, yet many must
find employment driving taxis™

 Facing the Tragedy in Iraq, Campaign of Conscience,

http://www.afsc.org/conscience/news/severns him
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Many of these resources can be put to great use in Iraq’s
hospitals and schools. However, the hospitals and schools have
been neglected over the past years. Many schools are in a horrid
state with shattered windows and stolen doors. They must be
repaired and modernized before they can begin running on a full
scale basis. Modernizing the schools, such as computer labs,
will provide Iraq’s youth the new opportunities and show them a
change in the country’s direction. School repairs will provide
many job opportunities in that every aspect of the schools need
to be renovated. The work will utilize bricklayers, painters,
carpenters, electricians, plumbers, landscapers, etc. Hospital
modernization and restructuring will also affort new
employment opportunities to Iraqi’s.  Firstly, it will provide
jobs during the reconstruction of hospitals and then employ new
doctors and hospital staff to run these now functional medical
facilities. These initiatives will result in generating new
employment opportunities andthe average Iraqi will benefit
from an improved healthcare system, something that was greatly
lacking under Saddam’s rule.

Electricity and Water Treatment

Excluding Baghdad and a few other major cities, electricity has
been a major problem. The typical household barely receives ten
hours of electricity a day outside of the major cities. The whole
electrical grid will need to be redone or replaced, as it is already
in poor condition and will probably suffer more damage during
an attack on Iraq. Effective water treatment is also needed
everywhere throughout Iraq. People still boil water in many
places and in some locations there is not running water. In major
cities such as Basra, the port city in Southern Irag, the water
treatment facilities have been ruined and bombarded several
times over past ten years." This left the raw sewage running
throughout the streets, and treated water became such an
expensive commodity that most families cannot afford with their
meager salaries.

‘Campaign of Conscience

6



General Appliances Manufacturing

Saddam poured billions of dollars into the production of military
equipment. This involved the construction of numerous facilities
to build the equipment. A cost efficient way to manufacture
general appliances for the Iragi public and create many jobs
would be to convert a number of these pre-existing facilities into
manufacturing plants for the appliances, such as refrigerators,
microwaves, dishwashers, washers, dryers, etc. This will boost
Irag’s economy and employ many people. It will also provide
appliances that are affordable for a majority of the public.

Opportunities for Women

Iraq has historically had one of the highest female literacy and
high school graduation rates in the Middle East. There is a large
base of highly skilled and educated female labor force that can
be crucial to Iraq’s restructuring efforts. Today, most female
College and High School Graduates are employed by the
government and to a certain extent the private businesses. Any
new government should seriously consider creating programs
promoting financing and grants for women owned businesses to
promote the entrepreneurial expansion of this sector.

a Professional business expansion in fields such as
Medicine, Law, Engineering, and Computer Science.

a Service Industry: Private Education, childcare, Catering,
Travel, and Consulting.

In addition, to create a fundamental shift of the position of
women from the Saddam regime to a democratic post-Saddam
regime, new, high position opportunities must be created for
women within the new government. This will serve as both a
utilization of a highly skilled sector of the population that has
been both ignored and under utilized and well as role model for
new role of women in the future Iraq.




Infrastructure projects

The need for investment for the infrastructure projects on order
to provide new work opportunities is apparent. Therefore,
Labor-intensive criterion should be considered in identifying
these projects at least for the first two years.

Family Farming

The new government must immediately encourage the
development of family farming and a diversified agricultural
sector. By encouraging people to emigrate from the cities back
to the countryside, through long term, low interest loans and
proper training on the introduction of modern agricultural
technology. This will definitely increase Iraq food production
and make it less dependent on food import that will require
scarce hard currency. The emigration from the cities to the
farm land will reduce the severity of the housing problems and
congested services a phenomenon shard by all major Iraqi cities.

Credit Guarantee For Entrepreneurs

Create a credit guarantee fund or agency to guarantee about 75%
of new loans banks make to expand their markets dramatically
by financing new ventures of previously discouraged
entrepreneurs and talented minorities excluded from the
economic mainstream under the guidance of mentortechnicians
with financial incentives to motivate and guide them in
preparing workable business plans and adopting optimal
technologies and business practices.

New Services




The emergence of new type of services into the Iraqi
communities such as internet service providers, content
providers for software or programming in local languages,
Educational services-distance learning and others.

The abilities to introduce new product in the new free open Iraqi
market will expand the demand for goods and services and those
generate new employment opportunities to many people and
businesses.

Foreign Workers

The government must act urgently to impose restrictions on
foreign workers. This would create new job opportunities for
Iraqis as well as to reduce the demand (consumption of
foodstuffs and other goods and services) pressure.

In order to implement the above-mentioned tasks, new
government departments must be established with the help of
Iraqi experts now residing outside Irag. This would be in
addition to the local expertise available. To finance these
projects the new Iraqi administration should be assisted in
getting immediate loans from the International Monetary Fund,
and other institutions and friendly governments.




Nasreen Sideek 24 January 2003

Analysis of Employment situation in Iragi Kurdistan

In the absence of comprehensive estimates of employment, a survey in Erbil Govemorate found
that the Government departments, agricultural and transportation sectors continue to provide most
of the employment in the north. Total employment in the entire economy of the Governorate
showed 240,013 persons in 1999 and 259,985 in 2000, representing 89.64 percent and 92.38
percent of the labor force, respectively. The unemployment rate was estimated to be 10.36
percent in 1999 and 7.62 percent in 2000. Such figures are being distorted by the fact that a large
number of employees work with more than one employer. Furthermore, a sizable number of others
have been attracted by the U.N. agencies at more than going market wage rate. Besides, a great
number of people have left the country. This situation has created an "apparently” tight labor
market.

Table 1
EMPLOYMENT IN ERBIL FOR THE YEARS 1999-2000

Number Effectively Employed In Erbil for 1999 and 2000
1989 : percent | 2000 : percent
of each of each
clhgory to | categoryto
IMAJOR ECONOMIC SECTORS total total
lfemcuuuae “‘l m‘nl 5m 22,07
IINDUSTRIAL 13178| 5.49 5.22|
lservices 44487 45791 ‘“'5 mﬂ
TRANSPORTATION 51161 61847 .f” 2719)
ICONSTRUCTION 1869| 1995| 0.78 0.77
ELS 844) 869| 0.35 0.33
GOVERNMENT 7sey  778s8 s 2094
PHYSICIANS, HEALTH-RELATED EMPLOYEES
AND LAWYERS 541 691 023 0.27
TOTAL EMPLOYMENT* 24001 2599851 100 100,
NET LABOR FORCE = TOTAL LF - PERSONS ON
TRANSFER PAYMENT zsmol i G -
[percent OF EMPLOYED TO TOTAL LABOR FORCE™| 89.64406{ 92.37637729 2 _
UNEMPLOYMENT RATE 10,35594] 7.623622713| =
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Source: Dr. Chawsheen Economic profile of Erbil Governor ate, Table 1

The four major sectors that employ most of the labor force are the following: Government, by far
the largest with 73,563 and 77,858 persons employed in 1999 and 2000 representing about 30
percent. This sector is followed by Agriculture with total employment in this sector 54,370 and
57,373 persons employed - representing 22 percent of total labor force employed. Then followed
by the transport sector, with 51,161 and 61,847 persons employed in 1999 and 2000 representing
21 percent and 23.8 percent of total number of persons employed in the economy. This is
reflected in the disproportional number of taxis and buses operating in major cities and towns.

This has a negative implication and represents a false image of the real employment figures and
has thus distorted unemployment, in addition to creating excessive demand on petrol. The
Services sector constituted 18.5 and 17.6 percent of employment with 44,487 and 45,791
employees in 1999 and 2000. Looking into the figures in the Industrial sector, they are pathetic
with about just 5 percent of total employment; 13,178 and 13,561 persons for 1999 and 2000,
respectively.

Wages paid to the local UN staff have exerted an upward pressure on wages in the rest of the
economy. This is the case in the three main cities more than the rural areas. UN staff wages,
where the minimum wage for the lowest category of workers is almost four to five imes higher than
that of the local authorities per month, have contributed to the distortions in the labor market, and
have made it difficult for local authorities to retain local staff, given the huge wage differentials. In
an internal survey conducted by the ministry of reconstruction and development in Erbil revealed that
about 25 percent of the staff eam about 251-300 OIDs per month (base plus allowance); another 30
percent of the staff eamed less than that level. When this is compared to how much has been spent
on the food basket for a family of five, (793 OIDs), in each month, it shows how the food policies have
continued to exacerbate the social conditions of the vulnerable groups. This issue will require
special attention, especially as we consider making changes to the existing oil for food program.




Supporting Iraqi Women

Even from ancient times, Iraq has been a leader in the field of women's rights. King
Hammurabi, ruler of Babylon from 1792-50 B.C., created the world's oldest known set of
laws, and his code endeavours to provide justice for all people, including women. Today,
iraq is still considered to be at the forefront of women's rights in the region, with
legislation and regulations that promote the status of women and the principle of equality
and equity between the sexes.

However, as Is often the case in times of crisis, women are bearing the brunt of years of
war and sanctions in Iraq. The past decade had seen a decline in educational
opportunities for women, a jump in female illiteracy and rising poverty. Despite these
difficulties, Iraqi women are using their powers of creativity to face the challenges
confronting their country. They are assuming additional responsibilities at work and at
home in order to provide and care for their families. UNDP is an active and committed
partner in the advancement of Iraqi women as they take on new and diverse roles in
national development, in areas such as politics, the economy, the legal system and the
health sector. UNDP is working with Iraqi women to overcome obstacles to their full
empowerment, and build on gains already made.

Key Statistics:
+ The labour force participation rate in formal economic activities is 10.3

percent for women and 43.4 percent for men.

« Women hold eight percent of seats in the National Assembly.

« Female adult illiteracy is 56.2 percent (36.1% for males).

* More than 50 percent of pregnant women are anemic.

*  Women make up 34.4 percent of university and polytechnic students.
*  Thirty-eight percent of doctors are women.

Current UNDP Projects in the Field of Gender
The National Committee for the Advancement of Iragi Women

UNDP is building the capacity of the NCAIW to achieve its goal of mainstreaming
gender-related issues into the socio-political life of Iraq. The $70,000 project includes
training in gender analysis and gender sensitive policies, as well as the creation of a
strategy to incorporate gender indicators in data collection.

Improvement of Nursing Services

This project provides training for 100 percent of nurses working in coronary, respiratory
and Intensive care units at general hospitals and cardiac surgery centers. The $50,000
project also includes the "training of trainers” in these critical fields.



Rehabilitation of Cancer Care and Control Services

UNDP is working to reduce cancer related deaths in Iraq, particularly from breast and
cervical cancer. With funding of $268,000, UNDP is providing educational and advocacy
materials, diagnostic equipment and training for health care professionals.

Support for Disadvantaged Women

This $561,000 project is providing disadvantaged women with vocational training in
sewing, knitting, needlework and computing skills. UNDP also offers micro-credit loans
for women to set up their own small businesses. So far 54 women have taken out two-
year loans of about $400. The pilot project in Baghdad, Basrah and Diyala governorates
includes the rehabilitation of training and production centers of the General Federation of
Iraqi Women, so that this important partner can continue to support and empower
disadvantaged women.

Vocational Training and Micro-Credit for Women Prisoners

This $164,000 project includes the renovation of a work area, equipment and training for
inmates at the Iraqi Women's Prison in Baghdad. Participants earn between 40-150,000
($22-83) Iraqi dinars per month from the sale of their products. UNDP also renovated the
health center and a créche for children living with their mothers at the jail. UNDP
provides small interest free loans for freed inmates to set up their own businesses. The
women are given help to create a sound business plan and counseling to ensure they
reintegrate into the community with dignity.




Supporting lraql Women

Even from ancient times, Iraq has been a leader in the field of women’s rights. King
Hammurabi, ruler of Babylon from 1792-50 B.C., created the world's oldest known set of
laws, and his code endeavours to provide justice for all people, including women. Today,
Iraq is still considered to be at the forefront of women's rights in the region, with
legislation and regulations that promote the status of women and the principle of equality
and equity between the sexes.

However, as is often the case in times of crisis, women are bearing the brunt of years of
war and sanctions in Iraq. The past decade had seen a decline in educational
opportunities for women, a jump in female lliiteracy and rising poverty. Despite these
difficulties, Iraqi women are using their powers of creativity to face the challenges
confronting their country. They are assuming additional responsibilities at work and at
home in order to provide and care for their families. UNDP is an active and committed
partner in the advancement of Iraqi women as they take on new and diverse roles in
national development, in areas such as politics, the economy, the legal system and the
health sector. UNDP is working with Iragi women to overcome obstacles to their full
empowerment, and build on gains already made.

Key Statistics:

« The labour force participation rate in formal economic activities is 10.3
percent for women and 43.4 percent for men.

«  Women hold eight percent of seats in the National Assembly.

« Female adult illiteracy is 56.2 percent (36.1% for males).

« More than 50 percent of pregnant women are anemic.

«  Women make up 34.4 percent of university and polytechnic students.
«  Thirty-eight percent of doctors are women.

Current UNDP Projects in the Field of Gender
The National Committee for the Advancement of Iragi Women

UNDP is building the capacity of the NCAIW to achieve its goal of mainstreaming
gender-related issues into the socio-political life of Irag. The $70,000 project includes
training in gender analysis and gender sensitive policies, as well as the creation of a
strategy to incorporate gender indicators In data collection.

Improvement of Nursing Services

This project provides training for 100 percent of nurses working in coronary, respiratory
and intensive care units at general hospitals and cardiac surgery centers, The $50,000
project also includes the “training of trainers” in these critical fields.




Rehabilltation of Cancer Care and Control Services

UNDRP is working to reduce cancer related deaths in Iraq, particularly from breast and
cervical cancer. With funding of $268,000, UNDP is providing educational and advocacy
materials, diagnostic equipment and training for health care professionals.

Support for Disadvantaged Women

This $561,000 project is providing disadvantaged women with vocational training in
sewing, knitting, needlework and computing skills. UNDP also offers micro-credit loans
for women to set up their own small businesses. So far 54 women have taken out two-
year loans of about $400. The pilot project in Baghdad, Basrah and Diyala governorates
includes the rehabilitation of training and production centers of the General Federation of
Iraqi Women, so that this important partner can continue to support and empower
disadvantaged women.

Vocational Training and Micro-Credit for Women Prisoners

This $164,000 project includes the renovation of a work area, equipment and training for
inmates at the Iraqi Women'’s Prison in Baghdad. Participants earn between 40-150,000
($22-83) Iraqi dinars per month from the sale of their products. UNDP also renovated the
health center and a créche for children living with their mothers at the jail. UNDP
provides small interest free loans for freed inmates to set up their own businesses. The
women are given help to create a sound business plan and counseling to ensure they
reintegrate into the community with dignity.
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Introduction
The work of the Iraq Development and Reconstruction Council (IDRC) has spanned a period of

turbulent changes in the circumstances surrounding the existence of Saddam’s regime in the past
thirty-four years. The Iraq Economy and Infrastructure Development working group dated
October 26, 2002 commissioned this study.

The IDRC council was asked to examine all aspects of the Iraqi national economic development,
infrastructure, reconstruction, important political conditions such as stability, political and social
freedom, revitalization of private sector, and individual’s economic freedom as part of free
market economy,

The IDRC council has addressed the most important economic development and reconstruction
problems considering the future of Iraq after a regime change. We expect most of the anticipated
changes are required, rapid, and challenging. Moreover, our conclusions and recommendations
must fit into a future of Iraq that will continue to change in directions to benefit all of the Iraqi
people.

The IDRC council is mandated to identify and recommend development and reconstruction
projects that are very specific and appropriate for the immediate circumstances for Iraq after
Saddam and during the transitional period to meet future development needs that are politically
feasible both domestically and internationally.

IDRC Principal Purpose
The IDRC is an independent council, its principal purpose is to set the development of sound

public policies and promote public understanding of issues of national and international
importance to the Iragi people and to the transitional government to drive policies, programs, and
structure, The IDRC must engage actively in the process of the development and supervision of
the economic, social, and environmental infrastructure projects and determine specifically the
types, resources and total cost of these projects.

IDRC Mission

The various advanced scenarios for the liberation of Irag and the outcome, whatever the course of
this transformation, will leave a Government power vacuum at all levels, financial and economic
uncertainties, and general concern about stabilization and the organization of a new transitional
regime to replace the old. A coordinating independent council, the Iraq Development and
Reconstruction Council (IDRC), operating through specialized subcommittees, is proposed as the
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focal point for resolving many of economical and social problems that must be dealt with
coherently during the transitional period which is estimated to last between 24 and 36 months.
The IDRC is to initiate the vision and set the framework for economic development and
reconstruction of new Irag, its governance, and its economic and cultural renaissance.

The Council would operate through subcommittees dedicated to resolve serious and controversial
economic and social issues and concemns and may inherit an implicit political role durinh the
transitional period.

Considering the wealth of Irag in economic and human resources, its potential and importance to
the stability of the gulf area, the middle east region, and the economic and social damages
inflicted during two wars and by Saddam’s oppressive regime, a radical and aggressive measures
must be planned and ready to be executed from day one to guide the transitional Government.
During the transitional period, it is essential to establish the following:

1- The IDRC should derive its power from the highest authority established in Iraq after a
regime change.

2- The IDRC decisions must be fully transparent.

3- The IDRC operates as an independent decision-making council with specialized
subcommittees that have the power to influence major decisions on economic
development and reconstruction projects.

4- The IDRC, in the short-term, should consider its mandate temporary; it should work to
devolve its authority and functions to a more permanent structure in a new constitutional
arrangement. The democratically elected government and parliament will modify the
IDRC responsibilities and authorities.

5- The IDRC responsibilities so as to focus on investment for developing the economic,
social, and environmental infrastructure projects.

IDRC Goals & Objectives
The IDRC must deal with the various short and long term needs for coherent problem solving and

provide coordination for the new Iraqi transitional Government, Arab and international agencies.
It is clear that one of the IDRC functions is to deal, identify and anticipate infrastructure and
economical problems as they arise. It will serve as an important interim coordinating body during
the time when political and Government structures in Iraq undergo the process of regime change,
Oil policy is an essential part of the economic policy and oil revenue plays a strategic role in the
future development of Iraq. Any attempt to have sound and effective economic and development
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policies should assume that oil policy in terms of production, investment, and trade is an
integrated part of the economic policies.
The IDRC must take the lead on working with the appropriate Government ministries and
agencies in the preparation of a two-year transitional development plan. Expert [IDRC members
and other consultants sﬁould produce seven main inputs into the development plan:
1- Conduct a base-line assessment with full analysis of the current Government structure
and report on gaps and duplications
2- Identify the most depressed regions of Iraq that require immediate development
quantitatively and qualitatively
3- Identify the depressed sectors per-region that requires immediate development and
attention. Hence health services (including vaccination), food, education, electricity,
clean water, irrigation & agriculture, relocation of families to their original towns and
cities will have a high priority for all regions of Iraq and will require immediate attention.
4- Identify and prionitize infrastructure and reconstruction development projects, assess
needs, identify internal and external resources, and estimate time and cost required
5- Conduct a full analysis of the competitive position of the Iraqi private sector and of Irag's
regional social needs, and identify priority areas for growth
6- Identify priority sectors for Government actions to encourage the country's competitive
position regionally and stimulate investment and growth
7- Identify major environmental and pollution clean up projects through out Iraq

IDRC Structure

Iraq is endowed with abundant economic and human resources. However, in the last three
decades, Iraq experienced extraordinary economic deterioration resulted in acute political,
economic, financial, social and environmental problems. Specifically, Iragi economic, social, and
environmental infrastructure heavily damaged after 1990. In addition to the political conflicts,
bad government economic management at different levels has been major contributors to the
current economic crisis. Therefore a strong and effective Iraqi Development and Reconstruction
Council structure must be established with a clear defined mandate and responsibilities to start
work immediately after a regime change.

The IDRC must be composed of qualified Iraqgi experts from inside and outside Iraq, many of
whom may now be in exile or outside of the current regime, and must be assisted by experienced
technocrats whom may or may not be Iraqis. It is urgent that the Council should organize its
structures, subcommittees and responsibilities to be ready to deal effectively with the
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circumstances of the regime change.
The Council should elect its officers, establishes a small secretariat to coordinate its work, and
empowers subcommittees that are composed of specialists to identify specific infrastructure
projects and provide a road map with action plan for each sector and region. The Council's work
should be inclusive of all elements of the Iragi society and impart a sense of “ownership” to those
already familiar with the problems and likely to develop workable solutions. The Council,
through its subcommittees should interface with international organizations and humanitarian
NGO's to coordinate, utilize and focus the contributions of these entities on Iraq’s development
projects.
Several subcommittees have been established as part of the economy and infrastructure
development of the future of Iraq and as part of the internal structure of the [DRC, and they are:

1- Qil for food subcommittee

2- Electricity subcommittee

3- Media Communication & Telecommunication Subcommittee

4- Economic Policy subcommittee

5- Military Resource Recovery and Staff Conversion subcommittee

6- Oil Revenue Strategy subcommittee

7- Infrastructure subcommittee

8- 0il Policy and Program subcommittee

9- Investment and Privatization subcommittee

10- Local Currency subcommittee

11- Banking Reform subcommittee

12- Taxation subcommittee

13- Iraqi Debt Resolution subcommittee

14- Environmental and Pollution Control

15- Development of Tourism industry

IDRC Structural Diagram

Below is a draft diagram shows the proposed internal structure of the IDRC. To the left and the
middle it shows the “operational” aspects of the IDRC structure, which includes the 15
subcommittees and the appropriate Government ministries and agencies that will interface with
(the diagram shows some but not all of the ministries and subcommittees). To the right of the
diagram, it shows number of specialized departments that will assist the Council and the

subcommittees in the “decision-making” process.
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IDRC Duration
The IDRC should accept its independent strategic role and perform its functions through out the

specific subcommittees during the transitional period of transforming Iraq to a democratic
country and reintegrating it into the community of nations.
The IDRC must be in a position to perform its planning, operating and decision-making role
flexibly and pragmatically.
The anticipated duration of the IDRC is as follows:
1- The IDRC will operate in a “transitional” role as a council for a period of 24 months after
a regime change to allow for a proper political transitional period to elect leaders
2- The IDRC will continue to operate for unspecified period after to ensure proper execution
of the development and reconstruction projects started during the first 24 months and will
transform into a “permanent” IDRC with defined functions and roles due to
parliamentary law.

IDRC Activities

The IDRC commission should immediately engage in developing a long range plans for the
future economy of Iraq by identifying several major projects. The IDRC should carefully review
the availability of resources, current Government structures and organizations, oil revenues, and
the longevity of infrastructure development projects that are focused on improving the life of the
Iraqi people long after the transition to a new elected Government.

The IDRC through its subcommittees will focus on several important projects that have a high
priority and require immediate actions. For example projects in the health services (including
vaccination), food supply and continuation, education, electricity, oil for food, clean water,
irrigation & agriculture, relocation of families to their original towns and cities. Other, economic
infrastructure projects and investment and privatization activities should receive special attention
to encourage economic development, private initiatives, investment, and similarly broadly based
employment and ownership programs,

The IDRC will direct the transitional Government to organize its finances to promote local
initiatives and encourage the entreprencurial spirit specifically in the geographically neglected
regions of Iraq during Saddam’s regime.

A strong and focused IDRC council can provide a viable blueprint for the future of Iraq.

The IDRC identified activities require immediate execution plans:
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1- Initiate a Policy & Strategy study

The IDRC must drive an immediate plan to seek experts to conduct studies of the social and
economic situation in the country. These urgent studies must be short and limited to threec months

at most with the following objectives:

A base-line analysis of the social and economic situation in Iraq

b. A need analysis based on supply and demand for the basic social and economic
services in Iraq with foreseeable trends

¢. An assessment and analysis of the current Government institutions

d. Analysis for development and relocation of existing services, creation of new
ones, either through existing government structures or through promotion of
other stakeholder initiatives

¢. The Identifications of depressed regions and public and private sectors

These analyses should assist IDRC and its subcommittees in targeting major “Development
Projects” toward improving the socio-economic opportunities in selected areas of Iraq,

2- Identification and selection of public infrastructure projects
Although the Government of Iraq has failed to maintain economic growth and social

development, the available technical capacities and accumulated feasibility studies are invaluable
in the process of identification of investment opportunities in general, and public projects in
particular, However, since rational economic selection of public projects have to be made
independent of the current conflicting interests of the Iraqi political parties or social group, the
role of IDRC is essential to undertake this task.

Infrastructure projects may be classified into three main categones:

1- The first is economic (physical) projects such roads, dams, communications, electricity,
and water for drinking,

2- The second is the social infrastructure projects such as public schools and hospitals.

3- The third category is the environmental public projects such as sewage, sanitary,
combating pollution of WMD, reviving the marshes of the south, clearing minefields in
the North and the eastern border of the country.

The role of IDRC is to identify and prioritize these projects and determine the best
technologically advanced and Iraqi-friendly vendors, institutions, and companies that are suited to
execute large and complex projects.
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Investment decisions in infrastructure development projects are one of the most important
functions of the IDRC. The technical department of the IDRC should compile a list of highly
specialized Iraqi-friendly vendors and companies with long history of successfully managing and
executing large-scale projects and make the list available to the IDRC council and its
subcommittees.

3- Preparation of public investment guidelines

Initial proposals of public investment should be emanating from the concerned ministries and
government departments. IDRC should initiate directives to the ministries for assessment of the
existing infrastructure and the required investment for upgrading and new ones.

The IDRC should issue clear guidelines to assist the Government ministries in preparing their
lists of proposed projects. (Guidelines should be in accordance with the IDRC authorities- details
have to be given later)

4- Mobilization and allocation of financial and human resources
The development and reconstruction of Iraq after a regime change will require the mobilization

and allocation of financial and human resources. Such resources as:

1-  Oil revenues, the main source of public finance and foreign currency, should be allocated
mostly to finance major identified infrastructure projects during the transitional period.

2- The private sector should actively contribute to the financial requirements or invest in
certain projects.

3- The IDRC should identify ways and means for more financial and investment
contribution from Arab, regional, international financial institutions.

4- The IDRC should have the capacity to negotiate with and arrange for the participation of
private sector, domestic, and foreign institutions,

5- The IDRC must:

a. Identify methods for manpower development and benefit form the experiences
of countries such the United States of America, Britain, Japan, Germany, Ireland
and Korea.

b. Identify manpower planning and investment in education and training programs
that are essential to increase productivity

c. Identify programs that will immediately impacted by such training, like public
health, nutrition programs, vaccinations, family planning, agricultural
development such as reconstruction of irrigation, and development of labor
rights for men and women.

10
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5- Preparation of indicative plans

For Iraq, it is essential to implement a well-define economic and social development strategy. The
IDRC must direct the new Iraqi transitional Government to the core of such strategy of diversify
its economy and lessens its dependence on crude oil exports in the medium and long- run. Such
strategy needs to be explicitly translated into sector wise development policies as well as the
identification of investment opportunities and implementation of projects in different sectors.
The Economic subcommittee is tasked with publishing such guideline

6- Implementation of certain economic structural reform programs
The IDRC council working with the transitional Government ministries should be responsible for

the implementing of the Government policies including the targeted economic reform programs,
such as privatization program, where the [DRC will provide the essential independent, non-biased
political power with impartial views and interests as well as the capacity of technical competence.
The Investment and Privatization subcommittee within the IDRC is tasked with preparing the
contents of the investment and privatization reform program and its aggressive pace of
implementation.

Resources
It is a well-known fact that the Iraqi oil revenue is the main source of finance of almost all of Iraq

major projects, The following are some of the resources that [DRC council and its subcommittees
plan to utilize and recommend to the transitional Government after a regime change:

1. The IDRC must relay on some early estimates of oil revenues to determine the number
and total cost of the proposed infrastructure projects in Iraq for the first 24 months after a
regime change.

2. The IDRC will invite foreign capital to invest in the required Iragi Infrastructure projects
and will explore all Arab and international financial support.

3. The IDRC will direct the transitional Government economic policies to reactivate “free
market economy”™ and encourage private sector to increase economic growth and
employment. Iraqi, Arab, and International (specifically American and British) private
sector investors and financial institutions should be invited to participate in financing,
investing, and executing these projects.

4. The IDRC must prepare clear guidelines in accordance with the Iraqi transitional
government economic policy to conduct the required loans and joint ventures.

11
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Decision making process
The independent IDRC Council is an essential and strong part of the new transitional government

institutions.

The IDRC must participate in the development and reconstruction decision-making process with

the following:

The IDRC should determine the financial resources and capacity for the investment
program

2- The IDRC should initiate tentative estimates for the required investment and suggest
sources of finance

3- The IDRC direct the transitional Government on the type and total cost of the proposed
infrastructure projects

4- The IDRC through its expert subcommittees will submit a prioritize list of infrastructure
projects taken into consideration the Iraqi financial limitations in the first 24 months

5- The IDRC will be responsible for the implementation of immediate economic reform
programs such as the privatization program

6- The IDRC should have complete authorization to carry out these tasks and present its
results and findings to the new Iraqi transitional Government.

7- The IDRC will be accountable to the transitional Government for its decisions

8- The elected Government by the Iragi people after the transitional period may necessitates
certain changes on the nature and timing of implementing the reform programs.
Therefore, the IDRC should act accordingly.

Short Term Plans

The following is a list of the first and highest priority actions that will be taken by the IDRC in
the first 180 days after a regime change:

1-
%
3.
4-

Identify, organize and assign responsibilities of the IDRC council board members
Identify and organize the 15 major subcommittees identified

Determine the IDRC major roles and responsibilities to the transitional Government
The IDRC must conduct a full review of the Iraqi current “state of the country” status to
include:

a. Identify and prioritize major infrastructure projects that require “immediate”
execution. The specialized IDRC subcommittees have identified several specific
infrastructure projects. A detailed reports were produced from the following
subcommittees: Electricity, Media Communications and Telecommunication, Oil

12



P Al L T 1/23/2003

for food, Economic policy, Oil Revenues, Military Resources Conversion and
others.

b. Select members from the IDRC and the appropriate subcommittees to oversee
and supervise each major project and assign a time-table to provide solutions and

recommendations

Conclusions
The Iraq Development and Reconstruction Council (IDRC) is an independent Council comprises

of experts from inside and outside Iraq and initiated as part of the future of Iraq project.

The IDRC envisions the appointment of a specialized board and subcommittees to identify major
infrastructure projects, and develop recommendations.

A shadow IDRC board and members of the 15 subcommittees listed above in this report have
been working together for the past six months to speed up the process, conduct initial studies,
discuss and draft reports in advance of the anticipated regime change in Iraq and as part of the
future of Iraq project.

Existing Iraqi government structures, other qualified Iragi experts from inside and outside Iraq
must be included in the IDRC and its subcommittees to utilize their expertise. However, the
selection of these individuals, as potential candidates for the Council and its subcommittees, must
be determined well in advance of the regime’s change to ensure the success of the IDRC
operation,

The IDRC should be the creation of the Iraqgi’s and the appointments perceived as originating
from the new Iraqi transitional Government. The work of the various subcommittees, as general
guidance, can be prepared in advance by qualified individuals, academics, technocrats, and
politicians, both Iraqis and non Iraqis so as to accelerate their organization and effectiveness -
post liberation from the current regime.

The IDRC can operate immediately, in a shadow mode, to make key decisions, in advance of any
regime change, so as to fulfill, immediately, the critical components of their mission,

Existing Iraqi government structures should be preserved and reformed, pending such
restructuring as may be required by the transitional government and the new constitution.

The IDRC should organize its structure and subcommittees to deal effectively with the
circumstances of the regime change. It should consider its mandate temporary and work to
devolve its authority and functions to more permanent structures in a new, popularly elected

Government operating under new constitutional arrangements.

13
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The IDRC Council should elect its officers, establish a small secretariat to coordinate its work,
and empower its specialized subcommittees to deal with specific infrastructure development
projects and other problems and concerns that require immediate solutions.

14



Formal Proposal

Summary

THE IRAQI DEVELOPMENT AND RECONSTRUCTION COUNCIL'

Objectives:

Identification of investment opportunities in the public infrastructure.
Preparing guidclines and investment criteria for public project’s evaluation.
Selection of public investment projects.

Mobilization and allocation of financial resources.

Preparation of indicative development plans.

Implementation of certain structural reform programmes.

Initiate lragi thinking on future vision for irag.

SO B L e

Activities:
1. Invitation for feasibility studies of public infrastructure projects
2. Conducting investment promotion conferences and negotiations.
3. Conducting investment capacity building programme
4. Follow-up the implementation of the public investment programme.
5. Submilting annual progress assessments report to the govemment,

Resources:
1. Public 0il revenues.
2. Public secior.
3. Intemational. regional, and Arab economic and financial institutions
4. lragi privatc sector
5. Foreign financial institutions and investors.

Organization:
1. Decision making board
2. Technical secretariat
3. Financial Directoraic
4. Adminisiration department

Abbreviations:
e IDRC: Iragi Development and Reconstruction Council
TS: Technical Sccrctanial
FD: Financial Directorale.
AD: Administralion Department.
IP: Investment Programme
WMD: Weapon of Mass Destruction

"Assumptions and practical considerations behind the given proposal are related 1o the author’s views
expressed in his paper entitled * The Economic Project for Change in Iraq’. Three prior assumptions
are necessary to mention. First, while the government macro cconomic policies and the required
economic restructure reform programmes should not be compromised: the preparation and the
execunion of public investment in the infrastructure projects should be the sole responsibility of the
IDRC. Secondly, war reparation and non-commercial debt should be polincally seniled and must not be
considercd as nput into IDRC investment policy and critena. Thirdly, careful and positive

considerations should be given to the salient economic, social and political features of the country



Formal Proposal
THE IRAQI DEVELOPMENT AND RECONSTRUCTION COUNCIL

Why we need IDRC?

Iraq is endowed with abundant economic and human resources. However, in the last
three decades, Iraq experienced extraordinary economic deterioration resulted in acute
economic, financial, social and environmental problems. Specifically, Iragi economic,
social, and environmental infrastructure heavily damaged especially after 1990. In
addition to the political conflicts, bad government economic management at different
levels and widespread market imperfections has been major contributors to the current
€CONOMIC CTisis.

Until 1980, Iraq has developed good experience in the field of identification and
implementation of public development projects. However, since then the government
failed to maintain the benefits of past experience for their narrow political purposes.
Rational and institutional public investment decisions have been gradually
diminished. As a matter of fact, Iraqi governments failed, with different degrees, 10
establish constitutional and institutional apparatus for its economic and public
investment policies.

In (new) Iraq, the challenge is how to utilize public oil revenues for promoting
economic and social development as well as advancing democratic practices in a free
markel economy. Since lraq is in urgent need to erect and develop its infrastructurc as
well as to revive the economy, public investment constitutes the main enginc for
economic growth and social development. The vehicle of such esscntial endeavor is
IDRC.

Objectives

1: ldeatification of public infrastructure projects

Although the governments of Iraq have failed to maintain economic growth and social
development, the available technical capacities and accumulated feasibility studies are
invaluable in the process of identification of investment opportunities in general, and
public projects in particular. However, since rational economic sclection of public
projects have to be made independent of the current conflicting interests of the Iraqi
political parties or social group, the role of IDRC is essential to undertake this task.
Infrastructure projects may be classified into three main categories. The economic
(physical) projects such roads, dams, communications. clectricity, and water for
drinking. The second is the social infrastructure projects such as public schools and
hospitals. The third category is the environmental public projecis such as sewapc.
sanitary, combating pollution of WMD, reviving the marshes of the south. clearing
mine fields in the North and the eastern border of the country. The role of IDRC is to
identify these projects and determine its priorities.

2: Preparation of public investment guidelines

Initial proposals of public investment should be cmanating from the concemed
ministries and povernment departments. IDRC should also initiate directives to the
ministries for assessment of the existing infrastructure and the rcquired investment for
upgrading and new ones.

This should be followed by clear guidelines to assist the ministries in preparing their
lists of proposed projects.

(Guidelines should be in accordance with the IDRC authorities- details have 1o be
given later)

3: Selection of public infrastructure projects

Investment decisions are the most crucial tasks of the IDRC, Although, IDRC would
invite highly qualified consultancy firms to prepare the feasibility studies of the




suggested projects in addition to the government departments. Prior identification of
investment criteria should be prepared and circulated by the TS-IDRC to both
government departments and private consultancy firms, The intended criteria have to
be derived from the government economic and development policy.

Also, IDRC should arrange overall priority list as well as sector wise projects
priorities to highlight the allocation pattems of the projects. All have to be included in
the IP's framework. IP should also include general assessment of the likely impact of
the investment programme on the economy.

4: Mobllization and allocation of financial resources

It is generally accepted that reconstruction of Iraq needs huge amount of investment in
the public infrastructure of the country. Oil revenues, the main source of public
finance and foreign currency, should be allocated mostly to finance the infrastructure
projects. However, since market economy would be the base for the government
economic policy, private sector may actively contribute to the financial requirements
of even 1o invest in cenain projects. Therefore, IDRC should find the ways and means
for more financial or investment contribution to the IP. In this respect, IDRC should
approach the international, regional, and Arab economic and financial institutions for
more financial and investment input to the IP. Except full observation of the
government economic policy guidelines, IDRC should have the capacity to negotiate
with and arrange for the participation of private sector, domestic and foreign, and
foreign institutions in the IP. However, no financial decision or commitment with
foregin concerns up cenain limits could be made without prior approval of the PM.

§: Preparation of indicative plans

For Iraq, it is essential to implement a well-define economic and social development
stralegy. The core of such strategy is that Iraq should diversify its economy and lessen
its dependence on crude oil exports in the medium and long- run. Such strategy needs
to be explicitly translated into sector wise development policies as well as the
identification of investment opportunities and implementation of projects in different
sectors. A medium-term indicative development plan would also serve the purpose. It
is also necessary for the government 1o reduce the development disparities in terms of
GDP among regions and governorates, This can be tackled by preparing a regional
development plan associated with the overall medium-term development plan.

6: Implementation of certalo economic structural reform programmes.

In principle, the concemed ministries should be responsible for the implementing of
the government policies including the targeted economic reform programmes. In some
cases, like the privatization programme, it is essential 1o have non- biased political
power with no partial views and interests as well as the capacity of technical
competence. The contents of the privatization reform programme and its pace of
implementation may nccessates the involvement of IDRC.

7: Initiation of the future vislon of Iraq

Iraqi experience showed that long- term economic and social development planning
was in the interest of lragi people. For the future of Iraq. the diversity of political,
economic, social, ethnic, and sectarian interests need to be harmonised by developing
consensus among Iraqis on the most important public objectives. Such endeavour can
only initiated by independent body with the government support. IDRC is the most
suilable agency for taking the initiative and develop the concept of Iraqi Long ~Term
Future Vision.

Activities

In order to achieve its objectives, IDRC should rigorously peruse many activities.
Most importantly those related to the preparation of the IP. As usual, IDRC should
invite the government departments and private consultancy firms to submit their
proposals. Direct dialogue with the concern parties would be preferable work practice.
The aim is to prepare a number of economic and technical feasibility studies for a



wide range of proposed infrastructure projects. Such target needs to conduct series of
investment promotion conferences for domestic and foreign investors.

It is also necessary, IDRC should undertake a programme for capacity building for the
government departments in the fields of investment policies, identification of
investment opportunities, and preparation of feasibility studies.

IDRC should also follow-up the implementation of the financially sponsored projects.
It is essential to have certain mechanism and rules for such a task in order to avoid
delaying problems.

An annual report should also be prepared by IDRC and be submitted to the
government through the PM in order to reflect on the progress made in the IP as well
as the likely impact on the economy in general. The report should include detail
accounts of the financial costs, obligations, plan and actual expenditures on of the IP.
Also, IDRC should submit its annual expenditures and budget for running the planned
activities.

Resources

1t is a well-known fact that oil revenues would be the main source of finance of the IP.
As experience showed, early estimates of oil revenues would be useful to determine
the number and total cost of the proposed infrastructure projects. However, allocation
of the total oil revenues to finance [P may be necessary but such proposition in the
short-run is not realistic in view of the current economic and financial problems.
Hence, the need for international, regional, and Arab financial support.

Since the ultimate aim of the government economic policy is to reactivate markel
economy and encourage private sector to increase economic growth and employment.
The lraqi private sector should be invited to participate in financing or investing in the
projects of IP. Foreign financial institutions and investors should also be invited 10
contribute to the IP. IDRC must have prior guidelines in accordance with the
government economic policy to conduct the required loans and joint ventures.

Organization

The structural organization of IDRC consists of three main department and the
decision making board on the top. IDRC board members consist of the head of the
IDRC, government members, government and independent advisors. The head of
IDRC should chair the meetings of the board and with the government representatives
they have voting power. Government and independent advisor as well as private
sector representatives may participate in the meetings and contribute if asked by the
chairman and members of the IDRC.

The FD would be responsible for all financial matiers related to the investment
programmes. All revenues and expenditures are to be controlled by FD in accordance
with the given institutional regulations.

The functions of the TS are to carry out the technical aspects and provision of
requirements for implementing the IDRC tasks. The perminant employees are only
experts with high qualifications and practical experience in their fields. TS may have
the support of advisors on short- term contract basis.

Employees of the AD should be highly qualified and equipped with up 1o date
administration lechnology and facilities. .

Decision making process:

IDRC is an essential part of the government institution. However, IDRC has no
political power 10 exercise against the government economic policy. [t is assumed that
the government in view of its economic policy should determine the financial
resources and capacity for the investment programme.




Therefore, while the IDRC should initiate tentative estimates for the required
investment and suggest sources of finance, the government must direct IDRC on the
total cost of the projects included and the financial limits to be considered.

IDRC will send in due time the proposed list of the infrastructure projects and the
financial requirements to the Prime Minister Office for its approval. The PM would
present the proposed IP to the ministenial cabinet for discussing the financial aspects
of it. ldentifications of the proposed projects and the applied investment criteria
assumed to be discussed within the IDRC board.

(Details have to be given later)

As for the implementation of some of the economic reform programmes such as the
privatization programme, IDRC should be authorized to carry out these tasks — clearly
defined by the government ~ without feedback of proposals. However, IDRC should
present a periodical report on the progress made and suggestions for improvement to
the government to be considered in view of its economic policy. If the new
government policy necessitate certain changes on the nature and timing of
implementation of the reform programmes, IDRC should act accordingly.

(Details have 1o be given later)

Institutional arrangement:

The establishment of IDRC doctrine should be made by the State legal department
and approved by the government legislative body in the form of a goverment law. All
necessary details have 1o be mentioned clearly in the anticipated law.




Organizing a new Iraq: Role and Functions of an

Iraqi Development and Reconstruction Council

Purpose

The various scenarios advanced for the liberation of Iraq from control by Saddam
Hussein's regime differ in the likely realization. The outcome, whatever the course of
this transformation, will leave a government power vacuum at all levels, civil unrest,
financial and economic uncertainties, and general concern about stabilization and the
organization of a new regime to replace the old. A coordinating entity, the lraq
Development and Reconstruction Council, operating through specialized commissions, is
proposed as the focal point for debating and resolving the myriad of issues and problems
that must be dealt with coherently during the confusion which will dominate this
interregnum. Through the IDRC, planning can be provided for a transition and provide a
vision and framework for a new lraq, its governance, and its economic and cultural
renaissance. The Council would operate through commissions and committees dedicated
to each of the major political, economic and social issues and concemns that the new
interim regime must address, and dissolve once a new, popularly elected, permanent,
constitutionally empowered, regime has taken power.

Mission and Structures

The IDRC will deal with the various short and long terms needs for coherent
problem solving and provide a coordinating forum, for both Iragi and international
concerns. lts functions and mission should be broadly defined to deal with anticipated
problems and others as they arise. It will serve as an interim coordinating body during the
time when political and government structures in Iraq will be undergoing the process of
regime change. The Council should derive it powers and authority from both the
international community concemed with transforming Iraq and eliminated the threat of its
weapons of mass destruction and support of destabilizing and destructive terrorism, as
well as key officials of the new, interim Iragi regime. It needs to be composed of a mix
of qualified Iraqis, many of who may now be in exile or outside of the current regime,
and assisted by experienced technocrats who may or may not be lIragis. All elements of
Iragi economic life and ethnic regional concemns should be represented. The Council
should organize its structures, committees and responsibilities to deal effectively with the
circumstances of the regime change, be they benign or drastic. Its functions should be
directed to problem solving and planning which the interim government arrangements or
other traditional institutions and entities cannot perform given their operational
responsibilities. It should consider its mandate temporary and work to devolve its
authonty and functions to more permanent structures in a new, popularly elected
government operating under new constitutional arrangements.  Oil revenues previously
diverted to Saddam Hussein and his family should provide funding. The Council should
elect its officers, establish a small secretariat to coordinate its work, and empower
committees and commissions, composed of knowledgeable Iraqis to deal with specific
problems and concems. Working committees/ commissions could be asked to address




such immecdiate problems as removal of weapons of mass destruction, food distribution
and transportation, oil refining and revenues, infrastructure repair, judicial reorganization,
cmployment, banking, industrial growth, constitutional reform, etc., Existing structures;
forums, or government entities who are capable of dealing with current problems should
he coordinated by the Council work and made a part of its commissions. The Council’s
work should be inclusive of all elements of Iragi society and impart a sense of
“vwnership” o those already familiar with the problems and likely to develop workable
solutions that will be widely accepted. The Council, through its committees should
interface with intemational organizations and humanitarian NGO's to coordinate, utilize
and focus the contributions of these entities on Iraq's problems, whenever existing Iraqi
entitics are unable to deal effectively with the problems created by regime change. The
Council should seek to reinforce or develop Iragi structures that can be effective in such
matters over the course of time and under a new regime.

Duration

The IDRC should accept its ad hoc functions as facilitating the transition between
regimes, the transformation of Iraq to a federal state with elected leaders, and the
re- integration lraq into the community of nations. It must perform the planning and
operating roles inherent in this assignment, flexibly and pragmatically. It must augment
and build on the Iragi experience over the past twenty years, rely on the work performed
by all, within Irag, who have been concerned and involved in such problems and projects.
It must focus its work initially on the dislocations, disruptions, and inefficiencies
specifically caused by the change of regime After stabilization, the IDRC must also deal
with the consequences of a transformed Iraq and the involvement of the Iragi people in
Jetermining the own destiny, government and economic system. Like a good doctor, the
IDRC should commit itself to “do no harm”.

Scenario’s for change and resulting conditions

Some observers and planners have assumed a war scenario, involving massive
destruction, loss of life, dislocation of food distribution, water and all the necessities of
lifc, as the predicate for regime change. An [DRC could play a role to alleviale such
conditions, werc they to occur, but a different, less destructive scenario for lraq’s
liberation may transpire. It would be a mistake to develop the IDRC as bureaucratic
machinery for an occupied Iraq, following a destructive, deadly war. The most likely
scenario will be the removal of Saddam Hussein, his family and immediate supporters
from power. A U.S. led, multinational force, will allow military and civilian elements the
protections necessary 1o initiate their own liberation from the grip of Saddam and his
followers —probably no more than 300-500 individuals. The lIraqi government
institutions will be intact and available to their inheritors. The Council should gain
control of all these agencies of government and direct their functions, in concert with
such cxtemal forces as may be deployed.



Weapons of Mass Destruction

Thoroughly suppressed and terrorized by Saddam Hussein's regime, the Iraqi
people’s past attempts to free themselves from this repressive gang have been futile and
deadly. Given an umbrella of protection by intemnational efforts to seize the weapons of
mass destruction assembled by the regime, it is likely that Saddam will be successfully
overthrown. The effort to find and destroy these weapons should become an Iraqi led
effort in concert with the United Nations personnel. An [DRC commission on weapons
should be immediately formed to assist the UN and identify all weapons, assist in their
removal or destruction, and identify individuals whose participation in these programs
may warrant prosecution. This commission will give authority and recognition to the
Council and the role it will play in the transition between regimes.

Immediate Concerns and Reactions

The IDRC, its Council and commission must be organized and available to serve,
together with existing ministries, as the de facto, new interim government to immediately
assist in the economic stabilization and continuity of govemment processes and agencies.
It is a fallacy to assume that lragi public and private sectors are inept or inefficient.
During the last 11 years of sanctions both have become adept at dealing with critical
problems and problem solving with difficult circumstances and shortages. Those who
now make these functions work, be they in govemment or in the private sector, are by
necessity skilled administrators, politically astute, and place a high value on the personal
survival. Some clements of the current regime's larger, economic development and
govemmental infrastructure projects can be addressed, in advance, by the IDRC to
provide continuity and certainty for ongoing projects The government has extensive
public works programs, apart from extensive military projects, currently underway, with
numerous Iraqi and foreign contractors involved. These infrastructure projects must be
continued and are key to regional employment opportunities and vital to economic life
for many. Civil engineering projects, long delayed, in the North and South, must be
reviewed and recommenced as quickly as possible on an accelerated schedule. The
planning for most of these is largely complete within the existing govemment ministries.
The professional administrators, responsible for these functions in the lragi government,
must be empowered and assisted in the implementation and realization of the plans for
these projects.

The private sector has developed a sophisticated distribution system to deal with
shortages and the inevitable strains imposed by the capricious, irrational and venal
realities of Saddam’s regime. Successful revitalization of this sector in the transition
between regimes will involve an acceptance of the status quo and pragmatic actions that
facilitate and enhance the flow of goods and services. What is unappreciated by those
outside Iraq is the entrepreneurial nature of the black market. The general population has
learned to survive, and in some cases thrive, in the hardships imposed by the regime.



This entrepreneurial education should be productively used to encourage economic
activities. Regulations and impediments to the conversion of black market experience to
legitimate business activities should be avoided. A uniform flat tax system should be
introduced to legitimize activities, discourage racketeers and the corruption of
government officials. The flat tax experience in Russia should be used to guide the
conversion and nurturing of these entrepreneurial survivors of Saddam’s era.

Justice

The dissolution of a corrupt regime of such longevity will give rise to many
disputes, between and among Iraqi's, their previous government, those who have fled, as
well as commercial and property ownership disputes within Iraq and foreign concemns.
No existing judicial mechanisms will be adequale to deal with the claims and disputes.
The IDRC should immediately arrange for some special structures to deal with these
disputes, on an accelerated basis, and so avoid the rancor and bloodshed that will result
from long held grudges and frustration. Adequate funds for reparations, from diverted oil
revenues, should be available to make restitution and resolve disputes. This program
concept should also be extended to ethnic groups who were deliberated targeted by the
Saddam regime and funds made available to address their claims. Key will be the
provision of cash compensation directly to deserving families, rather than channeling
“relief” through NGO’s. Respect should be given to the individuals and families
disadvantaged by a despotic regime. No overt ethnic or religious identifications should
be use for making restitution for human right violations, etc., all should be compensated
as Saddam’s victims, without regard 1o his regimes motivations of genocide or religious
pogroms. This immediate and individual restitution program should be accompanied by
the extension of insured banking facilities and micro lending programs in even the most
primitive of villages. Credit education programs and micro economic development
projects should accompany the distribution of these funds. Key will be the delivery of
these funds into private hands. The IDRC should encourage distribution of consumer
goods that may be in short supply, along with medical supplies etc

Prosecutions

The IDRC should also organize the effective coordination of persecution of Iraqi
individuals for crimes against Iraqi citizens conducted under the auspices of the previous
regime. This work should be undertaken by a commission in concert with the
International Criminal Court and seek 1o organize the adjudication of such matters in a
well-publicized and accelerated manner.



Asset Recovery

The IDRC should also take the lead in the recovery of Iragi assets and revenues
diverted to personal control by Saddam Hussein, his family, and other members of his
regime. Immediately, a commission should be assigned to recover funds from foreign
banks and expedite, through international agreements, bank cooperation, and the return of
these funds to be used for restitution and reconstruction. These actions should be swift,
effective and widely publicized to give the populace confidence that justice is being
served. ,

Monetary policy and economic stabilization

The IDRC should have a commission to deal with the Iraq Central Bank and act
as interface with the international monetary fund and relevant intemmational banking
concems. The Central Bank may require international expertise to coordinate
settlements, deal with inflationary pressures and otherwise regulate the monetary supply,
consistent with the scope of the conditions post regime change. The Dinar may well be
under such pressure that the use of the Euro or Dollar as interim measure of stability may
be warranted. This commission could continue its work to coordinale the monetary
effects of restitution payments, micro lending and other economic development projects
that will change the flow s of currency. Anention must be give to strengthening existing
banking structure, providing reforms, and giving the general population confidence in the
banking structures and their management. A great deal of Iraqi controlled capital is now
outside lraq and special attention should be given to making conditions attractive for the
repatriation of these funds.

Constitutional and Government reform

The IDRC could take a leading role in developing a structure for debates and
plebiscites for a new federal constitution for Iraq. A constitutional commission could
organize local, regional discussions leading to a national conference on the nature and
structure for an elected regime. Discussions could center on an individual bill of rights,
an economic bill or rights and the legal structures for a new Iraq. This national dcbate,
conducted both locally and regionally, supported by plebiscites, would give all Iragi as
sense of participation in the development of their newly liberated country. Media organs
should be developed at the local level to allow all to give voice to their frustration with
the past and their aspirations for the future. The plebiscites will allow the formation of
local political parties, grass root activities, focused on economic and political ideals,
separate from individual personalities. The election of politicians would thus await the
development of the structures to which they may be candidates for election -avoiding the
premature development of strongmen with personal followers who lack coherent visions
for the structures through which they might govern. These debates on the structure of a




new Iraq should be orchestrated and conducted on an accelerated basis, following a
common pattern set by a commission of the IDRC.

Media/Free Press and the Internet.

The IDRC should review the public information situation with a view to
encouraging a free press, multiple information channels, and the dissemination of a full
picture of the problems of the past twenty years. A commission to facilitate the
expansion of a free press and electronic media should be committed to bringing new
sources of information and education throughout Irag. Internet capabilities and resources
should be planned for a new regime and become a vital link for providing government
services. .

National Security and international agreements

An IDRC commission should be charged with developing 2 new intermational
agreement to safeguard Iragi borders. The same commission should deal with
international debts of the Saddam regime and undertake to develop settiement agreements
with creditors. Continuity of obligations, with appropriate modifications to settlement
agreements 10 conform to current conditions, should be negotiated and formally ratified.

Military and Security concerns

A great deal of the Iragi GNP has been devoted to military projects and the
maintenance of an inordinately large number of military personnel, as well as internal
security police forces. An IDRC commission should deal with the structural problems
posed by these maintenance costs and develop plans for a gradual planned restructuring.
All personnel affected should be given assurance that their compensation will be
continued and that a formal structure for their separation from military or police service
will put in place. These individuals have the most at stake in a regime change, and while
they may be quick 1o renounce Saddam and all his works, they must be compensated, and
believe they will be fairly wreated, or they will become a very destabilizing element in a
transitional lraq. Military engineers should be encourage to develop civilian projects,
road building, housing, etc., and funded for these projects which can occupy troops in
construction work while awaiting the development of a functioning economy which can
absorb them over the nex! several years. Border security will remain a concern and plans
for a new security force should be developed. To provide these functions, using
reassigned and reorganized elements loyal to their new commanders. Existing units and
loyalties should be carefully dispersed to prevent their continuance as a threat 10 the new
govemment.  The security police should be immediately screened for criminals and
those unsuitable to police work. A new national police structure should be designed to
utilize trained police personnel; those untainted by repressive activities, preferably in new
geographic regions. Compensation arrangements for such personnel should be
guaranteed and continued so as not to create an organized and disgruntled community
who could pose a threat to the new lragi government. Both these important elements of
Saddam’s power must be assured that they will be compensated, dealt with fairly by the



judicial structures and enjoy the possibility of a new life in a new Iraq. These elements
are victims of Saddam, who must see opportunities beyond his demise.

Future Economic Development

The IDRC should empower a commission to develop long range plans for the
future economy of Iraq. The commission should carefully review the availability of oil
revenues, the longevity of infrastructure development and focus on life in Iraq long after
the transition to a new regime and its first five years are history. Tourism and
commercial activities should receive special attention to encourage economic
development, private initiatives, investment, and similarly broadly based employment
and ownership programs. Government finances should be organized to limit the amount
of GNP controlled by government spending to promote local regional initiatives and
avoid military spending and employment in the future. Careful consideration of regional
economic development with neighboring states should be used to design enduring
cconomic development plans. Garment manufacturing and other low cost labor
manufacturing should be avoided along with other temporary fixes. Education
investments should be a priority and subsidized by government initiatives. Iraqi's can
enjoy an exceptionally high standard of living, given the oil revenue available for the
next 30 years, but employment opportunities must be developed to utilize the intellect
and energies of the population. The new govemment should encourage the
entrepreneurial spirit, which have allowed lIraqi’s to survive under Saddam. The socialist
trappings of the early Saddam years should be abandoned and free market initiatives
encourages. An [DRC commission could provide a viable blueprint for the future of Irag.

Secularism and Ethnic Autonomy

The IRDC should create a commission to focus attention on the diversity of
religious and ethnic identities in Iraq. In addition to making constitutional changes,
through plebiscites, to allow regional political autonomy in some federal state, the new
Iraq must give atiention 1o once again becoming a secular state. A commission can help
draw up the protections required for the free expression of religion, prevention of
negative discrimination for all religious elements. Similarly special protections should be
provided for languages and cultures. Media attention, throughout Iraq, portraying these
cultural differences positively, should be an immediate action to counter the history of the
Saddam years. Education efforts should allow Iraqis to identify a positive national spirit,
along with pride in their diverse cultural and ethnic heritage. The aggressive nationalism
of Saddam’s era musi be considered, particularly in the light of the massive death tolls
from his foreign wars, and turned positively towards the future of the newly liberated
nation. Government appointments should be made with a view to promoting individuals
without regard to regional or religious background and prove, through example, the
collaborative nature of the new, federal Iraq



Current Actions and Conclusions

Inherent in the foregoing narrative is a program of work to be coordinated by the
Council of the IDRC. It envisions the appointment of ad hoc commissions and
committees to develop solutions to the problems delineated. The list is not exhaustive,
nor are the conditions that the Council will have to address post Saddam. Flexible
responses to conditions as they occur, with the Council as a focal point, and source of
funding, are contemplated. Existing government structures, qualified Iraqi officials and
experts must be incorporated in all the IDRC work and included in the work of its
commissions. Selection of these individuals, as potential candidates for the Council/ and
or the commissions, well in advance of the regime’s change, will be key to the success of
the IDRC. The IDRC should be the creation of the Iragi’s and the appointments
perceived as originating from an interim government. The work of the various
commissions, as general guidance, can be prepared in advance by qualified individuals,
academics, technocrats, and politicians, both Iragi and non Iragi so as to accelerate their
organization and effectiveness —post liberation from Saddam. The IDRC, Iraqi led,
commission on Weapons of Mass Destruction should be selected and ready to operate in
concert with the UN activities. The Council can operate immediately, in a shadow mode,
to make key personnel decisions, in advance of any regime change, so as to fulfill,
immediately, the critical components of their mission post Saddam. All concemed
should agree, now, on the general concept for the next lraq: as an independent, secular
nation, secure in its borders, operating under a federal system with regional autonomy,
with an economy based on free market principles and a minimum of central, regulatory
control. All should agree on an carly plebiscite on the structure of the new constitution
and government, with popular clections to follow immediately. Existing Iragi
government structures should be preserved and reformed, pending such restructuring as
may be required by the new constitution. An immediate public education campaign,
explaining this vision and schedule should be undertaken immediately. All must agree
that Iragis should liberate themselves and plan the future of Iraq. Neighboring states and
the UN should endorse these concepts and be willing to assist in the realization of a new
Irag, without Saddam.



Iragi Develoment and Reconstruction Council

Thank you Sadi for this very worthy effort.

The summary outline and formal proposal that Sabri suggested is very interesting
and has helps to know and understand some of the factors to be considered in
restructuring the process of reconstruction and development in Iraq.

| have some remarks to make:

1.

One thing, | would like to see at some point, before an IDRC goes into
operation, a social and economic analysis of Iraq today and Iraq
tomomow with measurable indicators. Where do we want to go?

We could adopt global goals on many issues and use the indicators
used there. Like mortality and morbidity rate in a society and life
expectancy on health sector visioning, literacy rate and boys and girls
enroliment to school at primary and higher education level on
education visioning, liters of water per person per day for safe water
delivery policy, income and GDP for economic prosperity.

For us to accelerate reconstruction and development we need urgent
professional analysis to help estimate the social and economic
benefits, the winners and losers, and returns on investment of public
projects. With anticipated outstanding high debt, we need to spend
available resources much more carefully than in the past.

Toillustrate, | recall being informed that before the events of 1990-
1991 Iraq imported enough medical supplies that indicated it had a
population of 40 million people. Obviously, such wasteful overspending
needs to be avoided.

We will need to modemnize/upgrade/enhance/revise Iragi public service
institutions, | would strongly suggest the IDRC include top public
service advisory qualifications and expertise from nongovernment and
noncommercial institutions.

| must betray my bias here because | do believe we need the latest
thinking and expertise | was exposed to at Harvard's Kennedy School
of Government. | am sure there are other institutions in the world that

could be very helpful and supportive in this regard.




4. Iraqis not a third world country. We can become one of the most
dynamic, if not THE most dynamic country in our part of the world,
living in security and stability with ourselves and everyone with whom
we come in contact. But we will need some degree of outside
professional support to take off and get up to cruising altitude.

| would prefer to have institutional involvement because we could
develop legally binding terms of reference that are more likely to result
in the professional service we would appreciate and value.

5. IDRC need to:
i)  identify and select infrastructure projects (including education),
i)  channel resources,
i) plan and implement activities.

But before that, | believe we need:
i) a professional comprehensive analysis of where we are at,
i) with recommendations of where we want to get to.

6.  Once discussed and approved, with broad participation, the analysis
and policy basis will be helpful to guide evaluation and approval of the
projects to be supported and the amount of resources to be allocated
to them by the IDRC.

7. And, itis necessary to evaluate the performance of the IDRC itself.

| hope these comments and suggestions are helpful and contribute to our
dialogue to generate effective mechanisms that will change the course of Iraqi
history. We need it, deserve it, and it's long overdue.

Nasreen M. Sideek
Minister of Reconstruction and Development
Kurdistan Regional Govemment - Erbil
"_Noﬂhem ,..: 'l = et |




1-BASIC VISIONS OF IDRC FOR THE REQUIREMENTS NEEDED TO
REHABILITATE & MODERNISE NEW IRAQ

Considering the wealth of Iraq, its potential, its importance for the stability of the M. East
and the Gulf Area, the damages inflicted during the two wars and finally what the
original LRP (long rang plan) were to aim at; the following requirements are radical:
-New political and economical atmospheres.

-Detailed new SRP, MRP & LRP plans for all sectors.

-Finding a solution for the external debts.

-Funds.

-Advanced technology.

-Efficient management.

The following principles are proposed. as guidelines for any consulting study will be
adopted by IDRC in ture ing the ilitation Process:

e Politics and Economics

Post war events in Iraq, the Middle East and the reactions of the Great Powers; has shown
very clearly that the rehabilitation of Iraq cannot be achieved without major political and
economic changes. Democracy must prevail, leading to election of the right government
and restoration of civil rights and the constitution. Election of a true parliament should
follow and changes in the constitution must be maid. The political change and resolving
the major problems of are not objectives but means to facilitate achieving prosperity and
well being of the nation.

Economic development should start with expanding the agriculture and industry sector to
increase export alternatives Oil revenues, we will find out, will probably be committed to
paying off debts and provide some income for major infra structure activities, In,
agriculture, measures should be taken to modernize all the activities to increase products
quantity and improve quality. Such measures should take into consideration the
decreasing water available for irrigation. In industry, there are genuine needs to establish
numerous modemn light and heavy local industries.

e Planning

Planning in Iraq has been a central government function, especially since the early
seventies. The whole plan including SRP and RLP was considered strictly confidential
and releasing information regarding figures, especially capacities and costs, was
considered a national crime. Locked away from the nation were the annual national
budget, the annual account report, foreign trade figures, and balance of payment, work
manpower, salaries & wages.

This has been a very serious problem and was totally biased government thinking. The
process must be open and publicly discussed to allow all views to be taken into
consideration. TRANSPERANCY WAS TOTALLY MISSING, which meant absence
of accountability for failures to mishandle public money and government expenditure.

e Privatization : :

A basic necessity for effective economic development is for the government of any
country to compliment the private sector and not to act against it. An adoption of Market
Friendly Approach is very important. Government interference is necessary only when



things go wrong. Government priorities should be part of the infrastructure, health and
protection of environment. ov ent, as wi i
ind nd wher rivate T the gov

* Man power development
The experience of USA, Japan and Korea in manpower planning has shown how
important investing into educational and training programs is essential for productivity.
IDRC will direct the Government involvements and investments to be effective in the
following areas:

i- Overall education and technical training
ii-  Public health

iii-  Providing complimentary services

iv-  Nutrition programs

v- Vaccination

vi-  Family planning.

vii-  Equal civil rights for men and women.

The results of the two Gulf Wars were most devastating on the human beings than any
thing else in Iraq. Most o eneration responsible for building a modern before
the war is not there any more. The majority migrated to other countries while those who
stayed behind are mostly worried, desperate and degraded. A lot of rebabilitation for
the new generation is needed.

¢ Market environments

Without the right environment, not much can be achieved. Law and economic reforms
are essential but a free market is a must. In this respect a lot from the US experience
from the application of the famous Marshal Plan may be leamnt.

s Foreign trade

The import substitution plans do not work unless we have free market, which stimulates
competition. To be open to the international markets is the best way to succeed in
competition. Government interference must be maintained minimum.

‘Unless Iraq exports it cannot lmvoﬂ MMMMQMMM_Q
minerals opl is eloped countri

* Local financial policies

No complete political itidependence without stable economics and no stable economics
without correct financial policies. Uncontrolled government spending, inferior taxation,
price escalation and bad allocation of financial resources can be worse than colonialism.
The history of many developing countries with good oil income is the best proof.

o Type of country rule ‘

A disturbed family is a product of a bad family head. Any thmg is justifiable by the head
if he is the only one in control.



e External debts

The biggest hurdle to the development of the new Iraq will be the huge size of the
external debts, These are of five classes:

i- Debts due to purchase of civil goods

ii-  Debts due to military purchases

iii-  Debts to the Arab countries

iv-  Debts/ compensations to Kuwait

V- Debts/ compensations to Iran

Iraq needs the ggdm of the world to resolve this problem. The expectation is that
political and economics changes in new Iraq will ensure better understanding and
possibly waving out noticeable part of the debts. Class (i) is probably a must to pay, but
the case may be rather different with the rest. Those who competed to sell the military
equipment to Iraq had ethical responsibility towards what happened in the region.
Mutual interests of the concemned countries of the Middle East especially Kuwait and Iran
should be taken into considerations. There must be a price for stable Irag. As a possible
outcome to this principle, classes (ii) to (v) become negotiable. However, regardless of
the outcome a lot will be left to pay off. The obvious source of funds will be the oil
export.

2-SPECIAL OBJECTIVES FOR IDRC
Some important objectives IDRC have to focus op especially in the interim phase are the
development of agriculture, reconstruction of irrigation, and rehabilitation of
Educational sectors, these three sector has to be adopted fully and for long term by the
IDRC considering them the most loveable babies which needs intensive care.
Developed and healthy agro-irrigation system in new Iraq will represent second finacial
resources after oil, and fair, modernized education system will represent the most
transparent human resources.
IDRC according to its structure and special position inside the new Iraq body will be the
best organ to approach and attract the relevant international and regional organizations
(Financially, technologies, researches, programes) needed and interested in investing and
developing the above sectors, American companies will be a big player in such game.
Irrigation & Agrictilture Sector
- Irrigation
Irrigation projects in Iraq have always been a priority, especially now. The amount of
water coming to lraq from Turkey and Syria has been greatly reduced due to the
increasing activities in those two countries. Turkey has been active in construction of
dams during the last 15 years. Iraq has recently started conserving irrigation water by
using spraying and sprinkling techniques. Center pivot irrigation equipment, and other
kinds, has been introduced to Iraq. Future plans are expected to include:

e Rehabilitation of ground waler resources by drilling wells and practicing effective
water management.

Rehabilitation of pumping stations
Maintenance of irrigation projects
Expansion of drainage water projects




e Surveying and monitoring of water storage projects
e Surveys of water 6 soil analyses

- Agriculture
Agriculture has been the biggest failure throughout thc life of the regime from the start in
1968. Despite the vast amount of money spent in this sector, the two wars proved the
intensity of that failure. Iraq would not have suffered that much had the agriculture sector
was capable of solving the food requirements of the country. The sector is in real need of
revolutionary plans, to go hand in hand with the right imrigation policy. The plan should
include the following:
Expansion and diversification of domestic crops & vegetable pmductlon
Enhancement of vegetable and fruit production
Enhancement & diversification of domestic animal production
Enhancement & diversification of poultry production
Enhancement of fish production
Establishment of Agro- based industry
Enhancement of Agro- meteorological research and monitoring
Expansion & Modemization of farm mechanization
¢ Enhancement of forestry & plant protection
- Education Sector
The education sector is in desperate need for expansion and modemnization in schools,

colleges and universities. This includes laboratories, libraries, and considerable use of
computers.

3-WHO DERSERVE TO CONRIBUTE IN BUILDING NEW IRAQ?

I suggest adding the following statement “especially rhe American comp. Or
organization or institutes " after every statement contains “international
comp.etc”mentiond in our joint draft to show our appreciation for the main role of the big
brother to the new Iraq. Practically speaking we can tackle such subject by reminding
the reader that many international potential companies and venders contributed in )
bmldmg the main seclors m lnq for thc M lnd [DRC strongly belleves that

: . And thc followmg are ﬂle main
comPemors as showed in each sector: .’

- Engineering and procurement of refineries and petrochemical complcxes: Canada,
Britain, Germany, Korea and Japan.

- Engineering and procurement for te crude oil industry:, Canada, Britain,

- Germany, France, Italy, Japan, Russia, China and Korea.

- Exploration and developments of crude oil fields:, France, Japan, South Korea,
Britain, and Italy.

- Electricity: Bntam, Austria, Germany, Korea, Japan and partly China and South East
Asia. =~

- Commiunications and telecommunications: Germany, Japan and Korea

- Carindustry: Germany, France, Italy and Japan



- Steel industry: Germany, Britain, Russia, Japan, Korea and China
- Irrigation and agriculture: Canada, Australia, Spain, India
- Medical: Canada, Britain and Germany
- Housing: Spain, Turkey, and selected countries from S. E. Asia.
- Water and sanitation’s: Canada, Britain and Spain
- Food industries: Canada, Britain, Germany, Italy, Spain
Education: Britain, France, Japan, Germany, Italy and Spain.
IDRC through ns defmx depam'nmts will help the America.nl to have the ]gg_d,mg;p_l_

{Detuiled plan can be done upon reqnut)

Sadi Aburkaibeh
Virginia, Nov 26 2002



Other Infrastructure




Inputs from UN reports nasreen sideek, Jan 2003

Railways

The Iraqi Railways plays a great part in the transportation of food and agriculture
products, beginning with the first stage of farming by providing fertilizers, seeds, etc, This
kind of transportation from most of the cities in Iraq to different parts of the country requires
special wagons and rolling stock.

Most of the transportation of food that amive at Um-Qasr port under 986, especially grains
and rice, are camied by railways to most cities of Iraq. The Iragi Railways cannot fulfill its
obligations to distribute the required quantities of food due to the lack of spare parts for
locomotives and wagons, which are needed for this huge transportation task.

The number of operating locomotives has been reduced to 65, and the operating number
of wagons reduced from 11000 to 1000, representing different kinds of wagons, because of
this shortage of spare parts needed for major maintenance.

The Iraqi Rallways need 365 locomotives per day to be in a position to assure a minimum
standard of transportation service. Moreover, the condition of the present rallway track
system, totaling about 2500 KM, is not in a state of repair which permits the acceptance of
this number of locomotives and wagons, because of the non availability of spare parts and
materials for maintenance of the tracks, including spare parts for track-maintenance
machines,

This situation affects the capacity and the safety of the rail transport system, and will only
deteriorate further unless urgent measures are taken to halt the decline.

Ports

1. The port of Um-Qasr is now the only port in Iraq authorized to receive commodities
imported to Iraq under 986. Since 1991 the port facilities have not been maintained
and consequently they have now degraded to an extent, which is severely limiting
the ability to handle humanitarian supplies. To prevent further degradation in the
situation it is necessary to dredge the entry channels and repair the port facilities.

2, Dredging. Prior to 1991, the channel and wharf could accept vessels with a
draught of 10,5 meters. Today that draught has been reduced to 8.5 — 9 meters,
and as result larger vessels discharge in Jordan, (Aqaba), and goods are
transported by road fo Iraq a distance of 1350 KM. This adds 4 to 5 days to the
transit time and increase transport cost by $38-40 per metric tons, Dredging the
channels and port will increase in the capacity of Um-Qasr will lead to an increase
in the capacity and result in more vessels using the port. This will increase the rate
of delivery of Humanitarian Supplies into Iraq and reduce the landed cost of goods
by $38 - $ 40 per metric tons.



3. Port Facilities. The state of port facilities has similarly degenerated. Mechanical
handiing equipment is old and inefiicient; safety equipment, including fire fighting
equipment, is obsolete and unreliable; auxiliary power, essential to provide 24
hours operation and for safety and security, is non-existent. The availability of tugs
and pilot vessels imposes delays on berthing and accordingly on the speed of
discharging humanitarian supplies. The speed of discharging has a direct effect on
the receipt and ultimate distribution of humanitarian supplies, as well as the total
cost of commodities. Any improvement in this area will have a positive effect on
the humanitarian Programme.

Land Transport

To carry commodities from Umm Qasr and Trebil, different trucks (flat semi trailer,
refrigerants, open trailers lomies of different kinds and capacities are required for this
purpose. More than 10000 (ten thousand) trucks are required per year.

Public Transport

To overcome congestion in camrying public throughout the country (towns and rural areas),
different kinds of busses are required (city and inter city mini busses, coasters, efc.). Since,
trains could not meet the demand.

In IK there are more than 5,000 old buses that need to be replaced, and more also need to
be procured. Or private companies should be encouraged to run a service of offering
transport.



Economic Policies and Priorities
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The Iraqi economy
Restoring stability and resuming growth
Some thoughts on the required Actions

Iraq is the only country in the Middle East combining human and
natural resources in almost an optimal way. The fact that growth has been
retarded lies basically with development strategies, economic policies and
regime's adventures.

In the seventies and despite the development of infrastructure and
the attainment of reasonable growth rates, militarisation of the economy
was a high priority for the regime for internal and external reasons. Iraq
built a very sophisticated military industry but remained one of the highest
arms importers in the world. The oil sector financed both military
industrialization and military imports. It also financed most industrial
inputs and most food needs. Therefore, Iraq ended the decade of the
seventies with higher dependence on oil than in the beginning of the
decade. But also ended the decade with huge financial reserves thanks to
the successive increases in oil prices and the limited capacity to invest in
the civilian sector

Iraq started to develop a debt problem with the beginning of the
war with Iran and the need to finance this war. This together with increase
in military imports put pressure on the dinar under which case inflationary
pressures were increased. Also with the diversion of resources to the war,
the regime, in the middle of the Eighties, allowed the private sector to use
its assets abroad to import civilian goods. But those assets were not

actually used, instead, the Iraqi dinar was smuggled to neighboring
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countries to be exchanged with foreign currency. This had further adverse
effects on the value of the dinar amplifying the inflationary pressures.

The war with Iran left Irag with a serious need for financial
resources. To get out of this situation, [raq needed an increase in oil prices,
additional external finance and debt relief. This provided the economic
reason for the invasion of Kuwait in 1990

But the invasion and the subsequent war resulted in the imposition
by the UN of a comprehensive embargo barring Iraq from exporting oil,

The war also resulted in the imposition of a huge bill of war reparations.

Those events caused an economic crisis characterized above all by
a serious shortage of financial resources. The embargo reduced the
purchasing power of the economy, leading to a shortage in the supply of
goods and services.

The introduction of rationing went some way towards meeting the
need for food. But the provision of services - in particular those relating to
health and education - has been severely undermined.

The loss of oil revenues led, inevitably, to the weakening of the
currency. Increasing the supply of money - money printing - makes matters
worse. With a foreign exchange shortage, the currency collapses.

~ This is what happened in Iraq, showing that money printing was
not a correct response to the problem. The effect was soaring inflation,
with severe social and economic consequences.

Therefore the inflation in the country was the result of the embargo

and the way the embargo was dealt with, especially the practice of money

printing at least until the end of 1996, the date when the implementation of
the oil-for-food started.
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Inflation forced people to liquidate their assets in order to survive,
thus creating enormous disparities in income and wealth between the rich
and poor in Iraq, and causing the middle classes to virtually disappear.

At the same time, it is becoming obvious that the continuing
deterioration of basic services will have a detrimental long-term effect on
health and education in Iraq. The country’s isolation from the outside
world has also meant that Iraqis’ access to modern technology has been
blocked - another factor likely to cause long-term problems.

Another facet of the long-term effect of sanctions and its
inflationary consequences is the development among the population a
sense of dependency and reliance, which had a severe effect on
productivity. This dependence is seen in three ways. Dependence on the
state through the ration, on relatives abroad and on the liquidation of
assets.

The introduction of the UN Oil-for-Food program helped in the
supply of basic necessities and lessened the need for money printing. This
stabilized the rate of exchange of the dinar and subsequently inflation.

Any future govemnment in Iraq will have to address the problems
emanating from sanctions, inflation, debt and reparations, as well as
putting the country back on the path of development. Moreover, a host of
social problems emanating from displacement, wars and sanctions will
have to be tackled.

There is a need, therefore, to find immediate solutions to ensure
economic stability and reverse the deterioration of social conditions - with
all the implications of its threat to political stability. But while these are the
immediate priorities, longer-term macroeconomic policies and a
development strategy need to be devised to allow the resumption of

growth.
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A programme for stabilization and growth

The current situation is therefore characterized by high degree of economic
instability, which could continue to afflict the Iragi economy for years 10
come if it is not addressed and remedied. This instability is manifested in
the high inflation and the resource deficit and the deteriorating social
conditions. The instability will continue to adversely affect the economy
because of payments of debt and reparation if those payments are not
restructured. Therefore for Iraq to resume growth it must first restore
cconomic stability and creates the conditions to sustain it.

1 to mic Sta

Top priority must be given to raising the external value of the
dinar' and controlling high inflation, because of the adverse economic,
social and political consequences of this. In other words, the immediate
priority is to restore macroeconomic stability.

With high inflation basically engendered by the collapse of the
currency, it is almost impossible to implement macroeconomic and
development policies effectively. The private non-oil sector will see the
resources that it wants to use for imports continuously declining in real
terms thereby ruining development prospects. With high inflation, it is
always difficult to maintain a budget surplus (something important in the
first stages) because government expenditure is determined by the high rate

of increase in the price level, while revenues keep losing their real value.

" In Kurdisan, the value of the Iraqi dinar is very much higher (The Dollar equals 11 dinars wheras in the
rest of Irag it is almost 2000 dinars). Whale the fact that the true Iraqy dinar 15 used in Kurdistan has
something to do with this difTerence in the value, it is also related to the fact that the authorimies do not
print money (the quantity in circulation does not change) and also the region was receiving financial
Nlows from UN agencies since 1991.
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High inflation also cripples, to a greater or lesser extent, some
important tools of monetary policy because the cost of capital is high. This
is detrimental to investment in the private sector, which finds the
purchasing power of its cash flow being continuously eroded by inflation.
High inflation will also make it difficult to establish guidelines for wages
because of the indexation problem. Wage levels will contribute to the high
cost of production. Needless to say, inflation hurts the poor and fixed-
income eamners. The high inflation in Iraq at present is causing enormous
social problems, such as increased crime and is creating a new social
situation under which savings and real assets are being liquidated to meet
immediate needs. There is also a widening gap between rich and poor in
the distribution of both income and wealth.

If inflation is not reduced, it is likely that political protests will
take place. Repressive measures must not be used to quell those protests. A
resolute effort to address the question of inflation, as explained below,
should help stabilize the situation.

It should be noted that once a political change takes place there
would be a sudden favourable effect on the value of the dinar since the
market will expect that sanctions will be lifted. However, it is the
behaviour of some additional market fundamentals that will also determine
whether that favourable change will be maintained.

So, what are these fundamentals and what are the actions needed to lift the
dinar and reduce inflation?

I) The mobilization of substantial volume of financial resources. This
mobilization has two dimensions: international and regional, and domestic.

It is of course very difficult to ascertain the level of reserves and
the budgetary situation of the country due to the lack of data. Such
information is important for estimating the financial assistance needed.

However and irrespective of this the following steps are urgently needed.
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a) On the international and regional level:

i) The release of Iraqi assets abroad. Available data indicate that those
assets amount to USD 2 billion in the US and USD 1.8 in Arab countries.
As part for the relief efforts for the Iragi people the settlements of any

claims on those assets must be dealt with later

ii) The immediate approval by the Security Council of the contracts
approved by the sanction committee as part of the oil-for-food programme.
Moreover, all the contracts put on hold should be expedited. In addition all

the unspent balances in the escrow account of the UN must be made

available to the new Iraqi authorities.

iii) Iraq should be allowed to reach or approach its maximum oil export
capacity. Its re-entry into the oil market should be accommodated without
adversely affecting the oil price level. This will require maximum
cooperation by OPEC members, even though many of them are suffering
from budget deficits. These countries are certainly aware of the suffering
Iraqis have gone through, and should also be aware that the economic and
political stability of Iraq will have favorable repercussions on regional
security. Agreement on a new oil production level in Iraq should be a
process of dialogue and negotiation with other OPEC members, a process
by which Iraq can reintegrate into the region and the international
community.

In any case the entry of the Iragi oil will not affect OPEC or the
share of Saudi Arabia in OPEC at least in the short run. In the medium and
the long run it is expected that demand of petroleum will increase
especially from developing countries, There will therefore be more

flexibility in production sharing decisions.
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iv) Standstill’ should be granted to Irag on the payment of debt and
reparations. If this is not done then Iraq may remain in deficit. (While
sanctions used to cause the resource deficit, payments of debt and
reparations may later become its principal cause even if sanctions are
lifted). Experience shows that high debt service payments engender

cconomic instability and fuel inflationary pressures.

v) The regional and international community should extend financial
assistance to Iraq. This assistance, which should be on concessional terms
or preferably in the form of grants, would assume particular importance in
the cvent that the re-entry of Iraq into the oil market was only partially
accommodated.

Aid donors (bilateral and multilateral) prefer to work in a
coordinated manner. The new Iraqi authorities should organize an
international conference to be attended by Iraq’s creditors and potential
donors (bilateral and multilateral). In that conference an estimate of the aid
required and the relief needed is presented. But the conference should
listen to Iragi policy makers outlining their vision about the future
development strategy and its orientation. The conference should also hear
the various financial institutions giving an idea about their possible

contribution to the implementation of the development strategy in Iraq.

These measures, if undertaken, would indicate goodwill on the pan
of the international community towards Irag and would contribute, in an

important way, to its stability. Success in the mobilization of resources

* A standstill is an agreement between the debior and uis creditors 1o temporunly defer payment of long-
term debt and freeze shon-term debt. The agreement normally stipulaies that the external payments
position does nol worsen during negotiation. A moratorium may take the form of umilateral action. In 1ts
anempl 1o reintegrate ynto the intemnational communny, Iraq should opt for a siandsull.
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depends on Iraq’s creditors in the region and/or outside the region, the UN

and other oil exporting countries.

b) On the domestic level, Iraq should complement the actions of the
international community by refraining from money printing to finance its
expenditures, since it does not have at this stage (the short run) the
productive capacity to back this additional money supply. Money printing
can, however, be tolerated if foreign exchange flows into the country, but it
should be carefully synchronized with the growth in domestic production
and foreign exchange.

Government expenditure should be tightly controlled, but support
for agriculture and other essential services will remain important during
this period. Agriculture, for example, is a labor-intensive sector and
employment will be a serious problem facing Irag, especially when a large
part of the army is demobilized.

These actions by lraq, regional states and the international
community should be undertaken rapidly in order to arrest any sources of
economic or political instability.?

At this stage it is not advisable to manipulate with the nominal
exchange rate in an administrative way. Doing this will exacerbate
instability. The best way is to help create the fundamentals that will affect
the exchange rate. This means that the Iraqi authorities with the help of the
international community must try their hardest to mobilize the necessary
resources especially those emanating from increasing oil exports and the

-suspension of payments of obligations. An administrative decision about

? Some expens, while analyzing the potential factors for political instability in Iraq afier a pohiical
change has 1aken place, assert that “the political stability of any post-Saddam government will be
determined by the economy...and if the United Statcs, Kuwait and others do not show goodwill towards
this government, through generous and immediate cconomic assistance and relief, we could facc a

revanchist Iraq” sce Parasiliu, Andrew, "Political Risk in Iraq”, Middle East Economic Survey, 24 May
1999
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the exchange rate that ignores the market fundamentals will help create a
black market exchange rate. There might be some political temptation by
the new Iraqi authorities to adopt a new exchange rate, which, in all
likelihood, will not reflect the market fundamentals. This should be
resisted. That does not mean however that if the market value of the rate
starts to improve then a new exchange rate is not adopted. The decision of

the monetary authorities should be to a large extent market driven.

e resou thus accumulated shou ed immediately:

- For imports, especially of consumer goods and food as a matter of
priority. This is not inconsistent with the aforementioned policy of
supporting agriculture. The latent demand for agricultural products and
food in Iraq is almost certainly so huge that supply from imports and
domestic production will be needed during the short term.

- For the provision of social services, especially in the fields of health
and education. UN reports stress the poor state of hospitals, and the
shortages of medicine and medical equipment, and school materials.

- For reconstruction and rehabilitation, especially of power and water
plants, sanitation, sewage facilities and telecommunications.

- For a new program of human development and technological
rehabilitation so that Iraq can bridge the technological gap as far as access
to information technology is concerned. This gap has been caused by
sanctions and government policies, which prevents access to information
in general. Information technology will be an essential prerequisite for

- growth in the next decade.

Those policies and measures, especially the import of essential

goods, should help stabilize the economic, social and political situation,
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and put the country back on the path of development and growth through
the implementation of macroeconomic policies and development strategies.

It is therefore clear that our main concern is to regain stability
through economic measures, which are to be implemented as quickly as
possible. The package suggested above can indeed be initiated rapidly
because it does not depend on production or trade. In correcting their
external payments position, many countries resort first to extemal

financing, which provides a breathing space to start adjustment policies.

2. Maintaining Fconomic Stability

When the country succeeds in mobilizing the resources to finance
the deficit and the situation now is relatively stable, Iraq should exert every
effort to control the deficit and maintain this stability. It is therefore
essential that it does not slide back into a situation of large deficit in
resources. If the deficit recurs, it will again lead to a lower value of the
dinar and inflationary pressures. Maintaining stability will depend more on
domestic effort and macroeconomic policies and less on the infusion of
financial resources, as in the period of restoring stability. The
macroeconomic policies, however, do not need to be excessively restrictive
since they can be complemented by infusion of resources from the crude
oil sector, which, it is hoped, will regain the level that Iraq is able to
produce, Here again the importance, once more, of Iraq’s regional and
international environment should be emphasized. In other words, for the
smooth working of the policies to maintain macroeconomic stability, Iraq
needs to avoid external shocks (such as an oil-price collapse), and the

purchasing power of its exports must be maintained.

Therefore a friendly and favorable regional and international environment

for Iraq remains essential. In this regard the following are important:
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1- Iraq should cooperate with other oil producers to bring about a price
level that guarantees it the required level of revenues, but at the same time,
does not unfavorably affect the economic prospects of oil-importing
countrics, developed or developing, whose demand for oil Iraq, like other
oil exporters, has every interest in maintaining. The most important point
i this respect is that for Iraq to secure to the maximum extent possible
somc sort of stability and predictability in the oil price behaviour. This
however is not easy since oil price increasingly depends more on market
forces and less on actions of OPEC members. Dialogue between oil
producers and consumers is thus essential to ensure security of the supply
of oil and the demand for it and to reduce the fluctuations in oil prices.
Stability and predictability of oil prices is essential for the implementation
of development objectives.

- Having agreed with its creditors and the UN on a temporary
standstill on the payment of its obligations, Iraq should propose their
renegotiation. Without going into details, many initiatives have been put
forward to restructure the external debt of developing countries. These
range from forgiveness to mere rescheduling. It is, however, not easy to
suggest any specific solution or initiative without having a clear idea about
the structure of the debt. What is certain, though, is the need for debt relief
1o ensure that high debt service payments do not restore instability and
impede the growth prospects®.

External debt management aims at resolving the debt problem
without adversely affecting the growth prospects of the economy or

worsening the social situation. This management requires, as a starting

* Irag) debt 15 mostly bilateral, It is owed 10 Governments or guarameed by Governments, In general
bilatcral debt is more casily restructured than multilateral debr. '

11
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point, defining a debt strategy with a view to closing an external financing
gap supposed to have been caused by, among other things, debt payments.
Formulating such a strategy requires building a centralized debt database
(This database does not exist in Iraq at present). This database will record
all loans, terms, sectors and balances. The debt strategy is composed of
two components, debt restructuring and new financing. It is difficult to
know before hand whether debt restructuring as such is enough to close the
gap or the country may also need new financing. Therefore the first action
is to negotiate for restructuring the debt since new financing may incur
new debt on the country. The restructuring is normally effected through
various operations like rescheduling debt flows or stocks, debt swaps (for
equity or new debt), and forgiveness. All of these operations will
contribute to narrowing or closing the financing gap mentioned above.
However, the debt negotiator will opt for a certain operation taking into
account the specific characteristics of the economy and the contribution of
the operation to the closure of the gap.

The negotiations of these operations may need to go through the
Paris Club for debt rescheduling and restructuring. This requires a reform
programme supported by the IMF®, Iraq therefore needs to build capacities
to enter into negotiations (with the IMF and the Paris Club) since
experience is lacking in this regard. It is possible that through the UN or
the Bretton Woods institutions, Iraq can obtain the relevant expertise.

There are also historical precedents as far as the war reparations
are concemned. Lessons can be drawn from the German experience after the
First World War. Also, the claims on Iraq submitted to the United Nations

Compensation Commission amount to more than $300bn but the vast

* Debi strategics arc not only the ones that arc mentioned in the text. In a paper published by the Middle
East institute (Prospects of Iraq’s Economy, Facing the New Reality” in Future of Iraq, Calbrese J. (Ed.),
Middle East Institute, Washingion D.C., 1997) | suggested that onc of the scenarios should be that Iragq
pays neither debi nor reparation if 1t does not anain trade surplus. This assumes that imports have pnority
on payments of debi and reparanion.
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majority of those claims are those of governments and corporations.
According to UN Security Council resolution 687, the payment of
reparations should take into account the needs of the Iraqi economy.
Germany, after WWI, received financial assistance enabling it to reduce
the burden of war reparations.

The last thing Iragis want to see is the retun of a resource deficit.
While the deficit has resulted from sanctions, when sanctions are lified it
could also result from payment of debt service and reparations. And it
should be clear that Irag’s economic problems such as inflation and
shortages are directly related to the deficit. In the final analysis, it is the
adverse effect on the importing capacity of the country that needs to be
addressed. This import capacity can be negatively affected by a shortfall
in, or collapse of, export eamings or by claims on those export carnings
through payment of debt and reparations.

If a situation of resource deficit retumns, then inflation will also
return together with macroeconomic instability. History provides many
examples of deficits accompanied by inflation. Many Latin American
countries experienced hyperinflation because of debt crises in the 1980s.
Germany’s hyperinflation period in the 1920s was partly the result of it
having to lower exchange rates to generate a huge trade surplus to meet
reparations payments.

The above shows that a solution to the problem of external
obligations of Iraq must be found. It can come through negotiations and
agreements with the international community and the UN. It is not in the
interest of Iraq to take unilateral action.

Despite the negotiations efforts, appropriate policies must be
followed. Those policies should help in the control of deficit and perhaps
eliminating it. If Iraq succeeds in increasing its oil production and exports

and have its external claims negotiated, then with a prudent fiscal policy
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the deficit can be controlled and a surplus possibly generated. The fiscal
policy should concentrate on the expenditure side at this stage. Military
expenditures should be greatly reduced. Expansionary fiscal policy should
however remain necessary especially for essential services and for the
agricultural sector.

Although the immediate objective in the short run is to restore and
maintain economic stability, this is not the only goal. A lot of work needs
1o be done to design policies for implementation at a later period. There
should also be an initiative to draft a new constitution and laws to ensure
democratic rule, including electoral and press-freedom legislation. Also,
work should be done to prepare programs to ensure the resumption of
economic growth and provide solutions to the huge social problems caused
by wars, sanctions, displacement and re-allocation of the military
workforce to the civilian economy. While these programs must be
vigorously implemented once economic stability is regained and
maintained, this does not preclude the provision, at this stage, of financial
resources to agriculture and the social sector, because of their obvious
contribution to stability. However, the real, and the most efficient solution
to the displaced population and the released military workforce lies in
achieving high growth in the civilian economy, since this will determine its
capacity to absorb additional labor.

In the short run, therefore, while stability is a priority, designing
policies and programs and paving the ground for building institutions is
also important,

3. Resumption of Growth

When the economy attains economic stability, is able to maintain
it, and gets reintegrated into the world economy and community, Iraq can

proceed to implement an orderly development strategy that ensures faster
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growth. At this stage one can only outline the overall policy prescriptions
and the orientation of future development strategy. The recent experience
of the Iraqgi economy is one of mismanagement, wars and comprehensive
economic sanctions’. Therefore the development strategy should be based
on a new orientation.

Development policy in Iraq has always stressed the importance of
diversifying the economy by lessening the dependence on oil. The
achievements in this regard are far from impressive, but this objective now
assumes greater relevance and importance. This is due to the fact that there
is now doubt that the external sector, especially if relief from external
obligations does not come about, will still be able to finance the domestic
sector. There is a pressing need to increase the efficiency of the non-oil
sector so that its contribution to overall output and growth is increased.
Based on this, the emphasis of the new orientation shoﬁld be:

- On the intensive use of economic policies to mobilize resources
for development, not merely to attain and maintain economic stability and

- On redefining the sectoral priorities both in terms of production

structure and of ownership.

The use of macroeconomic policies in economic management of
the non-oil sector will involve a different relationship between the state
and the private sector. In the past state intervention in Iraq was driven by
ideological motivations, giving the public sector the leading role in the
development process. This led the state to establish many enterprises in the
productive sector and to become involved in small operations in the
distribution sector. But the state ended up financing those enterprises

because they operated inefficiently and at a loss. The state, therefore,

¢ See al-Shabibi, Sinan "Prospects of Iraq's Economy, Facing the New Reality” in Futre of Irag,
Calbresc J. (Ed.), Middle East Institute, Washingion D.C., 1997.
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intervened through microeconomic as much as macroeconomic
management. Moreover, because of the ideological nature of the
intervention, the state’s relationship with the private sector has often been
confrontational. Finally, the state was unable to realize the advantages that
could be reaped through combining ample resources with good
macroeconomic policies. The potential contribution of the availability of
financial resources to effective and development-friendly macroeconomic
policies was not realized.

Direction Of Macroeconomic Policies

The objective of fiscal policy is, in the long run, to diversify the structure
of government revenues in order to reduce the dependence on the oil
sector. On the revenue side the government will have to establish an
efficient tax system. Without going into detail, government expenditure
will have to be rationalized and the ratio of military to total expenditure
substantially reduced. The development dimension of fiscal policy
involves, inter alia, granting incentives to support development in the non-
oil sector, especially of the private sector, including policies for regional
development. It is, of course, impossible to have a budget surplus or even a
balanced budget excluding oil revenues. But the budget deficit must be
minimized. This is because the financing ability of the oil sector will, from
now on, be weaker, since it will also have to finance debt service and
reparations claims. Under these conditions the government will have to

resort to deficit financing, thus reducing the latitude for monetary policy.

Monetary policy needs the right infrastructure, in particular reform of the
financial and banking system and, more importantly, independence for the
Central Bank. Otherwise, the Central Bank will end up financing the
budget deficit. But the independence of the Central Bank does not imply a
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neutral stance vis-a-vis the development process. The Bank's policy should
be to ease credit to the non-oil productive sector, especially the private
sector. Resources for this purpose can be generated from the reduction of
military expenditure and the relief from external obligations, should this
materialize. The channeling of resources to society will be through the
specialized development banks, which means that these should be assisted

for a period by the government.

Exchange-rate policy was never adopted in Iraq before. The exchange rate
was historically determined by the surplus created by the oil sector.
However, the real economy in Iraq is the non-oil sector, and an oil-
dominated, overvalued exchange rate might be detrimental to its prospects.
It is very difficult to form an opinion on this issue at this stage, but a
realistic exchange rate for the non-oil tradable sector may improve its
competitiveness, given that the diversification of sources of foreign
exchange will, from now on, assume a high priority. The realistic exchange
rate will not affect oil exports because these are dollar-denominated. As a
result, the government’s import capacity will not be affected by a change
in the exchange-rate policy, as long as imports are paid directly or
indirectly through oil revenues. However, the government should use its
oil revenues to mitigate the harmful effect of a more realistic exchange rate
on the import capacity of the private sector.

Sectoral Priorities
Sectoral policies have two dimensions, ownership and productive
structure:

As far as ownership is concerned, the private sector should play a
leading role in the development process. This is one way of developing the

non-oil sector. The state should play an important role in the provision of
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an cnabling environment for the private sector so that it can assume a
development role through its macroeconomic policies. Apart from
efficiency considerations, emphasis on the private sector will be a matter of
necessity. The government has limited choices in this respect, since it will
he burdened by the payments of debt (which is public in Iraq’s case) and of
reparations, if relief did not materialize. Privatization is one way of
encouraging and developing the private sector. However, privatization
schemes undertaken in Iraq in the second half of the 1980s were driven by
the nced to finance the war with Iran, and efficiency considerations were
sccondary. In addition, many of the state enterprises were sold at book
value to the government-linked private sector. The strategy governing the
reliance on the private sector will have to be reconsidered and reevaluated

with a view to putting efficiency considerations first.

With respect to the productive structure, the priority should be on
human development and agriculture, especially after the economy regains
stability. The economy suffered, as mentioned earlier, from isolation
because of ideological reasons and international sanctions. It was therefore
unable to reap the benefits of new technology, especially in the
communication and information sectors. Thus, at present, Iraq is not well
placed to reap the benefits of globalization and meet its challenges without
scrious efforts to enhance its technological base in these arcas. Another
productive sector that should receive considerable attention is agriculture.
Its development should save the country substantial amounts of foreign
exchange, a precious resource in a future Iraq. Through agriculture, Iraq
can generate foreign exchange through export eaming and/or impon
saving. In addition, reviving this sector does not require substantial foreign
exchange in the first place. In the industrial sector, light industry,

especially food processing, should receive priority because of existing

18




Sinan Al-Shabibi, 24.10.02, Draft

domestic demand and its export potential. Development of other sectors
should be based on careful market studies that take into account domestic
and foreign demand conditions and existing supply capacities in the region.
The development of these sectors and any other sectors, which can
generate in a short time the required foreign exchange, can also be
financed by foreign direct investment (FDI) by Arab and multinational
corporations because domestic resources may not be sufficient for
consumption and development purposes. FDI, which can be undertaken
within the development strategy of the country, is a source of finance and

technology. Another source of finance is Iraqis resident abroad.

The development prospects of the Iraqi economy will depend to a
great extent on its integration into the world economy and the global
trading and financial systems.

The objective of this integration is 1o enhance the growth prospects
of the economy especially its non-oil segment. As far as trade is concerned
it is important that Iraq diversifies its export structure through maximizing
exports from the non-oil sector. While this requires that policies be
designed to achieve this objective, on the international multilateral level,
market access is very important. The rules for such access are negotiated in
the World Trade Organization. When accession by Iraq is contemplated it
will have to take the development dimension into account. Iraq will have
every interest, together with other developing countries, to enhance the
concept of the special and differential treatments so that the rules of the
WTO accommodate the concemns of developing countries including Iraq.

Iraq will also necd to integrate in a development fashion into the
international financial system. This will involve renewing dialogue and
negotiations with the Bretton Woods Institutions. When the magnitude and

the structure of external debt becomes known Iraq will need to deal with
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the debt problem through, inter alia, the Paris Club given that Iraqi debt is
a government one. But this entails dealing with the IMF to construct a
reform program. Iraqi economists will have to equip themselves for the
negotiations with the IMF so that the reform program does not adversely
affect the development prospects of the economy. The financing of the
World Bank will also be needed especially for reconstruction, education
and poverty reduction.

While the integration into the international financial system will
give priority to the providing a solution to Iraq's debt problem. it should
also result in the attraction of FDI. Financial deepening will be important
through the establishment of capital markets although this requires
developing the domestic financial infrastructure and reforming the
financial system.

Iraq will also need to strengthen its relations with the network of

Arab financial institutions basically as a source of finance.

While the integration of the Iraqi economy into the world economy
requires restructuring Iraq’s extemnal economic relations this should
include reviewing Iraq’s bilateral economic relations with a view to
reorienting those relations to serve the growth prospects of the Iraqi
economy.

From the practical point of view, the integration of Iraq into the world
economy can be effected through:
1. The panicipation of the relevant Iraqi officials in the
various capacity building prgrammes such as training sessions,
intemalional seminars and workshops and the active

participations in the meetings and sessions of the international

organizations.
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8 Exchange of experiences with other countries on problems
of reconstruction and debt management

3. Technical Assistance from international agencies such as

UNDP, UNCTAD, WTO, IMF and the World Bank in the field of

trade, debt, finance and development.

Conclusion

Based on the above agenda and strategy some projects needs to be
implemented. One can now define the broad areas around which the
projects will revolve leaving the actual design when more data and

information become available. The areas suggested are as follows.

1- A project on the current state and prospects of the external sector in
Iraq. The objective is to identify the factors that could constrain
stability and growth.

2- Inflation and how to combat it

3- Economic policies under a federal state with emphasis on the fiscal
dimension.

4- Absorbing the labour force from the military sector.

5- Development of the non-oil sector with emphasis on productivity
and competitiveness

6- The reorientation of the development priorities. The potential of the
private sector,

7- The preparation for accession to WTO:

a.  Understanding of the various agreements and how the
WTO works
b.  The development implications of accession with emphasis

on negotiations on special and differential treatments. The
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project should identify the areas that need specially treatment
while joining the WTO.

c. The membership of Iraq in regional trade arrangements
and the WTO

d.  The implications of accession for Iraq as an oil exporting

country.

8- The management and the sequencing of capital flows to Iraq
e.  Ways and means to encourage FDI and its relation to the
development orientation in the country.
f. A project to evaluate the contribution of portfolio capital
to the Iraqi economy.
g A project on the determination of exchange rate taking
into account the dependence of the country on oil and the

need to enhance competitiveness.

The above proposals indicate that for Iraq to get out of its economic
problems, the inteational community should help, in the provision of -
financial assistance and relief from extemal obligations. On the domestic
side, Irag economic prospects will depend on the correct economic policies
and the relevant sectoral priorities where the private sector is expected to

play an important role.

But the implementation of the above package requires the existence of a
stable political environment both inside the country and a stable and
friendly relationship with its neighbours If lraq wants its citizens and the
private sector to generate the necessary resources and shoulder the

reconstruction and development efforts, then the rule of law must prevail
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under which case the economic rights of that sector are protected and its
duties are defined. The government, while allocating its expenditure, must

also be accountable to legislative bodies.

23




AR ECORGHIE AgEada For A Futiré Trily

»byiSinan al:Shabibi SRR o s

The following is the 2 of a lecture debvered by Dr. Sinan al-Sbabibi at a conference sponsored by the Middle Fast Institute
~in Wasbington,| D.C>-Dr.:5 babibi:worked in e dragi Ministries af Planning and Qil, and és cerrently am. econorist sach
“the UNCTAD. secretariat*

*The Current Situation -
'hhmﬂhhwﬂmwmmhq,smpofﬁMMMM
ing an econoinic'crisis thasicterized sbove 'all by #'séxiolis shormge of ‘fnancial resources. Sanctions ud:ned the
" purchasing powet of the économy, leading to-2 thorage in the supply of goods ind services.  * .

The introduction of rationing went some way towards meeting the need for food. Butﬂsepwvmofsm in
particular thosé télating to hiealth and education = has'beeti severely undermined. it -

hmmeMMpthofﬂwm !rmmgmesupplyof
money ~ money pranting - nﬂumm W&nfwmmﬁemm

Thusmthlppa\edmlnq.dmmgdmmymmmtmmpmulnlhepmblm'l'heeffect
was soaning wiflatior, with severe social and economic consequences. People were forced to liquidate their assets:in
ordes to sutvive, thus creating enormous disparities in income and wealth between the nich and poor in leag, and
causing the middle classes to virrually disappear.

At the same time, it is becoming obvious that the continuing deterioration of basic services will have a detrimental
long-term effect on health and education in Iraq. The country’s isalation from the outside wodd has also meant that
Iraqgis’ access to modem technology has been blocked ~ another factor likely to cause long-teem problems.

It is true that the introduction of the UN Oil-for-Food program helped the supply of basic necessities and lessened
the need for money pranting. But the improvement was masginal, because even before the imposition of sanctions,
Iraq suffered from mflationary pressures and carried 2 large external debt

Any furure govemment in Iraq will have to address the problems emanating from sanctions, inflation, debt and repa-
rations, as well as putting the country back on the path of development. Moreover, ahostof:ocnlpmblemsm
mmgﬁmduﬁmumuﬂmwﬂhwwheudﬂed

There is 2 need, therefore, toﬁndmteduusdummmmmhﬁlqmd reverse the detecioration of
social conditions ~ with all the implicatons of its threat w political smbility. But while these are the immediate pni-
m,lmmmwcpdtumdndwd@mumqmdmbemmtllaw&lemumpum

of growth.®
The Agenda Abead

For lraq to resume growth it must first restore econormuc stability and create the conditions to susmin it.

1) Restoring Economic Stability .

Top priority must be given to raising the external value of the dinar and controlling high inflavon, because of the ad-
verse economic, social and political consequences of this. In other words, the immediate poority 5 to restore macro-
economic stability.

* The views expressed in this article are those of the author and do not necessacly reflect the opinions of UNCTAD

@ ln the "The World in 1999 of the Ewnomist Intelogence Unil, Iraq, GDP is estimated to be §5.7bn, which means that the per
capita GDP is §247, slmost equal to the average per capita GDP of the Least Developed Countries.
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With high inflation basically engendered by the collapse of the currency, it is almost impossible 1 implement macro-
mmmtm:ﬁmmmwwﬂmmm itwanss ¢
for smports continuously declining in real terms thereby ruining development prospects. W’nhh:ghmMon.n..A-
ways difficult to maintain 2 budget surplus (mﬂugmmd:ﬁntmgs)bemmmtapuﬂam
n&mdbyuh@mofmemﬁcpmlﬂd,whhmhplmgﬂumlm

Hgh miflation also cripples, to a greater or lesser extent, some mpmmtmdsofmpdqm&emst
of caputal is hugh. This is detrimental to investment in the pvate sector, which finds the purchasing power of its cash
flow bemng continuously eroded by inflation. High inflation will also make it difficult to establish guidelines for wages
because of the indexation problem. Wage levels will contribute to the high cost of production. Needless. to say, infla-
oon hurts the poor and fixed-income eamers. The high inflation in Iraq at present is causing enormous social prob-
lerns, such as increased come and is creating a new social situation under which savings and real assets are being liq-
wdated 10 meet immediate needs. There is 2lso 2 widening gap between rich and poor in the distribution of both in-
come and wealth.

I flanon is not reduced, it s likely that political protests will take place. Repressive measures must not be used o
quell those protests. A resolute effort to address the question of inflation, s explained below, should help stabilize
the stuaton

So, what are the actions needed to reduce inflation?

The mobdizanon of a subsmantial volume of financial resources. This mobilization has rwo dimensions: intemational
and regronal, and domestic,

4; On the nternaoonal and regional level:

®  Afrer the lifung of the sanctions, Iraq should be allowed to reach or approach its maximum oil expon cap
Its re-entry into the oil market should be accommodated without adversely affecung the oil price level. Thsull
require maximum cooperation by OPEC members, even though many of them are suffering from budget defi-
o These countries are cermainly aware of the suffening lragis have gone through, and should also be sware that
the economic and polincal srability of lraq will have favorable repercussions on regional secusity. Agreement on
1 new ol production level in 1raq should be 2 process of dialogue and negotiasion with other OPEC membess, a
process by which Iraq can remntegrate into the region and the intecnational community.

¢ A sundsall® should be granted o Iraq on the payment of debt and reparations. If this is not done then lraq may
remain in deficit. (While sanctions are currenty causing the resource deficit, payments of debt and reparations
may later become its principal cause). Expenence shows that high debt service payments engender economic in-
sability and fuel inflavonary pressures.

* The regional and intemational community should extend substanual financial assisrance to Iraq. This assistance,
whuch should be on concessional teoms or preferably in the form of grants, would assume parucular imporaance
in the event that the re-entry of Iraq into the oil market was only parnally accommodated.

These measures, if underaken, would indicate goodwill on the pan of the mtematonal community towards Iraq and
would contribute, in an important way, to its stability. Success i the mobilzation of resources depends on Iraq's
mduonmd\:mgimmg/ofwmdemenpm.me UN and other oil exportng counmes.

b) On the domestic level, Iraq should ;:otwlemmt the actions of the intematonal community by refraining from
money pnnung to finance its expenditures, since it does not have ar this stage (the short run) the productve capacity

@ A standstll is an agreement betweea the debtor and it creditors to temporanly defet payment of long-teem debt and freeze

Mmkumwtmwpﬂmmtﬁemﬂmmdmmmdmw
morstonum may take the form of uniateral action. In its attempt to runtegrae into the inremational commumq, Irag she
opt for » standstll.
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")’ qhe fesources, thus scournulated should bé'used immediately: -

e For impors, especially of consumer goods and food soaner of poority, This & pot inconsistent with the
g&—!—n«&iis?wﬂh Eglﬁgrﬁaw
Egﬁrﬁgigggg%ibﬂiﬁgfuﬁn.

R BT it 5 Mty B o
. wﬂ%ilﬂgﬂaﬂriu of powe l!e!ﬂ.m.!c -ﬂ:ﬂggguﬂiﬂ_ﬂ.

. mon R!v.oﬂ!u qggﬁﬁzl&ﬁ%&ﬁ-ﬂgsgigg&n?%
logical gap as fas us access w information technology is concemed. This gap has been caused by sanctions and
govemment policies, which prevents access to information in general. g%ﬁiﬂf!nﬁ.
tial prerequisite for growth in the next decade.

Those policies and measures, especially the import o nngﬂo&g En.ﬂﬁﬁnﬁggu&
political situation, and put the country back on the path o &%!Rnﬂd;g&nliﬂﬁg
macroeconomic policies and development strategies,

It is therefore clear that our main concem is to regain stability through economic measures, g-ﬂﬂwnnﬂu—n
mented -as, quicklyias possible.- The package suggested above can indéed be initiated aapidly because it does ‘not de-
E&Svig?ﬁ?gggiggggmn Bﬂﬂn&
financing, which provides a breathing space w start adjustment policies.

2) Masinnining Erppomic Stability.

Ouﬂinnagtﬂralnﬂz Eggaoﬁﬁ mainuin this stability, It It isrtherefore essential
Athat if does not slide, hack into &, situation of Jarge deficit in resources: If the deficit recors it will againviead w alower
EEQ?EEEEE sabilitywill depend- more oaiddmesticreffort . shd macro-
economic policies, than on financial resources, as in the pedod pf restoning stabidity. The:macroeconomic policies,
g.?ﬁ.iﬁ?&«aggggﬁagsg of resources from the
B&nn_unnﬁ_._naﬁgn—nﬁﬁogﬁﬁﬂoﬂ f lraq’s regional and intematibnal .environment should be
emphasized. in other words, for the smooth working of the policies Egguﬂw&daﬂag
B-i%-gﬁgﬂgg.ﬂmﬂoﬂgﬂvuﬁﬁovﬁnﬂﬂdg .ﬂﬂﬂoaa _HEBB&

® Some experts, Enl.p_jnun.ollnl actors for polincal msaability m Iraq afeer —uorﬂi_ﬂ-.!qvﬂirﬂ_zﬂua-hn:
that “the political stability of sny post-Saddam government will be determined by the economy..and if the United States; Kuwait
1nd others do not show goodwill towards this govemment, through generous sad immediate economic assistence and relief, we
could face a revanchist Irsq™ see Parssiliti, Andrew, *Political Risk in F@...Eh.-afg uaz.-:as -
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m:w;mﬁvodﬂempmﬂuﬂmmﬂmmtfmlﬂqmum Inﬂmuf
the following are important: ' . ! SRR TR e

° mmmmmmﬂmwmm:amwmmnh required level of
revenues, but at the same time, does not unfavorably affect the economic, prospects of oil-importing countries,
developed or developing, whose demand for oil Iraq, like other oil exporters, has every interest in maintaining.

* Having agreed with its creditors and the UN on 2 temporary standstill on the payment of its obligations, Iraq
should propose their renegotiation. Without going into details, many initiatives have been put forward o re-
structure the extemnal debt of developing countries. These range from forgiveness to mere rescheduling, It is,
howevez, not easy to suggest any specific solution or initiative without having a clear idea about the structure of
the debt. What is certain, though, is the need for debt relief, to ensure that high debt service payments do not re-

store instability and impede the growth prospects ©

» There are also historical precederits as far as the war reparations are concemed. Lessons can be drawn from the
Geaman experience after the First Wodd War. Also, the claims on Iraq submitted o the United Nations Com-
pensation Commussion amount to more than $300bn but the vast majority of those claims are those of govem-
ments and corporations. Acconding w0 UN Secusty Council resolution 687, the payment of reparations should
take into sccount the needs of the Iragi economy. Germany, after WWI, received financial assistance enabling it
to reduce the burden of war reparations.

The last thing lraqis want to see is the retutn of a resource deficit. While the deficit at present is the result of sanc-
tons, when sanctions are lifted it could also result from payment of debt service and reparations. And it should be
clear that Irag’s economic problems such as inflation and shortages are directly related to the deficit In the final
analysss, it is the adverse effect on the importing capacity of the country that needs to be addressed. This import c=-
pacity can be negatively affected by a shortfall in, or collapse of, export eamnings or by claims on those expor ea
ngs through payment of debt and reparations.

If 3 sinzation of resource deficit reums, then inflation will also retum together with macroeconomic instabiliry. His-
tory provides many examples of debats accompanied by inflanon. Many Lann Amencan countries expenenced
pennflanon because of debt cnises in the 1980s. Geomany's hypeninflation period in the 19205 was party the result of
it having to lower exchange rates to generate a2 huge trade surplus to meet reparations payments.

The above shows that a solution to the problem of extemal obligations of Iraq must be found. It can come through
negotiations and agreements with the intemnational community and the UN. It is not in the interest of Iraq to take
unilateral action.

Although the immediate objective in the short run is to restore and maintain economic sability, this is not the only
goal. A lot of work needs to be done 1o design policies for implemenation at a later period. There should also be an
mupative 1o draft 2 new constitution and laws 1o ensure democratic rule, including electoral and press-freedom legis-
laton. Also, work should be done to prepare programs w ensure the resumption of economic growth and provide
solupons to the huge socal problems caused by wars, sancnons, displacement and re-allocation of the military
workforce  the civilian economy. While these programs must be vigorously implemented once economic stability is
regained and maintained, this does not preclude the provision, at this stage, of financial resources to agniculture and
the social sector, because of their obvious contribution to stability. However, the real, and the most efficient solution
to the displaced population and the released military workforce lies in achieving high growth in the civilian economy,
since this will determine 1ts capacity to absorb addinonal labor.

In the short cun, therefore, while stability is 2 prionty, designing policics and programs and paving the ground for
building institutions is also imporant.

() Ireqi debt is mosty bilateral. Itis owed to Governments or guaranteed by Governments. In general bilateral debt is more eas-
ily restrucrured than multilatecal debt.
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3) Resumption of Growth

When the economy attains economic stability, is able to maintain it, and gets reintegrated into the world economy
and community, Iaaq can proceed w implement 2n orderly development strategy that ensures faster growth. At this
stge one can only outine the overall policy prescriptions and the orientation of future development strategy. The
recent experience of the Iraqi economy is one of mismanagement, wars and comprehensive economic sanctions.®

Therefore the development strategy should be based on a new orientation.

Development policy in lraq has always stressed the importance of diversifying the economy by lessening the depend-
ence on oil. The achievements in this regard are far from impressive, but this objective now assumes greater rele-
vance and wmportance. This is due to the fact that there is now doubr that the extemal sector, especially if relief from
external obligations does not come about, will stll be able w finance the domestic sector. There is a pressing need o
wncrease the efficiency of the non-oil sector so that its contribution to overall output and growth 1 mncreased. Based
on thus, the emphasis of the new onienration should be:

» On the mensive use of economic policies 1o mobilize resources 1or develupment, not merely to armin and
mamtamn econormuc stability.

®  On redefining the sectoral priorities both i terms of producniun simicrure and of ownership.

The use of macroeconomic policies in economic management of the non-vil sector will involve a different relavon-
ship between the state and the private sector. In the past state intervention in Jraq was dnven by ideological motva-
nons, gving the public sector the leading role in the development process “ITus led the state to establish many enter-
pnses in the productive secror and to become involved in small operanons in the distnbution sector. But the state
ended up financing thosc entecprises because they operated inefficiendy and ar a loss The state, therefore, mnter-
vened through microeconomic as much as macroeconomic management. Morcover, because of the ideological na-
ture of the mtervention, the state’s relationship with the private secror has often been confrontarional. Finally, the
state was unable o realize the advanuges that could be reaped through combining ample resources with good mac-
roeconomc policies. The potential contribution of the availability of financial resources to effecuve and develop-
ment-foendly macroeconomic policies was not realized.

Direction Of Macroeconomic Policies

The objecnive of fiscal policy 15, in the long nan, 10 diversify the structure of government revenues in order to reduce
the dependence on the oil sector On the revenue side the government will have to establish an efficient tax system
Without going mito detal, government expenditure will have to be ranonalized and the ratio of military to total ex-
penditure substanually reduced. The development dimension of fiscal policy involves, inter alia, granung incentives
to support development in the non-oil sector, especially of the privare sector, including policies for regional devel-
opment It 15, of course, impossible to have a budget surplus or even a balanced budget excluding oil revenues. But
the budget deficit must be minimized. This is because the financing ahility of the oil sector will, from now on, be
weaker, since 1t will also have to finance debit service and reparations claims. Under these conditions the govemment
will have 1o resort to deficit financing, thus reducing the lautude for monetary policy

Moncuary policy nerds the nighr infrasrructure, m parncular reform of the financial and banking system and, more
wmportandy, independence for the Central Bank Othenwise, rhe Ceneral Bank will end up financing the budget defi-
cnt But the independence of the Central Bank docs not mnpie a netieen stance vis-a-vis the development process. The
Bank's policy should b 10 casc credit 10 the nononl pradictne sector, especidly the private sector. Resources for
this purposc can be generated tiom the reducnny of muhtary expeiciiue ad the rehef from extemal obliganions,
should this mateaihze “The channchng of resonces 1o soewny will e throuph the speciahzed development banks,
which means thar these should be assisred for 4 penod v the govermment

Fixchange-rate policy was never adopred m Iy betore The exchange rite was histoncally determined by the surplus
created by the ail sector However, the ceal cconomy in i aq 1s the non-uil secior, and an oil-dominated, overvalued
& See al-Shabibi, Sinan “Prospects of lrag's Fconomy, Facing the New Realin® in Future of Irag, Calbrese ). (Ed.), Middle East
Insnrute, Washingron D.C., 1997
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exchange rate might be detdmental to its prospects. It is very difficult to form an opinion on this issue at this stage,
but a realistic exchange rate for the non-oil tradable sector may improve its competitiveness, given that the diver
cation of sources of foreign exchange will, from now on, assume 2 high priority. The realistic exchange rate will ..
affect oil exports because these are dollar-denominated. As a result, the govemnment’s import capacity will not be af-
fected by 2 change in the exchange-rate policy, as long as tmports are paid directly or indirectly through oil revenues
However, the govemment should use its oil revenues to mitgate the harmful effect of a more cealistic exchange rate
on the import capacity of the private sector.

Sectoral Priorities
Sectoral policies have two dimensions, ownership and producuve strucrure:

As far as ownership is concerned, the pavate sector should play 2 lcadng role in the development process. Ths s
one way of developing the non-ail sector. The state shauld play an important role in the provision of an cnabling en-
vironment for the paivate sector so that it can asswme 2 developiment role through its macrocconomie polivics. Apart
from efficiency considerations, emphasis on the prvate  tor will be 2 marer of nccessity The yovenmucnt has
huuted choices in dhus respect, smce wt will be buedened by the pavienis o debt (which i public in lmq s casc) and
of reparations, if relief did not matenalizc. Prvanzanon s one way of encouraging and developing the privare sector
However, pavauzaton schemes undertaken in Iraq in the secord half of the 1980s were drven by the need w fi-
nance the war with ran, and efficiency consideratons were secondary. In addinon, many of the stare cnterprscs
were sold at book value to the govemment-linked private sector. The strategy goveming the reliance on the privaic
sector will have 10 be reconsidered and recvaluated with a view to putting efficiency considerations first.

With respect to the productive structure, the prionty should be on human development and agriculture, especially
after the economy regams stability. The cconomy suffered, as mennoned carher, from isolation hecause of ideolog-
cal reasons and mtemanonal sancuons It was therefore unable to reap the benefits of new technology, especially in
the communication and information sectors. Thus, at present, Irag i not well placed 10 reap the bencfits of global-
1ization and mect its challenges without senous efforts 10 enhance its rechnological base in these areas. Another
ducnve sector that should receve considerable atiention 1s agnculwre. Irs development should save the country sun:
stannal amounts of foreign exchange, a precious resource n a future Irag. Through agnculture, [raq can generate
foreign exchange through cxport canung and/or import saving.  In addinon, reviving this sector does not require
substanial foresgn exchange i the first place In the ndustnal secier, bight industry, especially fund processing,
should receive prionty because of exssuing domestc demand and its export potennal. Develupment of ciher sectors
should be based on carcful market studies that ake into account domesuc and foreign demand conditions and ex-
song supply capacities in the regron. “Ihe development of these sectors and any other sectors, which can generate in
a short ume the required foreign exchange, can also be financed by foreign direct investment (FDI) by Arab and
multinational corporations because domesuc resources may not be sufficient for consumption and development
purposes FFDI, which can be undertaken within the development strategy of the country, 1s 2 source of finance and
technology. Another suurce of finance 15 Iraqis resident abroad.

Conclusion
‘The above proposals indicate that for Iraq to get out of its econome problens, the intematonal communiry should
help, w the provision of tnancul asssimce and achef from extemal oblipanons On the domestic side, Traq eco

nomic prospects will fepend on the corecs camonie pobeoscs el s elevant sectoral poontes where the pavare
sector i expected to play an wnapornant role

Bur the smplementanon of the aizeve s ockare s nes e eastence ol o appropnate polincal enviconment for lray

Suchoan environmient e - o Pl et 0 e s inle tiar lrag can propose the renegotianon
op s extemal Gms wind s s s el Ik wants ats Gitizens and the privane
SECIOr 1 wenerare 1he Necessany resome=< o ~ oat o ecens = e development effoces, then the rule of

baw must preval under which case the econone a5 s seenn o protected and s duues are defined. The
govemznent, while alocatng ws expen Sz e s i weountable - legslanve bodies. In sum, a precondite”
for the <olwwm 16 Irag's cecononue problems s 10 neve w pohincal anvironment that combines democracy and
rule of law domesncally and pood relanoos exienally
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Dear Sinan and all IDRC Members,

RE: Working Group on Economy and Infrastructure (Economic Policy Subgroup)

I have read the Working Group on Economy and Infrastructure (Economic Policy
Subgroup), white paper; Sinan has taken a bird’s view approach in his paper and has
covered many valid aspects of the overall economy. I believe that we must narrow the
focus of this paper in order to make it workable in a timely fashion. The underlying goal
is to prepare ourselves with a program that is workable and relatively simple to
implement. My approach will be to outline with comments and solutions in a bullet point
format that will complement Sinan’s paper. This will allow for full participation of all
members of the working group as all members have experienced different working
environments during their careers which will provide a great benefit to the potential
solution of a New Iraq.

Government role is 1o create a Pro Business stable environment in which companies can
operate efficiently. Sound macroeconomic policies including fiscal policy- the
government budget and monetary policy- the exchange rate. The tax burden must be kept
as light as possible. The government must rely less on direct taxes and more on indirect
1axes. This will cncourage people to strive & create wealth. It is the private sector that
creates wealth; hence the strategy should be to develop a vibrant private sector.

Financing policies would be the first step; this would include grants from major world
powers as any new debt would be a negative for the future. | agree oil is the key industry
and there are plenty of willing participants to invesl in the new infrastructure in order to
reccive some preferential treatment for oil development. The key point here would be to
not let thesc potential investors gain majority control of any particular aspect of the oil
fields. 1 believe there will be vast sums of new capital available for investments into the

new lraq.
1 will elaborale on some of the points that Sinan has made in his paper. The question we
have to ask now is where will Irag be in 10 years and we should consider the following in
order to adopt a sound economic policy:

1. Politics: Fundamental Challenges: Leadership, Legitimacy and Law (rule of)

2. Economy: Transition to market economy

3. Demographics and Health

4. Environment




1. litics: da tal Challenges: Lead i timacy and Law (rul

The role and the structure of the new Iraqi leaders are to be ready to deal with the
demands of more decentralized, market-influenced economy where flexibility, efficiency
and encouragement of private sector and initiative are paramount.

The new government of Iraq must represent all Iraqis and must be stable, predictable,
efficient and honest. Iragis must have trust in their new government and the economic
policies that the new government proposes.

-] will not elaborate on the politics more than this since we are focusing on the economic
policy. However, we must consider the political environment of Iraq in order for the
economic policies to be implemented successfully.

2. Economy: nsition t rk 0

There are four types of economies that we need to look into and analyze to create an
economic policy for the country all of which are interconnected.

A. Defense Economy: This economy is strong politically, but contributes very
little to the overall economy. 1f we look at it historically, in the 1900s, defense
and manufacturing contributed 80% of the economy; today defense
contributes less than 10% of the economy.

B. Dual Use Economy: Heavy manufacturing (cars, trains, plancs, steel),
chemical, basic economy, etc.
This economy can be easily converted to war time use.

C. Peace Economy: This is extremely important economy since it is sensitive to
consumer confidence. It reacts negatively to war and political uncertainty.
This economy, loday, is the major contributor to the economy, but politically
is still week. This economy includes:

Telecommunications

Information Technology

Consumer Electronics

Financial Markets and Providers: Banking is not just for banks
anymore. Banks thesc days vigorous competition from a wide array
of non-bank suppliers that have found new ways to meet the needs of
financial consumers. Traditional banking is shrinking and it will
account for a smaller and smaller proportion of the financial assets of
the economy. Economics, demographics and technology have

teamed up to create a whole new genre of financial consumers. We
should encourage financial companies, insurance companies,

security firms and diversified firms to compete with the traditional




banking. In order to meet the demand of today’s financial market, we
need to modemize our financial structure. It is important to
recognize the tremendous impact that technology and competition
have had in the financial market.
Insurance
Tourism and Service: Biggest industry since it brings in hard
currency which will finance better service and infrastructure for the
country. Tourists usually demands stability and good infrastructure
and services. Service is about 75% of the economy today,

e Travel: Brings in hard currency, demands stability, and advanced
infrastructure.

e Food

* Entertainment
Fashion & Retail

D. Political Economy: Obviously, this concemns all economical sectors, but
specifically to the state owned enterprises (SOE). We need to encourage and
discipline political economy, basically educate the SOE workers and prepare
them to become competitive in the market, especially when these SOE go
through privatization.

(‘omments and suggestions on Sinan’s paper:

!J

Financial aid 1o developing countries:

Sinan in his paper talks about financial aid, I think we should call it grants. Financial
aids do not usually contribute much to the enhancement and productivity of the
country. Thercfore, the economic policies of lraq should distributc the aid among
many scctors of the economy to improve productivity.

Following three points should be taken under consideration when accepting financial
aid:

a. Growth and Saving: Since financial aid is a temporary solution. this will have littie
cffect on the productivity.

b. Technical Assistance: We should educate the agencies to meet the demands of that
come along with financial aid. ‘
c. Absorptive Capacity: We should make sure that the country is ready to absorb such
aid by distributing it to vanous sectors rather than one specific sector

IMF/Worldbank and FOREIGN DIRECT INVESTMENT (FDI):

In this section | would like to discuss the Washington Consensus since IMF and
Worldbank base most of their policies on this until recently. You will then find an
analysis of the Consensus and the 12 Commandments of Foreign Direct Investment
since ] believe FDI is an important element of economic growth. The 12 points below
apply to FDI.




Institutions like Worldbank and IMF have long followed the Washington Consensus
when giving advice and funds to developing countries. Unfortunately, the Consensus
has been unsuccessful in many countries where poverty was still a major problem that
has not been solved by growth and development. This has led today these institutions
to reevaluate the Consensus, which is reflected in Monterrey Consensus.

Although the Washington Consensus is based on free market and focuses on
stabilizing the economy and structural adjustments, it fails because it disregards the
institutional economics, which actually is the tool that supports stabilizing the
cconomy and the structural adjustments.

The Washington Consensus will help to achieve the 12 Commandments of foreign
direct investment to a certain extent which is analyzed as follows:

1. Stable, predictable macroeconomic policy: This commandment is based on the
rules of the game like the constitution which is not addressed in Washington
Consensus. In the short-run, Washington Consensus may be able to provide a
stable and predictable macroeconomic policy with its fiscal discipline, but in the
long-run it will not because of the above reason.

2. An effective and honest government: Washington Consensus does not address the
norms of the country. In a country where trust is viewed differently than here in
America, to have an effective and honest government will be difficult.

3. A large and growing market: If the country does not institutional policies sooner
or later its economy will sooner or later start 1o slow down and even collapse, and,
Washington Consensus does not necessarily help with this commandment.

4. Freedom of activity in the market: Washington Consensus does encourage
privatization and deregulation to attract more investment and trade policy that
injects competition to the market, thus, give freedom of activity in the market

5. Minimal government regulation: Deregulation point of Washington Consensus
does take a step towards minimizing government regulation.

6. Property rights and protection: Although Washington Consensus took the first
step for the property rights and protection, this commandment requires a much a
more inslitutional implementation.

7. Reliable “infrastructure™: Although Washington Consensus does try to provide a
reliable infrastructure, it lacks since it does not cover the rules and regulations and
govemance aspects of it. :

8. Availability of high-quality factors of production: Washington Consensus
disregards resource allocation; therefore, if the country does not have the
work force with the nght skilled, foreign investors will shy away from that
country.

9. A strong local currency: In countries where Washington Consensus was tired 1o
be implemented, it has been the case that the currency of that country has
weakened even more because of inflation,

10. The ability to remit profits, dividends and interest: The Washington Consensus
certainly did not help foreign investors in Argentina about this commandment —
lack of institutional policies.



11. A favorable tax climate: The tax reforms of Washington Consensus can actually
help create a favorable tax climate, but it fails in the sense that it does not cover
the transaction cost such as customs taxes etc.

12. Freedom to operate between markets: Since the Washington Consensus have a
trade policy that is so consumes with the domestic policy only, companies may
find it difficult to export/import their goods across borders which obviously does
not encourage foreign investment.

The fact that Washington Consensus is based on the neoclassical policies and not on
the new institutional economics, it, therefore, does not take into account norms, rules
of the game like the constitution, governance like the laws and regulations and
resource allocation of the particular country rather assumes that institutions are
market system and transaction are costless. Since the twelve commandments of
foreign direct investment heavily depend on institutional policies as well as structural
policies, the Washington Consensus will help these criteria only to the structural
extent and fail at the institutional level which 1 believe therefore we see Washington
Consensus being not so successful in many countries that IMF and Worldbank try to
implement.

As you can see the economic policies should take into account political, economical
and social components in order to be successful and attract FDI.

. lIraqi Dinar:

In order to stabilize and adjust Iraqi dinar to a higher value, Iraqi dinar should be
backed by oil, and have US, possibly other countries to be the guarantor as they did
for European countries after the Second World War. At the same time, the printing of
additional Iraqi dinar should be stopped immediately.

. Regional and International Response:

A very impontant for today's developing countries is that today’s developing nations
are a part of a highly integrated and complex intemnational system. Thercfore, cxternal
forces will have affect on the country's economy. Iraq should establish a good
relationship with her neighbors and build a good communication and transportation
system between lraq and those countries. Careful consideration of regional economic
development with neighboring state should be used to design cnduring economic
development plans.

. Private Sectors:

Economic growth of any economy depends mainly on the private sector. The private
sector should be one of the first priorities of new Iraq. To revitalize private sector we
first must understand the informal economy that currently exist. The informal sector
has developed a sophisticated distribution system to deal with shortages and the

inevitable strains imposed by the capricious, irrational and venal realities of Saddam
regime. Successful revitalization of this sector in the transition between regimes will
- involve an acceptance of the status quo and pragmatic actions that facilitate and

enhance the flow of goods and services. Those who now make these functions work,
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be they in government or in the private sector are by necessity skilled administrator,
politically astute, and place a high value on the personal survival.

Economic policies that encourage small and medium businesses both structurally and
institutionally will as a result promote competition and at the same time, initiate the
transformation of informal sector into formal sector. Tax incentives should be
introduced to legitimize activities, discourage racketeers and the corruption. Possibly,
the flat tax experience could be used to guide the conversion and nurturing of these
entrepreneurial survivors (informal market of Saddam’s era).

Some of the policies that should be taken under consideration are as follows:

a. Economic Bill of Right. This will guarantee all people to have access to

credit facilities and government grants, specifically women and small

businesses

Tax incentives

Create credit guarantee agency o provide guarantee to the banks in order

for entreprencurial to obtain loans

Small business association

Build strong corporate governance and anticorruption system

Transparent shareholder registries

Develop proper and legislation that protect investors and shareholders.

Eliminate duplicative and superfluous laws.

Implement and transparency International’s government procurement

code.

). Adhere to the Organization for Economic Cooperation and Development (
OECD ) for both corporate govemnance and anti corruption

k. Clarify laws on conflict of interest

l. Micro lending policies

ne

TR me e

Privatization:

It is understood that privatization promotes greater efficiency and higher output,
lower costs, broaden the base of ownership and participation in the economy.
However, we should be aware of the risk of increasing the concentration of wealth
with privatization where institutional arrangements are weak or vulnerable to insider
pressure. There should be a system to monitor the distribution of capital more broadly
to avoid monopoly and corruption. Since we are privatizing the state owned
enterprises, most of the workers, including the decision makers are not cducated and
familiar with the privatization process. Therefore, education and training are vital,
specifically, prior to privatizing an enterprise, otherwise, it will have a negative effect
on the GDP. Proper policies and institutions must be in place to carry out the
privatization as planned and in order to achieve the set goals without having a
negative effect on the economy as well as the society. Afier all, privatization
represents a potential revolution in the role of govemment in promoting economic
growth and development.
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Population Growth:
When we develop our economic policy, we need to take into account the Iragi
population growth.

Women in Business:

Our strategy should be to promote the inclusion of Iragi women in the process of
democratization and economic opportunities. We should form organizations that will
deal specifically on the issues of strategic planning, communication techniques,
advocacy, and role of women in the community development. It is essential to have
special policies to encourage and integrate women into business community.

WTO and Integration of Iraq into World Economy:
In order for Iraq to integrate into world economy, Iraq should reform institutions and
policies at the same time as these two go hand in hand. Below few points to be
adopted under Iraqi economic policy:
A. Financial flows
-Foreign Direct Investment (FDI) Please refer to the FDI section for
details
-Portfolio Investment
-Debt Financing
B. Transfer of know how and technology
C. Intellectual property, copyright, licensing
D. Trade liberalization
-Lower trade barmiers
-Increase competition
E. Labor force and population mobility
F. Communications
-Media
-Internet
G. Technological advances in
-Electronics
-Transportation
-Bioengineering
H. Develop friendly rules and regulation
l. Reform both institutions and policies at the same time

10. Free-trade zone
11.JV Laws
12, Marshland and water policy:

A comprehensive water policy and restoration of marshland need to be included in
the economic policy.

13. Education and human development
14. Macro and micro economy:

Macro economy alone is 100 comprehensive and does not address the daily needs of
the people. Therefore, we need both macro and micro economic policies at the same



time. We need to have policy that will create jobs at micro level and empower small
entrepreneurial people, which is the bottom up approach.

15. Economic growth and economic development:

Our policy should be to pursue both economic growth and economic development at
the same time to achieve a sustainable economy since economic growth deals with

the total output of goods and service which focuses in quantitative measures. On the
other hand economic development is economic growth plus improvement in
materials, well being of the poor population, increase in the education and skills of
the labor force, increase in the technical advance within the country, etc. So as you
can see economic development focuses on qualitative measures. Therefore, the
policy should adopt both economic growth and economic development to sustain the
cconomy.

16. Build Operate Transfer (BOT):
This is a good policy to adopt as it will ease the burden of the financial debt on the
country and will put the responsibility on the foreign investor.

17. Foreign industry establishment:

Encourage developed countries to establish some of their industries in Iraq such as
textile, low tech jobs, but most important high tech industry. This will create export in
goods and services, jobs and also educate people. Especially from the high tech
industry, the Iraqi labor force can leamn and be able to start developing some of their
own technology. This is what Japan did for Korea in 1960s and this is how Korea
leamed and developed its industry.

Last but not least, whatever model we adopt whether it is the linear stage of growth
modecl, neoclassical free market model, institutional economics or others, | belicve we
should adopt a policy that will be the mixture of vanious of economic models. It
should be flexible and changeable to meet Iraq's needs, but regardless, we have to
prepare Iraq to meet the demands of 21" century civil society. We cannot have Iraq
adhere 1o rigid economic standard since lraq is not only a developing country, but
also a transforming country and lacks many of the following elements which we
should work and develop a policy to enhance them:

Mobile and highly educated labor force
A high level of technical knowledge
Small and medium enterprises

Good govemnance

Well established institutions

Micro financing

Reformed tax system

Local ownership

Favorable climate for enterprises
Transparency




Well developed capital market

A large number of responsive entrepreneurial

Large number of export commodities

Anti-corruption

High level of capital goods

Managerial competence

Ability to plan and administer a wide assortment of development projects
Information

Education and human development

I hope that this paper is most beneficial and productive in developing economic policy for
new Iraq. The points that | tried to cover in this paper are for discussion and you may use
them for [DRC if you find it fit. Please keep in mind that the paper has not been edited.

I look forward 1o hearing from you all. .

Best regards,
Rubar

PS: I should have a full drafi for the economic policy by Friday.




ECONOMIC POLICY GUIDELINES FOR IRAQ"
Sabri Zire Al-Saadi’

Why economic policy guidelines

For an clected (new) government of a democratic Iraq, there is no justification to impose
or excrt extemnally certain economic policies on its official agenda. However, in the
current extraordinary circumstances, Iraq needs a transitional non-clected government
immediatcly afler the fall of Saddam regime. Hence, the necessity for clear policy
guidclines that may reflect the common economic views and wide interests of the Iragi
people and their political parties. Such guidelines may facilitate the implementation of
alrcady identified partial remedics and piece-wise solutions by some lraqi professionals
for the outstanding problems.

It 1s the fast moving and serious events surrounding Lraqgi crisis that created the need for
economic policy guidelines as a yardstick to avoid any future misunderstanding among
the concerned parties. Specifically, the idea for having economic policy guidelines was
suggesicd 1o balance the “issue by issue” approach advocated among a group of Iragi
profcssionals for dealing pragmatically with the prevailing economic, political, and social
problems facing (new) Iraq. In this respect, the urgent need for political stability that
might require adhoc measures should not overlap the necessity for the government to
identifiving priorities within a framework of consistent and efficient economic policy.
Causes of the economic crisis

Since the establishment of modem Iraq in 1921, clear polices for economic development
have not been practised by the governments. Instead, public expenditures and finance
wcre major instrument 10 operate public services and influences the economy. Until 1953,
ol revenuces were limited and spent through the government annual budget on few public
works and the then new army buildings. However, since 1953, oil revenues played a
significant role in the economic and social development of lraq. Also, oil revenues
created political power for the governments. During the 1950's, the implementation of
development programmes was necessary but not sufficient 10 establish the foundation for
further cconomic, social, and political development. In the early 1960's, the centralised
cconomic planning has begun without fundamental and positive change in development

" This document is prepared for the sub- group working as pan of the activities of the economy and
infrastructure group of the Future of Iraq Project. All given assumptions, findings. and analysis behind the
proposcd policics are related to the author's views expressed in his paper entitled * The Economic Project
for Change in Iraq’, dated 23", Oct. 2002. Two prior assumptions are necessary to mention. First, war
reparation and noncommercial debt should be politically settled and must not be considered at this stage as
imput wnto the economuc policy and investment policy and criteria of the transitional government. Secondly,
in identifying detailed measures for the implementation of the proposed policies. careful and positive
considerations should be given to the salient cconomic, social, culture, and political features of the country.

" This document is prepared for the sub- group working as pan of the activities of the economy and
infrastruciure group of the Future of Iraq Project. All given assumptions. findings, and analysis behind the
proposed policics are related to the author's views expressed in his paper entitled * The Economic Project
for Change in Iraq’, dated 23", Oct. 2002. Two prior assumptions are necessary to mention. First, war
reparation and non-commercial debt should be politically settled and must not be considered at this stage as
input into the economic policy and investment policy and criteria of the transitional government. Secondly,
m identifying detailed measures for the implementation of the proposed policics, carcful and positive
considerations should be given 1o the salient economic, social, culture, and political features of the country.



conditions and prospect. In the early 1970’s, the role of the State and public sector in the
economic, social, and political life of the country were dominant. Since 1974, the
substantial increase of crude oil exports and revenues were behind the government’s
economic expansion policies. In terms of GDP growth rates, the economic achievement
during the 1970’s was impressive. However, the real engine of growth was oil’s export
revenues rather than the efficiency of government economic management. As a matter of
fact, the govemnment substantially restricted the economic freedom of the individuals in
the property ownership of the means of production, trade, competition in the labour and
commodity markets. As the long war with Iran begun (1980-1988), the economic
recession and the huge exhaustion of the financial and human resources became apparent.
Then, the economic situation rapidly and severely deteriorated immediately after the
Kuwait crisis in August 1990 and the imposition of the UN sanctions. Restrictions on oil
exporis resulted in huge economic, social, and environmental problems for the Iragis.
Analysis of Iraqi experience revealed that only oil revenues could not sustain economic
and social development and the targeted economic growth and increasing employment
could not be achieved through public finance. Oil revenues have been the major
contributor to finance government expenditures, both current (consumption) and
investment, as well as provide foreign currency for increasing imports. Public revenues
generated by non- oil activities, contributed very little to the government budget. The
only impact of oil revenues had on public finance been sustaining the government
cconomic and political power to control the economy and individuals. It is because of a
one party government that allocates oil revenues; lraq lost individual economic, political,
and social freedom and democracy,

New economic policy guidelines

Iraq nceds a well-defined economic policies and clear public investment criteria. During
the last five decades, governments failed to have coherent, consistent, and efficient
economic policies. This shoricoming facilitated the miss-use of public revenucs and
creates the appetite to ignore wide political panticipation in the economic decision-
making process. Indeed, the absence of committed economic policies enhanced onc party
system and ultimately led to the existing individual dictatonial ruling regime.

As part of the Economic Project for Change in lrag (EPCI), the suggesied economic
policies adequately compromise between public objectives and the interests. It comprises
the policy alternative that would save the country from the consequences of the prevailing
economic and financial cnisis within a framework of balanced short-term urgent needs, as
well as improving the public social services in the medium-ierm. At the same time, the
proposed policies preludes the implementation of the targeted economic and social
devclopment strategy which is based on maximum utilisation of oil revenues and lessen
the Suate’s dependence on crude oil expornts through undenaking economic structural
changes in the long- run.

The suggested policy peruses effective and timely balanced application of an integrated
package of macroeconomic, fiscal, and monetary policies in order to ensure economic
stability and control inflation arisen from the existing economic and financial imbalances
as well as 1o undertake structural economic reforms. These policies should be
accompanied with the implementation of a huge government investment programme for
the completion and upgrading of the public infrastructure projects.



The implementation of the macroeconomic policies will pave the way to execute a
number of economic reform programmes, i.c. privatisation and ex-post evaluation of
public enterprises, reform of the banking system, public health services, social security,

and government administrative reform programme. Also, it will serve the identification of
the sector-wise strategies, objectives, and development policies and investment
opportunities. The suggested policy responds adequately to the prevailing political reality
by dealing quickly and directly in a considerate way with the urgent problems such as the
high prices of stable foodstuff and the cost of living. Also it considers the burden of
foreign loans, the need to increase revenues of public finance and crude oil exports,
increasing employment, and the reduction of grave disparity in income distribution and
wealth accumulation. The suggested policy also responds to the economic reality by
ensuring the effectiveness of the macroeconomic policies in correcting the price structure,
cspecially the exchange rates, interest rates, and wages, as well as in reducing the deficit
of the government budget, the trade balance, and the balance of payments.

Due to its expected effects, the application of the proposed policy would help to sustain
the interrelationships between the economic interests of all regions as well as accelerating
the development of Kurdistan and the south governerates through the use of oil revenues
in financing the infrastructure projects.

Political conditions and democracy

The successful implementation of EPCI is subject to suitable political environment.
Given the political and security stability, the (new) regime should be constitutional and
democratic that protects the personal liberties and basic civil and political rights for all
citizens. The (new) regime should reflect the economic interests, social values, and the
culture of all-social groups and individuals regardless of their religious, scctarian, tribal,
cthnic and racial origin. The (new) regime should be institutional that allows the freedom
of forming political partics and groups and the establishment of social organisations. It
should also practise general election to choose the people’s representatives (parliament)
who would take care of the legislation process and monitor the government performance
according to the constitution, law, and pre- detcrmined procedures. It is also assumed that
the government, 2 one majority's party or collation, and all other political active parties
should present their political, economic, and social programmes for democratic public
debate beforc assuming the responsibility in the government and participate as an
cxecution partner. All political participants should accept the government and public
rights in having full access 1o the information, data, and indicators relating 1o their
programmes and economic policies. Also, the civil servants should perform their duties
far from bias 10 the interests of the political parties even if their vicws are different from
the government policies. It should also be emphasised that the political representation in
the parliament is not enough to reflect the interests of various groups of the society. Such
representation must be extended 1o the public institutions, military and civil, as well as
the economic, culture, social, religious private institutions and organisations.

In line with the need for more decentralisation in the management of the governarates

and local communities, the proposed policy assumes that the local govemning bodies
should be responsible for the identification and finance of their local small projects.
These bodies are also responsible for dealing with the local economic and financial
affairs of the governerates through their budgets. The govemnerate budgets should not,
however, overlap with the government regional planning prepared as part of the national



development plans and the annual investment programmes. The latter would consider the
reconstruction of Kurdistan in the north and the marshes area and other governartes in the
south.

Economic policy and the Federal system

The political issue of Federal system proposed for Kurdistan of the north has two main
economic implications. The first is related to the State’s sovereignty as far as the
ownership and utilisation of the country natural economic resources. These public
resources such as crude oil and gas and minerals, water, land and the rent of using Iraq
space and related public utilities shall be public and all its returns belong to the State. The
exploitation of these resources by other parties should be arranged on the bases of a
unified State’s law and regulation to be applied in all parts of the country without
prejudice based on geography, ethnic, sectarian or religious criteria. The second
economic implication of the suggested Federal political system is related to the
conditions for effective macroeconomic regulatory policies. These policies should be
undertaken and implemented by the central government without geographic and
economic bias except for reducing the disparity in public wealth’s distribution and
development indicators when necessary.

Oll policy guidelines

The strategic importance of crude oil and gas resources with their abundant reserves
require that oil policy should be part of Iraq sustainable development long- term strategy.
One of the main objectives of this strategy is to lessen the existing high dependence on
crude oil exports. This objective can be achieved by implementing two sets of integrated
policies. The first is to maximize utilization of oil revenues in erecting and improving the
economic, social, and environmental infrastructure of the country. The second is to
encourage development of oil products industry and the use of gas as energy source and
increase their forward and backward linkages with other sectors.

Oil industry has been damaged as a result of the war with Iran and the second gulf war.
Also it is damaged because of the government bad management and over exploitation of
the oil wells. Hence, the industry needs huge investment to retain the capacity for
increasing oil exports to pre gulf war levels. However, it is essential for Iraq to increase
oil revenues in order to meet the required financial and foreign currency resources for
implementing the (new) public investment programme. Therefore, it is anticipated that
during the first few years of embarking on the proposed economic policies, the
government should pursue the policy of increasing oil production and exports as well as
improving the investment agreements with the foreign concemed in the field of new
discoveries and development.

Fortunately, the low production cost of Iraqi oil as compared with other producers. Iraq is
also lucky to have huge oil reserves. Both low cost and high reserve capacities would
maintain Iragi export interest against the risk of price reduction due to competition and
market factors fluctuations.

Significantly, call for privatization of the industry must be avoided in the coming few
years. Also, it should not be justified and linked to the problem of foreign debts. The oil
industry has a long ~term strategic role in future economic and social development and
can not be taken out and put under foreign companies’ control. Hence, oil invesiment.
production, industrial, and marketing polices should not be influenced by the current
financial problems nor by the foreign and domestic political pressure. Until the new



regime is well established and regain the necessary economic and political bargaining
power, proposition for privatization of the oil industry may acts against Iraqi interests.

In principle, optimal oil production and exports should be determined by the absorptive
capacity of Iragi economy. However, it is essential for the government to coordinate its
oil policy with the current economic, political, and technology developments in the world
energy market. It should, however, maintain the flow of oil in the market in view of the
supply and demand rules as well as its financial requirements.

Economic and financial reform

To deal with the prevailing difficulties, effective application of the macroeconomic
policies should be undertaken alongside with indicative development plan. The
programme of action has two stages. Each may last two years. In the first, a public
investment programme for erecting and improving the required infrastructure projects
should be implemented. At the same time, for maintaining overall economic equilibrium,
the govemnment should undertake active policics to regulate aggregate demand, especially
government expenditures, to reduce public finance deficit and the deficit of foreign trade
balance and the balance of payments.

In the second stage, public investment expenditures should continue. Also, price
liberalization policies should continue. In this regard, taxes and improving the efficiency
of public enterprises such as oil products industries and public services have to be used.
In this stage the privatization programme should be completed. The government should
give special consideration to link wages and salaries of the civil servants to the
productivity and inflation criteria. It is expected that at the end of this programme
favorable economic environment would be established. Such environment would greatly
help to increase investment and production activities of the Iragi private sector and would
encourage foreign investment in Iraq. Big manufacturing industries, tourism, banking and
financial services may attract foreign investment. While opportunities in construction
seclor, housing in particular, agriculture, banking and insurance, trade and services may
be the focus of domestic private sector.

Economic tasks of the new government

For the implementation of the proposed economic policies and the programme of action,
many institutional changes have to take place at the ministerial level and other
govenment economic and financial departments. Also, it is necessary to lay down
detailed administrative and legal measures for defining the new functions of all
concerned institutions. The anticipated changes should be part of the overall execution,
judiciary, and legal system of thc new State. The quick pace of implementation will
depend on the available information at the time. However, it is essential to initiate the
required changes as government guidelines for the new administration, economic,
financial, and development planning departments.

Prime Minister's Office Announcement of the palitical project for change

Announcement of the economic project for change

Task |: end of UN sanctions, food for oil programme, and war reparation
Task 2: abolition of all sectors planning councils and economic and financial
commissions and institutions linked to the old MC. Their functions should be
added to the ministries

Task 3: establishmem of Iraqi Development Council

Task 4: establishment of Ministry of Environment

Task 5: change the functions of the Ministry of finance to be Ministry of
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Finance and Economy

Task 6: change the functions of the Ministry of Trade to be Ministry of Trade
and Intemational Cooperation

Task 7: all specialized agencies such as administration development, national
planning, computer, Arab statistical institute should be re-linked to the
universities or ministries in accordance with their functions

Task 8: request all Ministries and government departments and agencies to
present proposals for improving and developing their functions according to
the new constitution and the political and economic projects for change

Task 9: review all commercial, financial, and economic agreements signed
between lraq and foreign governments, organizations, and companies since
1990

Mustry of Labouwr and
Socual Affawrs

Task }: abolition of all work permit visas given to foreign employees

Task 2: preparation and execution of rehabilitation of manpower programme
Task 3: maintain food ration system and improve its mechanism and review
of goods list during six months

Task 4: serting- up criteria and procedures required for minimum wage level
in all sectors

Task 5: execution of the Social Security Fund as pan of SSWS

Muustry of Trade and
Intcrational Cooperation

Task |: abolition of all oil grants and preferential agreements

Task 2: maintain food ration system and improve its mechanism and review
of goods list during six months

Task 3: review all commercial, financial, and economic agreements signed
between Iraq and foreign governments, organizations, and companies since
1990

Task 4: preparation of follow-up reports for MC on the foreign trade and
balance of payments situation

Task 5: preparation of foreign trade forecast and prediction of economic
relations developmen! with foreign governments

Task 5: execution of the economic project for change

Iraqi Development  and
Reconstruction Council”™”

Task |: identification of investment opportunities in infrastructure, suggestion
of public investment critena , projects selection, and insunng its finance

Task 2: preparation of indicative economic and development plan on national
and regional levels

Task 3: execution of some economic structural reform programmes such as
privatization

Task 4: preparing future strategic vision project

Mumstry of Health

Task 1: preparation of requirements for better public health management and
services

Task 2: execution of Public Health Fund as pan of SSWS

Task 3: maintain health standards to domestically produced medicine and 10
imported medicine and medical equipment

Ministry of Education

Task 1: preparation of requirements for basic education
Task 2: execution of Basic education fund as pan of SSWS

Minstry of Finance and
Economy

Task |: execution of EPCI

Task 2: preparation of an Early Economic Waming System for MC

Task 3: preparation of follow up economic, financial, and monetary indicators
monthly report for MC

Task 4: preparation of macroeconomic and financial forecasts for the
Ministnes, political parties, and privaie sector institutions

Task 5: establishment of new Baghdad Financial Market

Task 6: arrangement for forcign debts settlement with IMF, WB, Arab, and
regional institutions

Task 7. amangement for senlemenmt of lragi loans given to foreign

" A formal and detailed proposal for the IDRC was prepared for the IDRC sub-group.
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government, institutions, and companies

Task 8: preparation and execution of tax reform programme

Task 9: preparation measures for reducing the size of informal sector
Task 10: improving tax collection procedure

Task 11: preparation and execution of banking system reform

Task 12: : preparation and execution of government financial reform

Ministry of Agriculture

Task 1: lLifting restrictions on agriculture product trade except for health and
environment conditions.
Task 2: review and cstablish new strategy and policies for agriculture

development
Task 3: activating the role of agriculture development bank

Minstry  of
Affars

Forcign

Task |: arrangement for foreign debts and war reparation settlement with the
concerned foreign parties

Task 2: coordination efforts 10 reestablish lragi personnel and professional
posts in Arab, Regional, and international izations and institutions

Muustry of Jusuce

Task ): arrangement for retum of public and mdividual propertics and assets
taken by the previous regime leaders, ministers, and senior officials, party
leaders and all concerned companies and personas

Task 2: preparation of criteria for wealth and properties tax system

Task 3: prepanation and execution of rules for the cases of conflict of public
interests with personal economic and financial interests of the politicians

Muustry of Construction
and Housing

Task 1: follow-up of the implementation of the public infrastructure projects
Task 2: execution of reform programme for rehabilitation and mamtenance of
the existing infrastructure

Munstry of Transport and
Communications

Task 1: preparanon and implementation of a comprehensive and modern
communication network and public transportation system

Task 2: follow-up the implementation of infrastructure projecis especially
roads

Task 3: preparation and execution of rehabilitation and maintenance

programme for the existing infrastructure

Mimstry of Oil and

Muneral

Task 1: preparanon and execution of wnvestment projects for crude oil
production capacity to increase to 6 mb/d

Task 2: preparation and execution of investment projects for gas producuon
capacily increase

Task 3: preparation and execution of gas liquidation project for domestic use.
Task 4. revive and modemize sulfur, phosphate, and fentilizer production
industries

Task 5: operation of oil refinernies and manaining three months stock
capacity

Task 6: execule a programme for rehabilitation and mainienance of oil
projects

Minustry of Environment

Task |: preparation and execution of marshes revival project

Task 2: preparation and execution of desertification project

Task 3: preparation and execution of sewage and sanitary systems

Task 4: preparation and execution of munes clearance project

Task 5 preparation and exccution a project for clirunation of chemical,
biological, and nuclear cffects

The Govemnorates

Task 1: execution of town planming, distribution of land for housing as guided
by the IDC
Task 2: preparation and execution of annual governorate budgets

Minstry of Indusiry

Task |: preparation and execution of projects for electricity increase for civil
and industrial use

Task 2: preparation and cxecution of projects for drinking water and for
industrial use

Task 3: preparation and execution of project for utilizing military industry
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production capacities to civilian use

Task 4: licenses for new industries should be subjected to only health and
environment conditions

Task §: erect and develop industrial zones

he Cenval Bank

Task 1: control of money supply and give advice to the government on
inflation and other economic and financial issues

Task 2: maintain stability and follow-up foreign exchange rates developments
Task 3: maintain enough reserves of foreign currency and assets

Task 4: preparation of criteria for the settlement of old foreign financial
obligations

Task §: preparation of an econornic Early Waming System for MC

Task 6: full consideration of the EPC]
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EXECUTIVE SUMMARY

Iraqi political economy

The current interest in the economic prospects of Irag is arisen by the likelihood of
changing the ruling ruthless dictatorial regime. Indeed, a lot of foreign interests are
focused on the present acute and chromic political and economic crises of lrag fora
number of different reasons. For the Iragis, there are distinct and imperative needs to halt
the rapid deterioration of living standards in terms of malnutrition, poor health conditions
and education services, widespread unemployment and environment pollution. Hence, it
is necessary to revive the ecomomy by increasing production, imvestment, and
consumption. While many political and economic indigenous factors have contributed for
more than three decades to the present state of affairs, especially the war with Iran and
the second Gulf war, the UN economic and trade sanctions imposed on Iraq since August
1990 have aggravated the situation. However, the country’s abundance economic and
human resources, which are likely to be mobilised, provide many promising opportunities
for the Iragis as well as foreign business concems.

In dealing with the Iragi crisis, the role of the USA is of special importance. As it is well
known, it has great interest in the crude oil of the Gulf countries including Iraq. The
present USA policy of regime change in Iraq and efforts of the opposition Iragi political
partics and groups associated with this policy are necessary but might not be sufficient to
bring the targeted democratic changes in Irag. It also needs the implementation of new
Iraq is categorised among the group of the developing crude oil exporting countries. It is
typical of the model marked by relative abundance of economic, natural and human
resources as well as vast capabilities to benefit from crude oil & gas in achieving high
rates of cconomic growth and acceleration of social development. Despite of the radical
change of political circumstances over the last five decades, the essential requirements of
economic growth, social, and political development remained without fundamental
change. The country's economy still continues to depend substantially on oil revenues for
financing current and investment public expenditures and provide the required foreign
currency for imports. Therefore, the two primary conditions of economic growth have to
be satisfied. The first is to increase non-oil exports. Secondly, for public finance it is
essential to increase taxes generating from non- oil domestic activities.

Analysis of Iraq’s past experience shows that oil, development, and democracy are the
main elements of its political economy. Also, the experience reveals that since the
establishment of modern lraq in 1921, coherent or effective economic policies were
missing. In the early 1950s, the substantial increase of oil revenues has resulted in a big
but inefficient economic role for the government. For many interrelated political, social,
and economic factors, the concept of government’s unified economic policies never
materialized. During the last five decades, public expenditures financed mainly by
increasing oil revenues were the only instruments of the government to influence the
economy and increasingly became the main engine of economic growth, employment,
and controlling inflation. Significantly, since the early seventies, the allocation pattern of
oil revenues through government expenditures coupled with wide political oppression
practices of the ruling Baath party greatly contributed to the present acute political,
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economic, social, and environmental crises. The role of the public sector substantially
increased as a result of both oil revenues and the vague socialist ideology of the ruling
regime. On the other hand, the activities of the private sector have been weakening and
the prevailing market imperfections dominated the economy. As a result, Irag
experienced different degrees of the hidden economic crisis, i.c., high dependence on oil
revenues for public finance and the receding importance of private sector activities.
While the government dependence on oil revenues gradually increased, the economy and
the Iragis dependence on public expenditures also increased. Unfortunately, the dynamics
of less reliance on taxes generated from domestic non- oil activities and more dependence
on oil revenues led, in the final analysis, to the present tyrant dictatorial regime. With
heavy dependence on oil exports and the absence of relevant economic policies, the
economic growth and democracy have been crippled.

After August 1990 and the Gulf war 1991, the existing hidden economic crisis exploded
as oil exports and all lraq’s commercial, financial, and economic relations have been
sanctioned by the United Nations. The role of govemment and the public sector as
economic and political powers started to collapse. And despite of the implementation of
the cumrent ration food system, the economic and social hardships of the Iragis have
increased. Since 1990, the government lost buge amounts of oil revenues and its
economic and political grip on power has been weakening. As time goes onm, the
economic crisis becomes deeper and wider and the Iragis become poorer. To alleviate the
crisis and deal with its grave consequences, there should be radical political change. The
application of well-defined economic and structural reform as well as development
policies is also necessary.

The economic project for change

The proposed Economic Project for Change in Iraq (EPCI) is based on the recognition of
individual economic, social, and political fréedom. Its immediate objective is to
implement sets of integrated financial, economic, and administrative measures 1o deal
urgently with the problems of poverty, unemployment, inflation, and provision of
essential goods and services in the short- run. In the medium- term, EPCI aims to apply
two sets of policies simultaneously. The first is a package of macroeconomic, fiscal, and
monetary policies to maintain economic stability and control inflation. These policies
should be coupled with institutional measures to facilitate the implementation of the
required structural economic reform. The details of the financial, investment,
consumption, foreign trade, and oil policies are formulated in consideration of the
prevailing circumstances. Thcsecondsmstoembukonahugcgovemmem:nvment
programme including only the economic (physical), social, and environmental
infrastructure projects. The aim is to expand production capacities for increasing
economic growth, employment and sustain private consumption.

The social objectives of EPCI are to be met through the proposed investment programme
that would expand basic education, public health services and improving the distribution
of public wealth and revenues. Also, EPCI shall contribute to the proposed unified Social
Security and Welfare System.

In (new) lrag, sustainable economic growth demands more than liberalization and
privatization. Realistically, it needs structural economic, social, and political changes as
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as expanding production capacities. Explicitly, EPCI aims to increase output,
employmem opportunities, and rehabilitation of manpower skill and capacities. Also, it
maintains active role of the private sector, reappraisal of public enterprises as part of
privatization programme, and identifying new investment opportunities. EPCI shall
consider the need for modifying the publicly owned military industry for civil use,
provision of electricity, drinking water, constructing sewage systems and sanitary
facilities in the cities and main towns, building schools, hospitals and clinic centers.
EPCl applies realistic approach with practical mesns. Referring to the suggested
execution timetable and mechanism can show this, E.g. Synchronized steps have to be
taken o review the current food ration system, to reform the banking system, then to
reform the financial market, then the implementation of privatization before liberalizing
foreign trade and flow of capital.

Strategic priorities

EPCl considers decentralization of public economic decision processes at the
govemorates Jevel as essential way to improving economic decisions and development
conditions in the country as well as to support democracy practices. Specifically, EPCI
anticipates the proposed Federal system for Kurdistan- region that would maintain the
State sovercignty over the natural economic resources. Oil and gas, land and water, the
rights of utilizing the space and water and other sources can not be customized for partial
geopraphical or population benefits. Thus, there is urgent need 10 allocate oil revenues
only 1o infrastructure projects. Also in this respect, EPCI considers the formulation and
implementation of the macroeconomic policies as the sole responsibility of the central
govemment. It is by definition, the macroeconomic policies can not be dis- aggregated to
fit partial needs.

Since EPCl asceruains the strategic role of oil sector both in providing the financial
resources required for erecting and developing the infrastructure of the country and the
foreign currencies for the anticipated high level of imports, EPCI fully appreciates the
fact that oil is a strategic international commodity that need not be monopolized by the
producers. The flow of Iraqi crude oil in the world market should be maintained.

Also, it is strategically important that Irag pursues its economic growth on the basis of
free market economy though it should maintain the function of the Stale in achieving
public social development objectives.

In general, EPC] assumes those close economic relations between Irag and Anb
regional, and foreign countries would greatly benefit all. In particular, the relations with
the main oil consuming countries such as the USA are essential and very useful for the
future of lraq.

The challenge

While war reparation and non- commercial debt should be politically settled, some
suggest only financial remedies to the prevailing economic problems. However, as
history revealed, the government in manipulating non- economic foreign policy and
influencing domestic power- game politics should not exploit oil wealth. Instead, public
oil revenues must be allocated to finance public infrastructure projects. Alongside, a
power- sharing political system should be established and the public decision —~making
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process must extend to include all political parties, governorates and local communities,
and the (proposed) Kurdistan Federal region.

The challenge facing Irag is how to utilize public oil revenues for promoting economic
and social development as well as advancing democratic practices in a free market
ecopomy. Unlike the well-known economic and financial reform package of the IMF and
WB in terms of scope, priorities, and social contents, EPCI provides comprehensive,
consistent, and future visionary policies to respond to such challenge. EPCI policies will
ensure positive dynamics of the main driving forces in Iraq, i.e. oil, development, and
democracy.



THE ECONOMIC PROJECT FOR CHANGE IN IRAQ
ECONOMIC POLICIES AND A PROGRAMME OF ACTION FOR THE NEW
DEMOCRATIC REGIME

Summary

The far-reaching objective of this document is to establish new foundations and policies
for thcmgmtof&ekaqiwommybuedmmmmic.soci&mdpoliﬁul
freedom in order to ensure higher standard of living and improving the quality of life in
the country. For this purpose, it proposes an integrated sets of economic and public
finance policies and institutional arrangements based on reactivating market mechanism,
10 be implemented by the new democratic government within the framework of the
required economic reform, growth, and social development requirements in the short and
medium-term. The role of the State is outlined to include the implementation of a well-
defined investment programme consisting of a large number of physical, social, and
environmental infrastructure projects. The investment programme is assumed to
befinanced by public oil revenues. A social security and welfare system is also suggested
for its importance in the medium and long- term remedy of Iragi development problems.
Significantly, in dealing with the Iragi complex crises, it should be realized that oil,
development, and democracy are the main interrelated elements of the political economy
of Iraq and have to be considered together in formulating and implementing the policies
of the new government. The given conclusions and propositions are derived, on one hand,
from a unified and consistent analysis of the Iragi experience over the last five decades.
On the other hand, it is based on a future vision that Iraq should play a positive role in the
Middle East region and in view of the international contemporary economic,
technological, and political development

Iraq is endowed with abundant natural and human resources’ as well as the desire for
work and political will of the nation for radical change. Such endowment and

? Cultivatable agriculture land in Iraq was estimated st 48 million Donem (Donem=0.25 Hectare=2500 34,
meters) and only 11.3 million Dooem were used in 1960. The donem utilized area increased to about |5
million Donem in the early seventies. While no recent statistics are available, from our observations 10 the
change of land reclamation policy during the seventics and eighties we may conclude that cultivatable land
has not increased. In fact, lraq follows a low productivity cultivation system called Nair and Nair where
half of the land (23-26 million Donem) is cultivated while the rest will be used the second year in order to
keep the land fertility. Until Turkey governments started their policy of self-use water resources of Tigris
and Euphrates, total annual water resources was estimated at sbout 80 billion cubic meters. This was
recently reduced to about 63.9 billion cubic meters of which the amount used is estimated at about 49.11
billion cubic meters. Source: The Unified Arab Economic Report, 1999. Water resources can be used to
irrigate the available agricultural land sub;eumdznlopnem.remmmmmdmdmbuwnofm
resources. lraq bas crude oil proven reserves estimated at about 112.5 billion barre! in 2000, i.c. 10.9% of
the world total reserve. lraq produced an average of 2.889million barrel/day in 2000. Source: The Unified
Arab Economic Report, 2001. Significantly, lraq has the capacity 1o increase its production to more than 6
million barreVday if can finance the required investment in the oil ndustry as lraqi advisors anticipates.
Sources: . . lraq is also has natural gas reserves estimated at about 3109.0 billion cubic meters. It produced
only 4380.0 million cubic meters in 2000. Source: Iraq also endowed with commercial quantities of sulfur




determination qualify the country for high rates of economic growth and employment,
and rapid social and environmental development.

Since the establishment of the Modem State of Iraq (1921-1932), the Iragis have been
active, working hard and experiencing many ways for the management of their politics,
economy, and society. In the 1930’s and 1940’s no economic progress was made. As oil
revenues increased in the early fifties, the hopes were high for economic and social
development. Until the early seventies, there was no anticipation that the bright prospect
of developmenmt would be set back continuously to reach the existing political
dictatorship, widespread economic hardship and miseries, social suppression and fear,
environment and sccurity chaos’. Since then, the country wasted much of its resources
and the Iraqi people lost their basic rights and their economic, social, and political
liberties because of the backward and irrational policies, corruption and terrorism of the
As a result of institutional deterioration and non- adberence to law, and becanse of the
prevailing deep rooted and complex crisis, there seems to be no solution but the radical
change of the present regime, as almost all Iragis and many countries believe. In the
economic sphere, there should be a package of effective new economic policies to

and phosphates, which produced 1300 metric tons in 2000, These resources qualified lraq to establish
fertilizers industry since the late seventies.

Total populstion of Iraq was estimated at about 22.8 million in 2000. It was 15.580 million in 1985. Iraq
may be considered densely populated country, as the population/ares was 52 individual/ sq. kilometers in
2000, Toea! land of Iraq is 438317 sq. kilometers

> Assessing the economic crisis and the deteriorstion in the standard of living in terms of GDP growth and

per capin/GDP indicators is not reliable end realistic. In fact, the government national accounts statistics
are musleading.

The government statistics estimated the value of Gross Domestic Product (GDP) at current prices in 2000 at
USS 13544 million against USS 66130, 74933, snd 67638 million in the years 1991, 1999, and 1989,
However, owr estimates adjusied by the real values of the Iraqi Dinar exchange rate in the free market
(paralie! market value) shows that the GDP value of 2000 is USS 6597 million only. For 1991, 1990, and
1989 the estimated (adjusted) values of GDP's are USS 1809, 12975, and 16975. This means that the real
(adjusied) GDP per capita in 2000 is only USS 289. Its real value was USS 2142 and 718 in 1980 and 1990.
However, reality in lraq shows that the present monthly salary of a university graduste civil servant having
mwore than fifieen years in service is only 6000 (six thousand) Iraqi Dinar (ID) which is equivalent to only 3
(three) US Dollar. This is far below the poverty line in Middle East countries or even in LDC of Africa and
Asia The minimum cost of essential food requirements for a family of four members is pot less than fifty
USS. Adding to it the cost of clothes, transport, and the accommodation rent, then tota! minimum cost of
living at present prices is about 100 (one bundred) USS. Comparing the present monthly salary i.c.US$3.0
with the same salary level in the 1979 which was about USS 330 and in 1989 which was about USS 150,
the gravity of economic crisis can be easily assessed and the deterioration in the standard of living can be
Judged. Also, the deterioration of the exchange rate of the [D reflects to a great exient the seriousness of the
problem. Iragi Dinar in 1979 was equal to USS$3 .21 while at present the USS is equal to 2000 ID. Needless
o mention the deterioration of public bealth, basic education services, and the eovironment pollution. Such
well-known facts and obvious indicators assess the heavy economic and social burden of the Lragis. In
contrast, Saddam’s government, bis relatives and few thousands of beneficiaries, and high rank Ba'ath
party members enjoy the privilege of consuming the high price laxury imported goods.
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Hence, a (new) government in Iraq will face wide range of difficult challenges. In
searching for urgent and practical remedies with implementation mechanism, it is
necessary to consider the people’s objectives as well as the historical experience of Iraq
sustained by clear vision for economic and social development. The absence of such
policies and vision for the management of the economy may partially explain the
weakness of the Iraqi political parties due to their lack of experience and misplacement of
their priorities. As the experience showed, any proposed policies should avoid the
tendencies for over-gencralisation and linguistic non- viable compromises between
contradicting objectives on the discussion agenda.

Tackling the economic crisis in Iraq can not be limited to the relevant economic, fiscal,
and monetary measures as usually debated during the government annual budget’
discussion in politically stable circumstances. The dimensions of the prevailing crisis
extend beyond the mere definition of the stabilisation macro policies and assessing its
financial requirements. It basically needs to deal with the absence of economic, social,
and political freedom as well as the urgent need for embarking on huge investment
programme in the country's physical and social infrastructure.

In this document, however, issues related to the role of economic factors behind the
political and social crises, democracy and the government economic mismanagement,
and the implication of the existing market imperfections, shall not be addressed. Also, no
formal discussion is given to the controversial implications of the widely known fiscal -
monectary oriented reform policies against the need for public investment, and the ripe
conditions for the integration of the Iragi economy with the world capitalist market.

The suggested Economic Policies and the Programme of Action (EPPA) are based on the
individual economic freedom - freedom of property ownership, work, trade, and
competition - and social freedom ~ freedom of speech, expression, culture and social
values practices - and political freedom. EPPA is also based on the efficiency of the free
market mechanism for mobilising and distributing the economic resources, the important
role of the private sector for increasing economic growth and employment, and the State
function in erection and financing the infrastructure projects as well as macroeconomic
regulation. Alongside with the economic diversification strategy, EPPA aims at
improving the living standard in terms of income, employment, and the provision of basic
health and education public services and social security. EPPA also aims to improve the
competitive capacity and gradual integration of the Iraqi economy in the world market.
These objectives can be achieved by dealing with the current urgent economic and
financial problems as well as maintaining the development requirements in the longer
term. Such tasks require immediate and near future institutional changes in the Council of
Ministers and the government economic and fiscal departments including public sector
enterprises.

Strategically, the security and political stability in Iraq and the Middle East depends
heavily on the success of the (new) regime in securing economic and social freedom and
progress as well as maintaining the management of the economy within the democracy
endeavours. Equally important, Iraq is a major crude oil exporting country in the region
with sipnificant oil proven reserves. Yet, Iraq is in dire need for oil exports revenue for
financing its economic, soclal, environment, and technology requirements. The interests
and the will of the Iragi people are confined 1o the utilisation of their resources for the
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erection and modemisation of the physical, social, and environmental infrastructure
projects and improving the standard of living and the quality of life. Hence, for the
interpational community in geperal, and the United States of America in particular, the
flow of Ireqi oil exports into the energy world market can be guaranteed for a long time
10 come. In a wider context, Iraq should have full and positive political, economic, social,
tech:ological. scientific, and cultural relations with the developed countries. Such
economic strategy based on the individual economic freedom is relevant to the existing
challenges of the contemporary globnlmﬁmmdﬂnm:egrmmmﬂ:mﬂdcapmlm

from the varieties of culture and social value practices. This is a mutual benefit strategy
for Irq vis-a-vis the Arab, Regional, and imternational community, and the only option
available for the success of the (new) political regime in Iraq.

Prospect of EPPA is in line with the international contemporary economic and political
developments. It also reflects the political will and desire of the Iragis for peaceful and
constructive relations with its peighbours, Arab and foreign countries. Therefore, the
mueﬂodmgmaﬁcmhuﬁudlmndimfmﬁplmwdwﬁmme
current economic crisis, 2s defined only by the government budget deficit and the deficit
of the balance of payment, are not sufficient and would not be suitable. They need
addmouleomlcndmdquﬂiﬂmm.

EPPA is different, in some aspects, from the widely advocated economic, fiscal,
monetary and administrative stabilisation and reform policies in the developing countries
due to the distinguished economic, social and political features of Iraq. In Iraq, there
exists conservative Islamic values, - liking for social justice and solidarity, sympathy for
the poor, strong family ties, the unstable and limited role of the political parties. Also
prevalent are; widespread market imperfections and lack of infrastructure, 8 significant
economic role of the State and public sector originating from public oil rent, a weak
private sector and entreprencurial, and abundance of natural economic and buman
resources. It is also essential to expand decentralisation of the decision making process
and the influence of the govermnorates and the local communities in running their
economic and financial affairs. These features make it difficult o assume effective
impact of the macroeconomic policies without qualification. However, economic, social
and political freedom and the availability of resources provide ample opportunities to co-
ordinate between the conditions of economic growth in free market and competition and
the functions of the State in utilising public resources. Also, the available abundant
resources can achieve an acceptable degree of social justice in the distribution of benefits
of public wealth among the citizens.

As for the significant political proposition for Federal system in Kurdistan of north Iraq,
EPPA strategy and policies are in line with the principle of maintaining the State’s
sovercignty on the country natural economic resources and satisfying the conditions for
effective macroeconomic policies. That is to say, to ensure the application of & unified
government economic policies.

Of special importance, the macroeconomic policies of the (new) government should
consider the liberalisation of the ecomomy from unnecessary State administrative
regulations as well as considering the strategic role of oil revenues in financing the
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infrastructure projects. More specifically, EPPA also targets the reduction of the State
!ugh depeudenceonoxlsecwrmﬁmncmgntsmpmdmmmam The State should
increase its reliance on taxes generating from the economic activities of the people. This
is why it is important to link the future oil exports policy with the absorptive capacity of
the economy. However, such emphasis should not be interpreted as refraining from
lcknowledgmg the implications of the crude oil world market conditions on the Iragi oil

geoerate many options out of them. Such claim, however, does not restrict the dialogue, if
different, groups may come out with a version which serves and benefits all Iragis. This is

why it is pot suitable to assign the responsibility for defining and formulating the
economic and social policies, such as EPPA, to ad hoc joint political committees.

1-1: The Economic and Political Conditions for Change

experiences of Lrag. In the 1930's and the 1940's, the economic development efforts were
very limited. During the 1950’s, the implementation of development programmes was
significant but not sufficient. In the early 1960’s the centralised development planning
has begun. In the early 1970's, the role of the State and public sector in development
planning were dominant. Since 1974, the substantial increase of crude oil exports and
revenues were behind the government's economic expansion policies. In terms of GDP
gowth rates, the economic achievement during the 1970's was impressive. However, the
real engine of growth was oil's export revenues rather than the efficiency of government
economic management. As a matter of fact, the government substantially restricted the
economic freedom of the individuals in the property ownership of the means of
production, trade, competition in the labour and commodity markets. As the long war
with Iran begun (1980-1988), the economic recession and the huge exhaustion of the
financial and human resources became apparent. Then, the economic situation rapidly
and severely deteriorated immediately afier the Kuwait crisis in August 1990 and the
imposition of the UN sanctions.

While we advocate the implementation of EPPA, it is necessary to ascertain that the
differences among economic interests and social classes and groups should be reflected in
the policies and manifestos of the political parties. The conflict of interests and
competitions is not something strange and improper even in the current difficult
circumstances which need more co-ordination and co-operation between the democratic
political activities. It is the essence of the targeted political, economic, and social
democratic process. By expressing the various interests we in fact establish and practise
the long awaited democracy that maintain free expression, the majority rule, and the
peaceful compromise among thesc interests. Such a step is also necessary to define
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clearly the position of the political parties as far as their domestic interests and the Iragi
common interests against the objectives of the regional and international conflicts to
obtain unfair economic and geo-political benefits. It is also necessary to ascertain the role
of law in protecting the economic freedom.

Since EPPA reflects the interests of the majority and (may) gain the trust of the
politicians, it will succeed in having the people’s support. Needless to say, the absence of
such policies in the manifestos of the political parties makes EPPA endeavour more
viable. EPPA adequately compromises between the interests of the Iragis. It comprises
the policy alternative that would save the country from the consequences of the current
ecopomic and financial crisis within a framework of balanced short-term urgent needs, as
well as performing the tasks for improving the public social services in the medium-term.
At the same time, EPPA preludes the implementation of the targeted economic and social
development strategy which is based on maximum utilisation of oil revenues and lessen
the State's dependence on crude oil exports through undertaking economic structural
changes in the long- run.

Technically, EPPA peruses effective and timely balanced application of an integrated
package of macroeconomic, fiscal, and monetary policies in order to ensure economic
stability and control inflation that arisc from the existing economic and financial
imbalances as well as to undertake structural economic reforms. These policies should be
accompanied with the implementation of a buge govemnment investment programme for
the completion and upgrading of the public infrastructure projects.

The successful implementation of EPPA is subject to suitable political environment.
Given the political and security stability, the (new) regime should be constitutional and
democratic that protects the personal liberties and basic civil and political rights for all
citizens. The (new) regime should reflect the economic interests, social values, and the
culture of all-social groups and individuals regardless of their religious, sectarian, tribal,
cthnic and racial origin. The (new) regime should be institutional that allows the freedom
of forming political parties and groups and the establishment of social organisations. It
should also practise general election to choose the people's representatives (parliament)
who would take care of the legislation process and monitor the government perfonmance
according to the constitution, law, and pre- determined procedures. It is also assumed that
the government, 8 one majority’s party or collation, and all other political active parties
should present their political, economic, and social programmes for democratic public
discussion before assuming the responsibility in the government and participate as an
execution partner. All political participants should accept the govemment and public
rights in having full access to the information, data, and indicators relating to their
programmes and economic policies. Also, the civil servants should perform their duties
far from bias to the interests of the political parties even if their views are different from
the government policies. It should also be emphasised that the political representation in
the parliament is not enough to reflect the interests of various groups of the society. Such
representation must be extended to the public institutions, military and civil, as well as
the economic, culture, social, religious private institutions and organisations.

In line with the need for more decentralisation in the management of the governarates and
local communities, EPPA assumes that the local governing bodies should be responsible
for the identification and finance of their local small projects. These bodies are also
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responsible for dealing with the local economic and financial affairs of the governerates
through their budgets. The governerate budgets should not, however, overlap with the
government regional planning prepared as part of the national development plans and the
annual investment programmes. The latter would consider the reconstruction of Kurdistan
in the north and the marshes area and other governartes in the south.

Specifically, the political issue of Federal system proposed for Kurdistan of the north has
two main economic implications. The first is related to the State’s sovereignty as far as
the ownership and utilisation of the country natural economic resources. These public
resources such as crude oil and gas and minerals, water, land and the reat of using Iraq
space and related public utilities shall be public and all its returns belong to the State. The
exploitation of these resources by other parties should be arranged on the bases of a
unified State's law and regulation to be applied in all parts of the country without
prejudice based on geography, economic, ethnic, sectarian or religious criteria. The
second economic implication of the suggested Federal political system is related to the
conditions for effective macroeconomic regulatory policies. These policies should be
undertaken and implemented by the central Government without geographic and
economic biase except for reducing the disparity in public wealth's distribution and
development indicators when necessary.

The implementation of the macroeconomic policies will pave the way to execute a
pumber of economic reform programmes, i.c. privatisation and ex-post evaluation of
public enterprises, reform of the banking system, public health services, social security,
and government administrative reform programme. Also, it will serve the identification of
the sector-wise strategies, objectives, and development policies and investment
opportunitics. EPPA responds ' adequately to the prevailing political reality by dealing
quickly and directly in a considerate way with the urgent problems such as the high prices
of swable foodswfl and the cost of living. Also it considers the burden of foreign loans,
the need to increase musofpubl:cﬁmcemduudeoﬂnmmmg
employment, and the reduction of grave disparity in income distribution and wealth
accumulation. EPPA also responds 1o the economic reality by ensuring the effectiveness
of the macroeconomic policies in correcting the price structure, especially the exchange
rates, interest rates, and wages, as well as in reducing the deficit of the government
budget, the trade balance, and the balance of payments.

Due to its expected effects, the application of EPPA would help to sustain the
interrelationships of the economic interests of all regions as well as accelerating the
development of Kurdistan and the south governerates through the use of oil revenues in
financing the infrastructure projects.

Since the issue of how public oil wealth will be utilised in achieving economic, social,
and environment development, is essential in dealing with the crisis, EPPA clearly
determines the required ways of allocations and the responsibility of the government. In
this respect, it is necessary to avoid any hasty strategic change mthcpubl:c ownership of
oil and gas industry umtil the (new) government succeeds in reducing the State
dependence on oil revenues and the completion of the required structural economic
changes. Therefore, oil wealth power and/or the permission for new concessions to
foreign concerns and/or the Iragi private companies, necessitates the State’s monopoly of
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oil sector. More clearly, ﬂleownuuhpofoﬂmduﬂyshoﬂdmypubhcaﬂeastﬁndw
time being.

2-1: The Hidden and Apparent Economic Crisis of Iraq

The period following the implementation of the UN Food for Oil Programme in 1996,
and the menincm associated with it, witnessed a growing Arab, regional and
imemational interests in the comprehensive crisis of Iraq. As in the stands taken in the
wake of the Kuwait crisis and the economic and trade blockade imposed on Irag in
August 1990, the reasons for this concern were varied, reflecting trade, financial,
economic, political and strategic interests of the various parties.

Domestically, the crisis is becoming more complicated. It takes the form of unbounded
tyranny and terror against the personal and public rights of the people, social and cultural
and intellectual persecution and the increasing heavy economic burden on the people. The
crisis Jed to unprecedented deterioration in living standards and the quality of life,
bumilistion and impairment of the dignity of the people.

In any event, and irrespective of the immediate and future interests of the neighbouring,
Arab and foreign countries vis-d-vis Iraq and their political view of the present regime,
the causes of the current grave crisis are still in place. It is the Iragi people alone who
suffer the dire consequences of it and it is they who shoulder the responsibility to bring
the crisis and the prevailing state of decline to an end.

The formation of the modemn Iraqi State in 1921 has been fraught with general problems
that continued in copjunction with the inability of the first governments to improve the
economic conditions of the people. Also apparent, their failure to secure political stability
through co-operation with the political parties and forces to govern the country
democratically. Evidently, the newness of the State and the need to create its institutions,
coupled with other domestic reasons, were behind the continuation of the problems. The
limited social and political awareness at the popular level, the low level of economic
activity represented by few businesses, backward agriculture and primitive handicraft
industry. Also, the limited financial resources of the State, the narrow parameters applied
by governments in the formulations of their policies, have all sustained these problems
before and after World War Two.

Since the beginning of the 1950s, the political, economic and social problems worsened
to the point of crisis despite the huge increase in 0il revenues and the launching of large-
scale State investments as pan of few development programmes. There has been rapid
development of social and political consciousness on the one hand, and on the other, the
heightened international . clash against the background of conflicting oil interest, the cold
war and the fear of nationalist and socialist liberalization ideas spreading in lraq and the
Arab countries. In those years, while the Governments’ interest waned in expanding the
participation of political parties in power and tended towards accommodating political
pacts with allied countrics. Rural development continued to be neglected, particularly
their failure in addressing the deleterious social and economic conditions of the peasantry
in the southem part of the country. The benefits of the State's investment and
Government current expenditures, however, were limited to urban areas, foreign
companies engaged in the construction of public projects and the activities of the
commercial sector.
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After the 14th July 1958 revolution, and despite the encouraging promises, the call for
democracy receded. There was a political failure in forming broad coalitions and/or
accepting the principle of political opposition by parties and social and economic groups
to government policies. The results of the economic development plans, implemented
thereafter by succeeding governments, were not more than the direct upshot of oil
revenues which continued to be used in the construction of slow-return infrastructures
and financing current expenditures.
Since then the negative consequences of the policy of relying heavily on oil revenues to
increase economic activity and employment began to escalate. Such a policy was
incapable of creating economic surpluses, i.e. increasing production and productivity and
financial surpluses, i.c. increasing domestic saving for investment purposes, outside the
oil sector. With the beginning of the 1970s and in spite of the nationalisation of the
foreign oil companies, the nature of oil revenues did not change except increasing their
volume, and improving the government’s unintelligent capacity to hide their negative
consequences by means of rapid large-scale public sector imports. Indeed, the grave
consequences of the neglect, consciously or unconsciously, of the strategy of diversifying
the sources of national income had increased and the policy of increasing dependence on
oil revepues to finance consumption and imports, investment and employment by the
state continued. During the same period, it became clear that the regime rejected the
principle of circulation of power and/or sharing with the political parties the working out
of economic development strategies, targets and policies,
In the case of lrag, economic development presupposes maximum utilisation of oil
revenues in financing State investment in the economic infrastructure (roads and dams),
the social services (basic health and education) and the environment (development of
natural resources and protection of public wealth) needed by the country. However, the
“State  expenditures and the pattern of relation between public oil revenues and the
political, economic and social development in the 1970's, and the 1980's reveals the
grave role of the expansionist economic and fiscal policies pursued by the governments in
the creation and complication of the present crisis.
In 1953 oil revenues contributed around ID 3.2 million to the ordmary annual budget of
the state with allocations of approximately ID 37.5 million. That contribution increased
in the years 1958, 1963, 1968, 1971, 1974 and 1980 to ID 26.1 million, 57.2, 91.6, 179.3,
1,1234 and 5,556.2 respectively, to finance the annual ordinary state budget for which
the following corresponding allocations were made: ID 75.6 million, 126.8, 220.6, 344.8,
1,400.3 and 6,261.5.
For the purposes of financing development projects under the Development Programme
(1951-1959) ID 338.5 million was allocated out of 0il revenues out of the total allocations
of the programme amounting to ID 347.]1 million. In contrast, the total oil revenues
allocated in the state economic plans during the 1960s amounted to ID 661.3 million
against 1D 749.8 million being the total of allocations under these plans.
In the 1970s, the fund carmarked out of oil revenues for the financing of economic plans
was ID 8,810.9 when the total plan allocation was ID 9,683.3 million.
The total oil revenue of Iraq from 1968 to 1979 was estimated at USS 145 billion
(approximately ID 45 billion) out of which ID 7,631.6 was allocated to financing the
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annpal ordinary budgets and ID 8,978.5 to finance the annual state investment
programmes. :

The value of imports of foreign goods increased from ID 37.6 million in 1950 to ID 61.8
million in 1952; 121.8 million in 1957; 145.7 million in 1961; 247.9 million in 1971;
7734 million in 1974; 1,426.9 million in 1975; 1,738.9 million in 1979. Against that the
non-oil exports of Iraq were estimated at 20.1, 18.8, 12,9, 7.9, 36.0 and 84.0 in the
comesponding years. These figures reflect partly the grave negative economic
consequences of increasing dependence on oil revenues, and the failure to realise
economic and financial surpluses out of these revenues as the deficit of the balance of
trade and balance of payments show when the value of non-0il exports are excluded.
While hwnpoadbleinﬂnlmmwinﬂ:ﬁowyeﬂ’minthemmymdhide
the symptoms of the crisis, the exhaustion of public financial revenues, most of which
were derived from oil, in the war with Iran, has publicised the economic crisis. In this
context, it is worth noting that Iraq's foreign currency reserves in 1980 was estimated at
USS$ 32 billion (approximately ID 10 billion).

Knowing that the total value of oil exports during the war years (1980-1988) was
estimated at US$ 223 billion, at a time when the State’s ordinary budget expenditure and
annual investment programmes were reduced, the politically legitimate and economically
vital question of where and how this huge national wealth was disposed of becomes
patently obvious,

On the plane of political economy, the relationship of the public sector with the increased
oil revenues is quite significant. The percentage contribution of the public sector (or the
‘socialist’ sector) to the gross domestic product increased from 11.75% in 1953 to
1428%, 18.59%, 21.93%, 23.47%, 25.38%, 34.69% and 80.94% in the years 1956,1960,
1964, 1966, 1971, 1972 and 1979 respectively. If the crude oil production sector publicly
owned since 1975 and constitutes 61.9% of GDP, is excluded, the public sector's share in
the manufacturing industry in the domestic product increased from 11.65% in 1953 to
3222% in 1964, 47.67% in 1971 and 53.04% in 1979. This is in line with the oil revenue
increase. In agriculture, it increased from a mere 0.26% during the 1960s t0 4,.52% in
1979. In wholesale and retail trading and hotel sector, it increased from 1.12% in 1953 to
11.89% in 1965, 25.82% in 1970 and 32.36% in 1979.

The ruling regime had failed in managing the economy yet it remained in power through
organised terror against its people coupled with the excessive waste of oil revenues in its
repeated attempts to overcome the rising economic, fiscal and social problems in the
manner of trying to put out fire. The vast oil revenues, as the main source of public
finance outside taxes on economic activities and exports, helped the regime to justify its
political slogans and to stay in power. Thesé revenues led the regime 10 entangle inbuge—-
uscless armaments projects, launch war on Iran that lasted eight years (1980-1988) and
the invasion of Kuwait in 1990 and its destructive consequences.

In the 1970s, State expenditure on consumption, investment, import finance, and supply of
a few basic consumer goods at affordable prices was sufficient to promote economic
activity and achieve significant increases in employment and income of the poorer
sections and improve their standard of living. These gains were made despite the
frequent shortages in food supplies, consumer goods and inputs required in production.
The period also witnessed the rising price of houses and public services; the crowding
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and queuing in front of shops for vegetables and milk or in front of shops selling goods
imported by the public sector; and the faltering of productive and investment processes.
The widespread construction activity and the vogue of foreign trade activity superficially
appeared as though Iraq was undergoing a gigantic development leap and actually
achieving hghmdmcgumhmmdnlli%mﬂwwmsm
However, the increases in the domestic valwofcmdeo:lhaddwuysmdapmnedihe
increases in economic growth (GDP). It was the major constituent of income for the
government’s ordinary budget and the sole source of revenue for financing the annual
investment programmes as well as the source of foreign currency needed for the huge
imports. These facts refute the superficial impressions on the state of the economy and
confirm the existence of a hidden economic crisis. Of equal importance is the economic
fact that the percentage contribution of crude oil production to GDP had increased from
32% in 1968 to 44% in 1970 and 62% in 1979.

In the 1980s, the long war with lran drained Iraq’s human, financial and economic
resources. Right from the first year of war, it was no longer possible to control the
structural economic imbalance and the State’s fiscal deficit nor was it possible to hide the
symptoms of the explosive crisis despite resorting to oil revenues, financial reserves and
foreign loans. With the faltering of oil exports at the beginning of the war, the symptoms
of the hidden crisis, represented by falling production and productivity, steep rise of
prices and unemployment for those who did not join the war, swiftly surfaced. The
burden on the majority of the people of the increasing current expenditure by the state, to
secure the demands of the war, mdthcfnﬂmpubhcmvmandnpomhadbwomc
obvious.

Immediately after the war with Iran, the submerged economic crisis emerged to the glare
of publicity. Yet, the search for radical solutions to the real economic and developmental
problems did not occupy the attention of the regime. It was not only the high political
costs and the difficulty of managing them that explains the lack of such solutions. In fact,
the regime considered the manifestations of the State’s fiscal prosperity and its political
uses as evidence on the success of its policies and their approval by the people. However,
as our experience revealed, the regime had no perspective and sufficient knowledge of
the conditions necessary for economic growth and the requirements of social
development.

As 10 the effects of the UN economic and trade sanctions, politically imposed since
August 1990, they have contributed, with astonishing speed, to deepening the economic
crisis and intensifying its damaging impact as it has always been expected whenever there
is large-scale fall in oil exports.

The danger posed by the continuation of the sanctions then, simultancously with their
massive contribution to the deterioration of the basic social, economic and environmental
structure, especially during the period preceding the implementation of the *food for oil
programme’ under the supervision of the UN, coupled with the erosion of savings and
wealth of the people and the State, have also exposed the false claims of the regime of its
success in managing the economy and development before 1990. The survival of the
regime then and now is hinged on the revenues generated by oil. Unfortunately, in
reality, the continuation of sanctions and implementation of the food for oil programme
have helped the regime in consolidating its political absolutism, controlling the lives of
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the people and weakening the limited economic independence that they have enjoyed
away from the State’s direct influence.

On the financial level, and concurrently with the injustice meted out to the Iragi people as
a result of sanctions, and the organised plunder of their oil wealth on scandalous political
and immoral grounds, as evidenced by the compensations paid to States and foteign
nationals and meeting the expenses of the UN agencies engaged in Irag, the lifting of the
sanctions would not greatly reduce the suffering of the people nor would it change the
The effects of lifting the sanctions are limited to the volume of revenue generated by
crude oil exports, acquired and disposed of by the regime without national control.
Ahthough sanctions bring benefits to some international, regional and Arab parties as well
as the leading figures of the regime and their supporters, the political and financial
implications of the sanction for the regime will remain irrespective of their lifting or
continuation. Ultimately, these implications will be the most important and not their
social and economic impact which, as far as ordinary people are concerned, shall remain.
At present, and irrespective of the new forms of sanctions intended to prevent
rearmament, the daily talk about trading oil under the trusteeship of the UN or smuggling
it by the regime, and the nature of sale contracts with companies and trade agreements
with States and individuals; there is obvious and urgent need for investing oil revenues to
abate the existing economic and financial crisis, as it has always been, dependent on the
proper way of managing the economy and practising democracy in the policy and
decision making process. The mere accommodation of expected oil revenues to the
financial needs of the country, a common solution, is not sufficient to deal with the crisis
although it temporerily lightens the present suffering of the people. Equally, the planning
of development by giving priority to the prevailing trading considerations in the
international oil markets, and entrenching the dependence of people in their economic
activity on the state, is insufficient to meet the imperatives of solutions in the long run.
As they have led 1o deepening the dependency of the regime on oil production and export
sector, the sanctions have deepened the economic dependency of citizens on oil revenues.
These economic and political consequences (dependency) also extend to the policies of
the two Kurdish governments in Kurdistan and include the financing of their expenditure
on administration, security and public services.

The danger inherent in these consequences is that the total lifting of sanctions or limiting
them to stop rearmament would enhance the capacity of the (present or any military or
non-democratic) central government to blackmail the people politically and
economically. Unfortunately, such high dependence of the government on oil revenues
will add to its own weakness, which would be reflected in acting more irresponsibly in its
domestic and foreign policy, on the other hand.

Therefore, we believe that policies concerning the oil sector, the requirements of
development and the conditions for democracy, individually and collectively, should be
the axis for the programmes and policies of the new government. The political parties and
groups should adopt such policies if their efforts are to succeed in the short run and be
effective in transforming the country in the long run,

2-2-1: Economic policies
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Since the 1950’s, the economic role of the State may be analysed within four main stages.
a: Financing a number of economic (physical) infrastructure projects in the 1950’s.
This was necessary though not sufficient to undertake radical and wide economic

and social changes.

b: Partial control of industrial and economic activities through the public sector. In
addition, financing a number of economic and social infrastructure projects in the
1960’s.

¢: Complete monopoly of foreign trade and direct management of the economic and
social infrastructure projects as well as of significant number of commodity
production and services by public sector. Also, this period (late 1960’s to the
1980's) witnessed the role of public sector in the construction activities. This is the
stage of wide and decisive economic intervention

d: Since August 1990, it is very difficult to assume the existence of economic policies
or coherent measures. There were many detailed, scattered, partial, and arbitrary
decisions. It designed to serve the narrow financial and political self-interests. The
present period also witnesses the complete absence of the financial and economic
institution in participating with the government in the decisions. Therefore, the
present period may be called the chaotic and institutional and political deterioration
e

The main economic policy aspects of past experience need to be analysed and considered
in the future as follows.

a: The monetary policy was not effective since interest rate was low and almost stable
as well as foreign exchange rates were fixed for a very long period despite of the
value of the Iraqi currency deterioration since 1980. Money supply responded only
to the increase of government expenditures and money liquidity of the public sector
were high.

b: The government fiscal policy had only government expenditures as the main
variable 1o influence the economy. No important role was given to the government
banks and the role of private banks and the financial market was absent.

c: The government ability to control inflation through increasing the imports by the
-public sector under no financial or economic capacity constraint to weakening the
private sector activities.

d: No need of foreign capital helped to empower the government economically and
politically. The role of the private sector receded further. The abundance of
government financial resources relaxed the efforts to maximise the benefits from
Iraq foreign economic and commercial relations.

¢: The over protection policy of private sector production and investment activities
have led to weaking the entrepreneurial and qual:ty deterioration of domestic
products. At the same time, it adds more economic and political power to the
government authorities.

f: The government employment policy has diminished the role of free labour market
in improving the allocation of manpower among different sectors. Also, the
politically motivated imployment of Arab manpower without qualifications have
weakened the economic and political bargaining power of the Iragis.
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g The policy of leaving low direct and indirect taxes greatly helped the government
1o impose their policies. On the other hand, the policy led to lessening economic
independence of the Iragis and the role of private sector to influence government
economic policies.

3-1: Economic and Financial Problems and Remedies
1-3-1: Financial Resources and Foreign Debt
The scarcity of financial and foreign currency resources became a binding constraint on
non existent. Also, the real value of domestic public revenues such as taxes and custom
excises and public services retums have substantially decreased as a result of the
economic deterioration and the inefficiency of the government finsncial management.
Even if the government ability for collectiing domestic revenue restored, public revenues
would not reach more than its 1989’s level. Also, foreign sources including short- term
loans and trade credit for financing imports have reached its maximum. Therefore, the
financial and foreign currency resources will restrict the impact of the economic policies
of the (new) government.
To estimate the required financial resources, the following needs have to be considered.
a. Financing the reconstruction of public projects. Most important, oil projects for
retaining oil exports capacities and maintaining oil reserve. Also important are
ecopomic infrastructure projects such as roads export seaports, communication
facilities, water dams, drinking water, and electricity production and distribution
projects. Also needed social infrastructure such as public bealth and basic
education, and provision of minimum social care to the unemployed and elderly
people. 1n addition, finance is required for complementary investments in the semi-
idle public sector ecuterprises such as sulfur and phosphate mining, fertilizer
industry, and water discharge sewage.
b. Financing current government expenditures 10 carry on administration, health,
education, and public services.
c. Finance is necessary to acquire imported goods and commodities for investment
and for production activities of the private sector.
d. Financing foreign trade by foreign loans and credit facilities. Here, it is essential
1o apply new and clear cut strategy to be guided by fiscal and trade criteria to be
determined by the economy performance and the required internal and external
macro economic balance. In this respect, it is necessary to relatively reduce imports
and increase non-oil exports. For foreign loan debts and long ~term trade credit, it
should be rescheduled and settled in the long ~run in view of the future economic
performance. It is very important to ascertain that it is wrong to consider the
scttlement of foreign loans and debts as part of a policy to promote inflow of
foreign capital in the short- run. Such policy would not be useful if the economic
and political bargaining power of the government is weak as we envisage at least
until the complete success of EPPA implementation.
¢. For military armament’s debts and the imposed UN’s sanctions, the political will
of the nation should work for its cancellation and co-operate with the concerned
foreign parties on the basis of diminishing responsibility of the Iragi people for its
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causes. The (new) regime should use peaceful foreign policy and relations to
achieve this aim.

2-2-1: Inflation, Deterioration and Fluctuation of Foreign Exchange rate

As the policy of unlimited expansion of government expenditures and low growth of
output and productivity have led to sharp price increase despite the use of oil rent in
depressing inflation; the economic, political, and social changes taking place since 1970’s
accompanied with significant international economic and technological developments.
The latter were reflected in the change of prices and qualities of imported goods and
commodities and the increase of productivity and incomes in the developed exporting
countries. Both have led to overvalue of the Iraqi Dinar (ID). The exchange of the ID
was constant till mid nineties by wrong political decisions, though it should have been
devalued from the second half of the 1970's. However, instead of taking such a step, the
government subsidies policy for imported goods and commaodities and the accumulation
of foreign currency and gold reserve have maintained the artificial value of the exchange
rate in a way not related to the economy’s performance. Keeping the exchange rate
constant is nothing but government increasing subsidies to surpass inflation caused by
low output growth and productivity deterioration. Although discussions of devaluation
were prohibited during the 1980’s because of its political implications and revealing the
government inefficiency and the already deterioration of the living standards. The
phenomenon also related to umjust pattern of income and wealth distribution resulting
from both price change and government biased economic and fiscal policies. However,
actual devaluation was apparent in the paraliel market since the end of the 1970’s. This
was coupled with the continous price rise. In an attempt to avoid devaluation, the
govemment invented an ad hoc import policy that need not transfer foreign currency
through the Iraqi Central Bank. The short-lived policy led to further increase of prices in
the medium ~term. The carrot and stick government's policy also failed to combat the
sumuggle of wealth abroad as result of the deterioration in the domestic political,
economic, and social circumstances. Thus demand on the US § continuously increased.
Against this, the dictatorial regime continued to monopolize and fully control all foreign
currency resources. They have full freedom to utilize all government liquid assets in
financing military and armament projects. Afier the Kuwait crisis, where exports were
substantially reduced, the State foreign assets were frozen, and the government
expenditures increased by higher rates, the exchange rate of ID rapidly and substantially
deteriorated.

3-3-1: unemployment

During and after the war with Iran and the second gulf war, unemployment of the Iragis
with different skills and qualifications has increased substantially. The problem will be
aggravated further after the anticipated big reduction of the military manpower and the
return of the two millions or more Iraqi refugees from abroad. Such new state of affairs
would greatly influence the new economic policies. Thus, the need for investment for the
infrastructure projects in order to provide new work opportunities is apparent. Therefore,
labour intensive criterion should be considered in identifying these projects. Also, it is
necessary for the government to undertake a rehabilitation programme for manpower 10
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increase labour productivity and ensure better allocation of manpower among economic
activities,

The government must act urgently to impose restrictions on foreign workers. This would
create new job opportunities for Iragis as well as to reduce the demand (consumption of
foodstuffs and other goods and services) pressure.

Also, it is essential to maintain low wage policy for the government and public sector
employees until liberalization of prices is completed.

1-4: Economic Policies of the New Government
1-4-1: Basic principles
The success of the government needs serious commitments to implement the economic
policies with clear objectives and implementation timetable. This requires more than
public announcement and/ or political document. It neceds thorough discussion of the
related issues and full involvement of the government departments, political parties,
economic institutions and concerns, and all concerned parties. All should express their
interests. The forward presentation of the implementation mechanism should also be
initiated. Within this understanding, it is pecessary to rebuild the economic, financial, and
planning institutions with clear definition of their functions and tasks. Also it is necessary
to maintain the private sector freedom in building its institutions for taking care of its
interests.
The suggested economic policies and the programme of action depend on the following.
a:The cconomic role of the State should be limited to the formulation and
implementation of the macroeconomic, fiscal, and monetary policies. In addition,
its development role should concentrate on the erection and maintainence of the
economic, social, and environment infrastructure projects. As for the existing
public sector, one of the new government tasks is to implement privatization
programme. The strategic public enterprises should be excluded. The government
tasks should extend to include technical assistance for identifying investment
opportunities to the private sector. Reevaluation of public enterprises is a prior
condition for privatization. In this respect, the government should adopt and
integrate part of the public military industry output into civil industrial activities.
b:To encourage private sector and provide favourable environment for increasing
economic growth and employment, this requires the application of structural
economic, fiscal and administration reform policies in the short and medium- term.
Also it requires, the continuation of lessening dependence on crude oil exports in
the long run.
c: vement of living standards and employment should be considered as the
outcome of free economic activities as well as part of oil revenue’s utilization.
d:In addition to the anticipated role of the private sector and the impact of liberal
policies, the govemment annual investment programme and indicative medium-
term development planning are necessary. It is one of the government tasks 1o
pursue the public finance management and guide public institutions to perform their
duties in different circumstances efficiently.




e: Consideration should be given to development of the world economy, especially in
oil and energy, foreign trade, common markets, flow of foreign capital, and
financial markets.

2-4-1: Investment policy

1-2-4-1: public investment

It is imperative to rebuild public utilities and infrastructure that were damaged or
destroyed since 1980. Among the priorities of these projects are the extraction and export
of crude oil. Also, in the priority list of the proposed projects should are oil refineries,
water, and clectricity. Also it is necessary to invest in the heavy and medium engineering
industry. In this category, part of the military industry should be transferred to civilian
use with the belp of government investment.

In pursuing public policies, careful consideration should be given to investment criteria in
order to improve its allocation among the governorates and regions. Public investment
should be used to reduce the disparity of public wealth among people.

Public investment will remain an important economic variable to influence the economy
and the standards of people living.

2-2-4-1: Investment of private sector

One of the main targets of EPPA is to let the private sector play an important role in
increasing production, investment and employment Free market economy need
liberalization of the private sector's activities as well as the reduction of government
intervention in order to maintain free competition and macroeconomic equilibrium. For
this purpose the government must initiate and actively apply the economic structural
reform programmes which include, tax reform, banking reform, financial market reform,
privatization programme and reevaluation of public enterprises. To support the private
sector, the government should create favorable environment through tax and monetary
policies and easing the administrative restrictions or measures on investment, production,
consumption, and trade activities. In addition, there is clear evidence that infrastructure in
certain arcas such as communications are in need of investment.

The public enterprises, such as specialized banks, can also technically assist the private
sector in identifying investment opportunities.

The government should undertake rigorous administration and legal reform programme.

3-4-1: Consumption Policy

1-3-4-1: Government consumption expenditure

Government consumption (current) expenditure forms a significant portion of national
consumption that in tum constitutes high percentage of total demand. Since it is
necessary to maximize output (GDP) then investment (saving) ratio to GDP should be
increased. That is to say, consumption ratio to GDP should be decreased. However, the
minimum government expenditures will be determined by the minimum administration
cost for rendering public services as estimated in the annual budget. Therefore it is
essential for the government to take drastic measures to improve the given public services
by strictly using the productivity criteria for the civil servant promotion and recruitment.
More than this, public administration reform programme - including military manpower
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and personnel- should result in reducing government current expenditures. Needless to
mention that enough resources should be allocated to strengthening the internal security
government should encourage the govemorates and local communities to mobilize
financial resources to cover the expenses of certain local activities such as kindergarten
and public gardening. This would also serves the targeted expansion of decentralization
of the decision- making processes and preparation ef the governorates annual budgets.
2-3-4-1: Private consumption

As a result of inflation and the reduction of real value of salaries and wages of
government and public sector employees, cost of living increased substantially. The
pattern of income and wealth distribution has also contributed to high cost of living. This
led to grave deterioration of living standards of the Iragis. In terms of GDP per capita
criterion, the Iraqis are living much worse than they were before 1968. Therefore,
increasing private consumption is essential socially and politically. Theoretically,
reducing consumption may rmise saving for investment which is badly needed for
economic growth. However, the big scale of living standard deterioration requires more
private spending on consumer goods. It is anticipated that the government would
maintain the provision of essential goods at lower prices for the low-income groups. The
government must pursue the implementation of the SSWS. This policy will act as
incentive to increase private sector expenditures even more than income levels, Higher
private expenditures would sustain output activities and increase investment. To support
this trend the government should activate tax policies to meet the purpose.

3-4-2: Foreign Trade

1-3-4-2: Imports

The peed for increasing imports of goods, commodities, and services are essential 1o
increase output, investment, and consumption. Imports of foodstuffs, such as grains,
cooking oil, and sugar, medicine, raw materials and intermediate goods for agriculture
and industrial production are urgent. Also, it is necessary to import machinery and
instruments, transports means, and capital goods. Even services should be imported
which the government and the private sector require. The value of imports, however, will
be determined by the results of foreign trade balance and the balance of payments. The
possibility of import substitution by domestic products would ease the problem of
maintaining high level of imports till non- oil exports increase. In practice, the
government should climinate trade monopoly and ensure free competition among traders.
No geopolitical _ restrictions on imports should be made. Partial restriction may be
imposed as part of the temporary protection of certain domestic products.

As snticipated, measures have to be taken to rationally allocate the available public
foreign currency eamings. However, the private sector should be free to import if it has
resources in foreign currency.

2-3-4-2: Exports

Increasing non- oil exports is the second essential condition for economic growth. Hence,
one of the main tasks of economic policy is to provide the conditions to achieve this
target. Iraq has good export opportunities even during the transitional period. It is
possible to increase exports of oil products, petrochemical products, cement, fertilizers,
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and sulfur. Also, Iraq would easily export agriculture products such as grains and dates.
Tommhasgoodpownmluweu

Obviously, increasing exports depends mainly on increasing production capacities and
improving the quality of domestic products. The government may provide some
incentives for exporting certain products.

5-4-1: Correction and liberalization of Price structure

In addition to the inflation problem, the prevailing price structure of goods, commodities,
and prime factors of production cause immense problem for any rational economic
decision. Both the government and the private sector are not able to ensure efficient
economic decisions based on the current prices. Even individuals can not ensure good
economic decisions. Many factors have contributed to this price distortion situation.
Government interventions, monopolies, lack of infrastructure, widespread informal
economic activities are the obvious. However, liberalization of prices needs to be gradual
and conmsistent with government macroeconomic policies. The process of price
ﬁbunﬁnﬁmmddmhhhnpommomic,aodﬂ, and political consequences.
Careful attention should be given to this scrious problem and the government should
consider the following.

& To maintain the provision ofhmcpodsmdwmmulawﬁxadmmfor
low- income groups and for a limited period. It should consider this as part of the
existing ration system.

b: To achieve certain economic and financial objectives through import duties and
custom policy. This is part of the macroeconomic policy.

¢: To gradually unify foreign exchange rates in one system. This is a prior step for full
liberalization of foreign exchange prices. It should be consistent with the
macroeconomic, fiscal, and monetary policy.

d: To reduce the existing wide disparity in income and wealth. This can be partially
achieved by tax policy consistent with the macroeconomic policy.

Liberalization of prices will create favourable environment for increasing economic
growth and investment. For social necessities, SSWS will act 1o counter the problems
associated with the negative aspects of free market economy.

6~4-1: Income Distribution and Wealth Accumulation :

The problem of income and wealth disparities is grave and has significant importance in
the deleterious political, economic, and social situation of Irag. It would also be an
important factor for the targeted overall remedies of the current crises. In fact, income
and wealth disparities are part of the strong roots of Iraqi dilemma. Since the ruling
regime seized political power “and begun the allocation of oil revenues according 6 its
political and economic criteria, income and wealth disparities became wide and acute.
Indeed, it contributed to the rapid deterioration of the standard of living of the majority of
people and the middle class in particular. Inflation, widespread of monopolies, disruption
of goods and commodities flow in the market, price distortion, as well as taking
advantage for gaining abnormal profit has also contributed to the problem.

To alleviate the impact of the problem and reduce the prevailing disparities, the
government should consider the following guidelines.
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a To put more emphasis on the social infrastructure projects, especially education and
bhealth, in utilizing oil revenues.

b: To target low and medium income groups when allocating public expenditures
among public services.

c: Emphasis should be given to modify tax policies and tighten tax evasion.

d: To link wages and salaries of the government and public sector employeesto

e: To follow-up inflation indicators in order to maintain minimum cost of living for
low- income groups.

f. To follow-up unemployment indicators to maintain positive impact of the
macroeconomic policies on investment and employment.

§ To encourage private sector to increase activities and develop its institutions through
free competition and the assistance to reduce the size of informal sector.

7-4-1: Fiscal and Monetary Policies

The government fiscal and monetary policies and measures have been characterized for a
long time by ineffectiveness and inability to fit the changed circumstances. The fiscal
policy failed to contribute to targeted domestic macroeconomic balance. Also it failed in
reducing the government budget deficit through tax policies. It was ineffective in
improving the disparities in income and wealth. The monetary policy failed to provide
effective incentives for investments through interest rates and foreign exchange rates. In
fact, real interest rates were negative and foreign exchange rates were fixed artificially for
a long period. They were over valued since the 1970's.

It is, therefore, required to activate fiscal and monetary policies in order 10 maintain the
balance between government expenditures and revenues gradually. Also, it is necessary
to activate interest rates as an instrument for mobilizing saving for investment. Collection
of taxes should be given enough attention to increase public revenues and reduce the size
of informal sector in the economy. Money supply, especially commercial credits, should
be determined as part of the policies aiming at inflation control.

To ensure effective fiscal and monetary policies, strict administration, legal, and judiciary
measures have to be taken.

8-4-1: Oil Policy

The strategic importance of crude oil and gas resources with their abundant reserves
require that oil policy should be part of Iraq sustainable development long- term strategy.
One of the main objectives of this strategy is to lessen the existing high dependence on
crude oil &xports. This objective can be achieved by implementing two sets of integrated
policies. The first is to maximize utilization of oil revenues in erecting and improving the
economic, social, and environmental infrastructure of the country. The second is to
encourage development of oil products industry and the use of gas as energy source and
increase their forward and backward linkages with other sectors.

Oil industry has been damaged as a result of the war with Iran and the second gulf war.
Also it is damaged because of bad management and over exploitation of the oil wells.
Hence, the industry needs huge investment to retain the capacity for increasing oil
exports to pre gulf war levels. However, it is essential for Iraq to increase oil revenues in
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order to meet the required financial and foreign currency resources for implementing the
(new) public investment programme. Therefore, it is anticipated that during the first few
years of embarking on EPCI, the government should pursue the policy of increasing oil
production and exports as well as improving the investment agreements with the foreign
concerned in the field of new discoveries and development.

Fortunately, the low production cost of Iragi oil compared with other producers. Iraq is
also lucky to have huge oil reserves. Both low cost and high reserve capacities would
maintain Iragi export interest against the risk of price reduction due to competition and
market factors fluctuations.

Significantly, call for privatization of the industry must be avoided in the coming few
years. Also, it should not be justified and linked to the problem of foreign debts. The oil
industry has a long ~term strategic role in future economic and social development and
can not be taken out and put under foreign companies’ control. Hence, oil investment,
production, industrial, and marketing polices should not be influenced by the current
financial problems nor by the foreign and domestic political pressure. Until the new
regime in Iraq is well established and regain the necessary economic and political
bargaining power, proposition for privatization of oil industry acts against Iragi interests.
In principle, optimal oil production and exports should be determined by the absorptive
capacity of Iraqi economy. However, it is essential for the government to coordinate its
oil policy with the current economic, political, and technology developments in the world
energy market. It should, however, maintain the flow of oil in the market in view of
supply and demand rules as well as its financial requirements.

Part Two: Social Security and Welfare System

It is not possible to assume that all social security and public services 10 be in one policy.
The reason being that all individuals and society welfare is linked to all economic, social,
political, culture, and security activities of both the government and the private sector. As
itiskmwn.theﬁmllimofd:ccidmmdgovemmeminsdmﬁonsisminm
material and non- material resources for improving individual welfare and the quality of
- life. Ihutfm.mlfmnndmmlmnitytbmﬂdheg;vmpnontympvmcﬂpohcy
Abstract economic theories may not support such an endeavor. But reality necessitates
full consideration to establish new Social Security and Welfare System (SSWS) in
Iraq.As the current crisis revealed, public health, basic education, and security against
poverty trap is very essential. Past experience also revealed that a developed SSWS can
be established by stages and efficiently operated in Iraq. In the early stages of operation,
it is imperative Mthcgovmmtshould:mmunpmwnnonpmceasmdcxmmne
all its components against available resources. The existing education and public health
infrastructure can be dmloped to fit the new system even the government pension
scheme and public sector pension schemes can be adapted to the new SSWS. Itis
expected that the complete system would be in full operation in five years time. The
government, the citizens, private sector institutions, will then bear the responsibility of
nunning it. It should be empbasized that such a system would not restrict private sector to
engage in health, education, and insurance activities. As experience of some developed
countries shows, the competition between government and private sector in this field may
be useful for both.
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The proposed SSWS consists of three basic branches. Health services fund, basic
education fund, and social security fund These funds are independent in terms of
functions, administration, and finance. Health services fund deals with the provision of
wide range of medical and health services from free visit to the local doctors (GP) and to
hospitals, free medicine, to the GP visit to the patients in their home in emergency cases.
Ensurance of medical treatment should be maintained and regulated by the government.
The education fund will provide basic education to all children’s below 18 years age with
the provision of school meals to those under 10 years. Also, the fund will financially
support the parents for school clothing and other school requirements.

The social security fund assists financially unemployed people willing to work, income
support for low- income groups, housing benefits for needed individuals and families.
Also, the fund assists individuals in emergency cases, tax exemption, pension and
financial support to the senior citizens.

Part Three: Summary of the Programme of Action

1-3: Framework of the Economic and Financial Reform

To deal with the prevailing difficulties, effective application of the macroeconomic
policies should be undertaken alongside with indicative development plan. The
programme of action has two stages. Each may last two years. In the first, a public
investment programme for erecting and improving the required infrastructure projects
should be implemented. At the same time, for maintaining overall economic equilibrium,
the government should undertake active policies to regulate aggregate demand, especially
government expenditures, to reduce public finance deficit and the deficit of foreign trade
balance and the balance of payments.

In the second stage, public investment expenditures should comtinue., Also, price
liberalization policies should continue. In this regard, taxes and improving the efficiency
of public enterprises such as oil products industries and public services have to be used.
In this stage the privatization programme should be completed. The government should
give special consideration to link wages and salaries of the civil servants to the
productivity and inflation criteria. It is expected that at the end of this programme
favorable economic environment would be established. Such environment would greatly
belp 1o increase investment and production activities of the Iragi private sector and would
encourage foreign investment in lrag. Big manufacturing industries, tourism, banking and
financial services may attract foreign investment. While opportunities in construction
sector, bousing in particular, agriculture, banking and insurance, trade and services may
be the focus of domestic private sector.

Specifically, " the followiig are the main objeztives of the first-stage of the reform- - -

programme.

a: To achieve radical change in public expenditure policies by minimizing government
current expenditures and maximizing investment in public infrastructure projects.

b: To mobilize financial resources through new tax policies, improving tax collection,
encouraging informal sector to join the formal sector, increasing financial surplus of
the public enterprises, and supporting commercial banks.

¢: Promoting consumption of domestic products.

d: Gradual reduction of over protection of the private and public sector activities.
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¢: Scheduled reduction of the current account and balance of payment deficit.
- £ To hnk _wages and salaries of the civil servants and public sector employees to
and inflation criteria.

g: To implement tax reform programme.

h: To implement new banking system.

i: To implement privatization programme.

j: To activate monetary policy for inflation and price liberalization.

In the second stage, the programme pursues its policies to achieve the following.

a: Maintain low level ofmbﬁccmmﬁanomigncumcymins
criterion should be considered in identifying public investment priorities.

b: To continue the policy of financial mobilization.

c: To continue export promotion and reduction of the balance of payment deficit
(certain amount) and encouraging investment in export oriented activities.

d: To terminate over protection policies designed for production and investment of the
private and public sector. Strategic public enterprises should be excluded.

e: Completion of the privatization programme. Independent specialized professionals
and institutes should regulate the remaining public enterprises.

f: Liberalization of prices of-domestic products of the private sector. Foreign exchange
rates should be liberalized in view of the Iraqgi central bank policy.

g: Completion of the institutional and legal requirements of the market economy and
free competition.

2-3: A Programme of Action: Time Table for the Implementation of the Main
Economic Tasks and Measures

For the implementation of the proposed economic policies and the programme of action,
many institutional changes have to take place at the ministerial level and other
government economic and financial departments. Also, it is necessary to lay down
detailed administrative and legal measures for defining the new functions of all
concerned institutions. The anticipated changes should be part of the overall execution,
judiciary, and legal system of the new State. The quick pace of implementation will
depend on the available information at the time. However, it is essential to initiate the
required changes as government guidelines for the new administration, economic,
financial, and development planning departments.

Prime Minister's Office e Announcement of the political project for change

s  Ansmumncement of the economic project for change

| Task 1: end of UN sanctions, food Tor oil programme, and war reparation
Task 2. abolition of all sectors planning councils and economic and financial
commissions and institutions linked to the old MC. Their functions should be
added to the ministries

Task 3: establishment of Iraqi Developtent Council

Task 4: establishment of Ministry of Environment

Task §: change the functions of the Ministry of finance to be Ministry of
Finance and Economy

Task 6: change the functions of the Ministry of Trade to be Ministry of Trade
and International Cooperation

30




Task 7: all specialized agencies such as admmistration development, national
planning, computer, Arab statistical institute should be re-linked to the
universities or ministries in accordance with their fimections

Task 8: request all Ministries and government departments and 0
present proposals for improving and developing their functions according to
the new constitution and the political and economic projects for change
Task 9: review all commercial, financial, and economic agreements signed
between Imq and foreign governments, organizations, and companies since
1990

Task 1: abolition of all work permit visas given to foreign employees

Task 2: preparation and exacution of rehabilitation of manpower programme
Task 3: maintzin food ration system and improve its mechanizm and review
of goods list during six months

Task 4: setting- up criteria and procedures required for minimum wage level
in all sectors

Task 5: execution of the Social Security Fund ss part of SSWS

Task 1; sbelition of all oil grants and preferential agreements

Task 2: maintain food ration system and improve its mechanism and review
of goods list during six months

Task 3: review all commercial, financial, and economic agreements signed
Ilvgl’;;m irag and foreign governments, organizations, and companies since
Task 4: preparation of follow-up reports for MC on the foreign trade and
balance of payments situation

Task 5: preparation of foreign trade forecast and prediction of economic
relations development with foreign governments

Task 5: execution of the economic project for

change
Task |: identification of investment oppornmities in infrastructure,
of public investment criteria , projects selection, and insuring its finance
Task 2: preparation of indicative economic and development plan on national
and regional levels
Task 3: execution of some economic structural reform programmes such as

Task 4: preparing future stratepic vision project

Ministry of Health

Task 1: preparation of requirements for better public health management and
services

Task 2: execution of Public Health Fund as part of SSWS

Tesk 3: maintain bealth standards to domestically produced medicine and to
imported medicine and medical equi

Ministry of Education

Task 1: preparation of requirements for basic education
Task 2: execution of Basic education fund as part of SSWS

Ministry of Finance and
Economy

—

Task 1: execution of EPCI

Task 2: ion of an Early Economic Wamning System for MC

Task 3: preparation of follow tip economic, financial, arid monetary indicators
monthly report for MC

Task 4: preparation of macroeconomic and financial forecasts for the
Ministries, political parties, and private sector institutions

Task 5: establishment of new Baghdad Financial Market

Task 6: arrangement for foreign debts settlement with IMF, WB, Arab, and
Task 7: arangement for settlement of Iraqi loans given to foreign
Task 8: preparation and execution of tax reform programme

Task 9: preparation measures for reducing the size of informal sector
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Task 10: improving tax collection procedure
Task 11: preparation and execution of banking system reform
and execution of financial reform

Task 1: lifting restrictions om agriculture product trade except for health and
conditions.

Task 2: review and establish new strategy and policies for agriculture

the role of development bank

Task 12: :
Mmistry of Agriculture k
environment
Task 3:
Mmustry of Foreign
Affairs

Task 1: amangement for foreign debts and war reparation settlement with the
Task 2: coordination efforts to reestablish Iragi personnel and professional
posts in Arab, and international organizations and institutions

Mumustry of Jusuce

Task 1: arrangement for return of public and individual properties and assets
taken by the previous regime leaders, ministers, and senjor officials, party
leaders and all concerned companies and personas

Task 2: preparation of criteria for wealth and properties tax system

Task 3: preparstion and execution of rules for the cases of conflict of public

Mmuszry of Constuction
and Housing

interests with personal economic and financial interests of the politicians

Task 1: follow-up of the implementation of the infrastructure projects
Task Z:umﬁmfmfwmmmfmtdubiliuﬁmmdmimmof
the infrastructure

Munustry orfr_mnnd
- el

Task 1: preparation and implementation of a comprehensive and modem
communication network and public transportation system

Task 2: follow-up the implementstion of infrastructure projects especially
roads

Task 3: preparation and execution of rehabilitation and maintenance
for the existing infrastructure

Mmistry
Mmeral

of Oil and

preparation and execution of investment projects for crude oil
production capacity 10 increase to 6 mb/d

Task 2: preparation and execution of investment projects for gas production
capacity increase

Task 3: preparation and execution of gas liquidation project for domestic use.
Task 4: revive and modernize sulfur, phosphate, and fenilizer production
industries

Task 5. operation of oil refineries and maintaining three months stock
capacity

Task 6: execute a programme for rehabilitation and maintenance of oil
projects

Task Lt

Ministry of Environment

Task |: preparation and execution of marshes revival project

Task 2: preparation and execution of desertification project

Task 3: preparation and execution of sewage and sanitary systems

Task 4: preparation and execution of mines clearance project

Task 5 preparation and execution a project for climination of chemical,
biological, and nuciear effects

The Governorates

Task 1: execurion of town planning, distribution of land for bousing as guided
by the IDC

Task 2: preparation and execution of annual povernorate budgets

Munistry of Industry

Task 1: preparation and execution of projects for electricity increase for civil
and industrial use

Task 2: preparation and execution of projects for drinking water and for
industrial use

Task 3: preparation and execution of project for utilizing military industry
production capacities to civilian use

Task 4: licenses for new industries should be subjected 1o only health and
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environment conditions
Task 5: erect and develop industrial zones

Task 1: control of money supply and give advice to the govermment on
inflstion and other economic and financial issues

Task 2: maintain stability and follow-up foreign exchange rates developments
Task 3: maintain enough reserves of foreign currency and assets

Task 4: preparstion of criteria for the settiement of old foreign financial

obligations
Task 5: preparation of an economic Early Waming System for MC
Task 6: full consideration of the EPCI
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Page 1 of 2

Subject: Re: poposal for economic policy guidelines
Dear all,

The more | become involved with our group's tasks, while not having sufficient time in addition to my regular
responsibilibes, | am finding more and more relevant information on the Internet, much of it fresh. (Here in Iraqi
Kurdistan, we have an ISP available only in the Erbil area. Throughout the rest of the region we are using
satelite intemet access systems from the U.S. (Hughes Electronics), sort of like satellite television, but with a
computer instead of a TV.)

1 When we think about development and reconstruction we probably, primarily, and naturally, first think of
applying Iraq's great oil wealth to all that we think needs to be done. | would like to refer you to the attached
Deutsche Bank document, "Baghdad Bazaar, Big Oil in Iraq?" that has some very good data about the oil
industry. The document also addresses what might happen dunng the day-after. The report speaks to oil
reserves, infrastructure, production, post-sanctions energy industry, and how will post-sanctions iraq play out.

2 To develop income streams that supplement and offset the ups and downs of oil revenues we need investment
from non-oil sources. Perhaps Iraqis outside the country will play an important role here. In-country production of
consumer goods financed by external venture capitalists is another possible source, Others?

3 | prefer to see much much more emphasis placed on modemizing education, in its broadest form, from
preschool all the way up through postgraduate university education. Iraqis are excellent students, disciplined and
hardworking. But we need a lot of reform, particularly in educational activities that develop cnucal thinking. We
are too imbalanced. our education system places inordinate emphasis on science and technology. and no where
near enough emphasis on the social sciences. For example, | have not been unable to engage economists,
sociologists. and applied anthropologists into my community reconstruction, resettiement, and development
programs.

4 | would also hike to see moare emphasis on increasing family incomes. We are currently faced with the situation
that if the oil-for-food program were to stop 60% of the people in Iragi would not be able to feed themselves.
Since overwhelming investment is likely to come from govemment-owned oil wealth, we cannot assume the new

government's application of oil revenues to public projects will automatically translate into increased family income
for the greater population

5 | have a feeling that with the substantial human and natural resources mentioned by Sinan, Iraq can leapfrog
much of the gradual, slow development process that most other countries have to go through. Iraq has an
educated, skilled, disciplined, and hardworking workforce ready to work. We have substantial resources Many of

us have aiready been there and know it well. but have slipped down due to the constricting situation we've lived
under dunng the past decade. We can do much for ourselves with what we already have in-country.

6 Otherwise, the drafts I've received on the Iragi economy contain substantial information and appear to treat the

points that need to be addressed during the all days after. | would only add the need for an evaluation process to
analyze development expenditures with respect 10 benefits, and the winners and losers.

I might add more specifics related to IK economy in the coming days.

Thank you for putting this together, and lookforward to seeing a first group draft.

Nasreen

11/22/02
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The need for economic policy guidelines

Iraq will have a transitional government immediately after the fall of Saddam regime.
Hence .il is necessary to have in place a clear policy guidelines that may reflect the
common economic views and wide interests of the Iraqi people and their political parties.
Such guidelines may facilitate the implementation of the partial remedies already
identified by some Iraqi professionals and help avoid future misunderstanding among the
concerned parties and eventually balance the “issue by issue” approach advocated by a
group of Iraqi professionals. In this respect, the urgent need for economic and political
stability that might require ad hoc policy measures should not negate the necessity for the
government to identify priorities within a framework of consistent and efficient economic
policy.

But policy guidelines vary as time goes on and the problem confronting the
decision maker is the choice of a certain policy at a particular time. It is therefore
difficult to specify guidelines that fit all times. [n this way we should think of policies to
achieve immediate and short-term objectives and others that help accomplish long-term
objectives.

Having said this, the use policy instruments necessitates the creation of
preconditions. namely legal, political and economic institutions. More specifically the
country needs rule of law, accountability and transparency as well as diversified market
economy, an up-to-date tax system, and sound banks.

Policies in the short run or transitional peri

Irag now lacks economic and social stability basically because of the resource
deficit and high inflation, which caused serious social problems.

How do we deal with the deficit? In the "day after" policy cptions are few.

There are two ways? We either adjust to it i.e. increase production and revenues
or reduce expenditures OR finance it. P

Iraq in the day after has limited ability to produce or trade. Therefore it should
immediately implement a plan of action based on an aggressive policy to mobilize the
required finance,



The sources of financing:

» The release of Iraqi assets abroad.

* The immediate approval by the Security Council of the contracts approved by the
sanction committee as part of the oil-for-food programme.

» Iraq should be allowed to reach or approach its maximum oil eiport capacity.
This will not affect OPEC at least in the short run.

» Suspending payments of debt and reparations. Debt is of course is not being paid.
The suspension here means that interest arrears should not accumulate debt. For
reparations, payments out oil revenues must be suspehded.

e The regional and international community should extend financial assistance to
Iraq. This assistance should preferably in the form of grants,

e All these inflows will back the dinar and will lift its value provided the new

authorities do not resort to printing.

The design and implementation of the above policy measures does not negate the fact
that an integrated package of macroeconomic policies is needed to enhance and
maintain economic stability and control inflation as well as to undertake structural
economic reforms. These policies, which are of development nature, should be
accompanied with the implementation of a huge government investment programme
to complete and upgrade the public infrastructure projects. This package of policies
will eventually balance stability and development objectives.

Development-oriented Long-Term Policies

Policy priorities will be different when the situation has been stabilized. Here the
priorities are more of development nature.

But to implement developmental policies that transform the economy into one
capable of taking off, there are prerequisites including, inter alia, well established
institutions, mobile and highly educated labor force, high level of technical knowledge,



good governance, favorable climate for enterprises, transparency, managerial competence
and education and human development.

¢ The policy here is to pursue both economic growth and economic development at
the same time. The centerpiece of this could be an economic empowerment
system (EES). This system is destined to increase simultaneously the supply of
capital and entrepreneurship in economies that have serious deficiencies in both
these factors of production. The system is based on the cooperative endeavour of
four productive clements namely potential entrepreneurs, bankers, mentor-
technicians, and a credit guarantee fund to mobilize finance and technology for
development where the private sector assumes a leading role. .

e The implementation of the macroeconomic policies will pave the way for
executing a number of economic reform programmes, i.e. privatization and ex-
post evaluation of public enterprises, reform of the banking system, public health
services, social security, and government administrative reform programme. It
will serve the identification of the sector-wise strategies, objectives, and
development policies and investment opportunities.

* Also it should deal with the burden of foreign loans, the need to increase revenues
of public finance and crude oil exports, increasing employment, and the reduction
of grave disparity in income distribution and wealth accumulation.

» The suggested policy also responds to the economic reality by ensuring the
effectiveness of the macroeconomic policies in correcting the price structure,
especially the exchange rates, interest rates, and wages, as well as in reducing the
deficit of the government budget, the trade balance, and the balance of payments.

o Due to its expected effects, the application of the proposed policy would help to
sustain the interrelationships between the economic interests of all regions as well
as accelerating the development of Kurdistan and the south govemerates through
the use of oil revenues in financing the infrastructure projects.

¢ Development-oriented macroeconomic policies entail that a solution to the
external claims must be found. This is due to the fact that the implementation of



those policies requires substantial resources such as granting incentives to support
development in the non-oil sector, especially of the private sector.

It is therefore important to address the question of extemal claims. The debt
burden is a serious impediment to growth as the experience of Latin America
show in the eighties.

The policy makers must build a debt strategy. This strategy has two
components, debt restructuring and new financing. Therefore the first policy
action is to negotiate for restructuring the debt since new financing may incur new
debt on the country. The negotiations of these operations may need to go through
the Paris Club for debt rescheduling and restructuring. This requires a reform
programme supported by the IMF. Iraq therefore needs to build capacities to enter
into negotiations (with the IMF and the Paris Club) since experience is lacking in
this regard. It is possible that through the UN or the Bretton Woods institutions,
Iraq can obtain the relevant expertise.

The payment of reparations will also impose a big burden on the economy if it is
not relieved. The claims are more than $300 billion and a 25% of oil revenues are
deducted for a UN compensation fund. The volume of reparation will increase
with the increase in oil exports. Therefore we should adopt a negotiation policy
with the United Nations on these issues. It should be noted that while sanctions
are the main cause of the resource deficit, when sanctions are lifted payments of
debt and reparations could be the principal cause of the deficit. Since we do not
want the deficit back, Iraq must be relieved from the external claims.

A development-oriented monetary policy should ease credit for financing projects
especially those belonging to the private sector. But the Central Bank, while
adopting such a policy, should be independent from the government.



e The exchange rate policy should aim at increasing the competitiveness of the
non-oil sector including the private sector. The increase in non-oil exports will
eventually provide the basis for adopting a market-based exchange rate.

Economic and financial reform

e This reform entails the effective application of the macroeconomic policies
together with the implementation of indicative development plans. The
programme of action has two stages. Each may last two years. In the first, a public
investment programme should be initiated to build the required infrastructure . At
the same time, active policies to regulate aggregate demand should be executed to
maintain overall economic equilibrium.
In the second stage, taxes and improving the efficiency of public enterprises such
as oil products industries and public services have to be used. In this stage the
privatization programme should be completed. The government should give
special consideration to link wages and salaries of the civil servants to the
productivity and inflation criteria.

Strategies and direction of economic policies
o The new strategies and direction of economic policies have the following
dimensions:
2. The sectoral dimension
b. The ownership dimension
c. The regional dimension
d. The integration into the world economy

Sectoral dimension
We will have to designate the leading sectors on which fture development is to

be based. The following sectors are to be emphasized but the list, needless to say,
is not exhaustive,



1. Agriculture has the potential of earning and saving foreign exchange, a precious
source in ﬂitm'e- Iraq. Support for farmers needs to be extended and an appropriate
pricing policy need to be followed.

2. Reliance on the oil sector will continue for the foreseeable future. This means that
Irag will need to increase its production and export capacity in order to meet the
required financial and foreign currency resources for implementing the (new)
public investment programme. Foreign investment is important here but there is a
need in this respect for improving the investment agreements with the foreign
companies concerned. ‘

The ultimate objective of Iraq's economic policy is to lessen the dependence on
the oil sector. This objective can be achieved by implementing two sets of
integrated policies. The first is to maximize utilization of oil revenues in erecting
and improving the economic, social, and environmental infrastructure of the
country. The second is to encourage development of oil products industry and the
use of gas as energy source and increase their forward and backward linkages
with other sectors.

In principle, optimal oil production and exports should be determined by the
absorptive capacity of Iraqi economy. However, it is essential for the government
to coordinate its oil policy with the current economic, political, and technology
developments in the world energy market. It should, however, maintain the flow
of oil in the market in view of the supply and demand rules as well as its financial
requirements.

Call for privatization of the oil industry must be avoided in the coming few years
especially when it is linked to foreign debt. The oil industry has a long —term
strategic role in future economic and social development and can not be taken out
and put under foreign companies’ control. Hence, oil investment, production,
industrial, and marketing polices should not be influenced by the current financial
problems nor by the foreign and domestic political pressure. Until the new regime
is well established and regain the necessary economic and political bargaining
power, proposition for privatization of the oil industry may acts against Iraqgi
interests.



3. Iraq needs to bridge the technological gap. Therefore the telecommunication and
information sectors must be emphasized.

4. Policies for the human development sector should be adopted. This includes
basically health and education but also may involve enacting laws to ensure rule
of law and freedom of expression and increasing participation by civil society.

5. In the wider social sector, urgent policies need to be designed to tackle the
problems caused by wars and policies of the regime such as displacement and
deportation, in addition to the problems of widowhood, orphanage and
disablement,

Ownership dimension
The new orientation of the development policy and strategy should be to rely
principally on the private sector to participate, with the government, in the design
of development strategy and implementation. We should not be wary of market
forces as long as we make sure that those forces work for development and not
only for profits. The reliance on the private sector means, in addition to
guaranteeing its rights that it has duties to undertake (paying taxes, adhere to
performance criteria and implementing development projects etc.). Apart from
efficiency considerations, emphasis on the private sector will be a matter of
necessity. The government has limited choices in this respect, since it will be
burdened by the payments of debt (which is public in Irag’s case) and of
reparations, if relief did not materialize.

1. Support the private sector to play a leading role in the development process is one
way of developing the non-oil sector. The state should play, through its
macroeconomic policies, an important role in the provision of an enabling
environment for the private sector so that it can assume a developmental role.

2. Privatization is one way of encouraging and developing the private sector.
However, privatization schemes undertaken in Iraq in the second half of the 1980s
were driven by the need to finance the war ‘mﬂ; Iran, and efficiency
considerations were secondary. In addition, many of the state enterprises were
sold at book value to the government-linked private sector. The strategy



govering the reliance on the private sector will have to be reconsidered and
reevaluated with a view to putting efficiency considerations first.

. Private sector will be encouraged to assume any additional investment in the
productive sector to the extent it is able to undertake it. The involvement of the
private sector in the production and distribution of public and merit goods should
be evaluated.

. For the sake of the acquisition of technology and management techniques, joint
ventures with Private foreign firms, to the extent that it implements projects
within the development strategy, should be encouraged.

. Big manufacturing industries, tourism, banking and financial services may attract
foreign investment. While opporturﬁties in construction sector, housing in
particular, agriculture, banking and insurance, trade and services may be the focus
of domestic private sector

. To revitalize the private sector we should understand the informal economy that
currently exist. The informal sector has developed a sophisticated distribution
system to deal with shortages and the inevitable strains imposed by the capricious,
irrational and venal realities of Saddam regime. Economic policies that encourage
small and medium businesses both structurally and institutionally will as a result
promote competition and at the same time, initiate the transformation of informal
sector into formal sector, Tax incentives should be introduced to legitimize
activities, discourage racketeers and corruption.

. While privatization promotes greater efficiency and higher output, lower costs,
broaden the base of ownership and participation in the economy, we should be
aware of the risk of increasing the concentration of wealth where institutional
. an’nngcﬁlcnts are weak or vulnerable to imsider pressure. There should be a
system to monitor the distribution of capital more broadly to avoid monopoly and
corruption. Since we are privatizing the state owned enterprises, most of the
workers, including the decision makers are not educated and familiar with the
privatization process. Therefore, education and training are vital, specifically,
prior to privatizing an enterprise, otherwise, it will have a negative effect on the
GDP. Proper policies and institutions must be in place to carry out the



privatization as planned and in order to achieve the set goals without having a
negative effect on the economy as well as the society. In addition, proper
privatization requires the existence of a stable macroeconomic environment and a
functioning financial market.

8. Some of the policies that should be taken under consideration to develop a
successful private sector include, inter alia, economic bill of right (to guarantee all
people to have access to credit facilities and government grants), tax incentives,
establishment of a credit guarantee agency, building strong corporate governance
and anticorruption system and micro-lending policies. |

Regional dimension-

Because of wars and destruction regions in south and Iraqi Kurdistan have
undergone considerable damage. In the south especially in the Marshes a great
deal of rehabilitation is needed particularly after the drainage carried out by the
regime. This is basically a government responsibility because it is a reconstruction
task. As far as development is concerned there should be an accommodating
industrial and macroeconomic policies to support economic activity in the poorer
regions

The federal system means that, in addition to the federal fiscal system, the
different provinces of the federation will have their own fiscal system. The
provinces will get their share of the national resources but will have to generate

their own resources also,

The political issue of Federal system proposed for Kurdistan of the north has two
main economic implications. The first is related to the State’s sovereignty as far
as the ownership and utilization of the country natural economic resources. These
public resources such as crude oil and gas and minerals, water, land and the rent
of using Iraq space and related public utilities shall be public and all its returns
belong to the State. The exploitation of these resources bj: other parties should be
‘arranged on the basis of a unified State’s law and regulation to be applied in all
parts of the country without prejudice based on geography, ethnic, sectarian or
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religious criteria. The second economic implication of the suggested Federal
political system is related 'to the conditions for effective macroeconomic
regulatory policies. These policies should be undertaken and implemented by the
central government without geographic and economic bias except for reducing the
disparity in public wealth’s distribution and development indicators when
necessary.

The in tion into the world

The development prospects of the Iragi economy especially its non-oil segment
will depend to a great extent on its integration into the world economy i.e. into the
global trading and financial systems. Appropriate policies and positions need to be
adopted here. As far as trade is concerned we will have to adopt a position on joining
the multilateral trading system. If Iraq wants to diversify its export structure through
maximizing exports from the non-oil sector then this requires that fiscal and monetary
policies be designed to achieve this objective, and also requires a secured market
access for products of the non-oil sector. Iraq should make sure that joining the WTO
serves its development prospects.

Iraq will also need to embark on a development-oriented integration into the
international financial system. This will involve renewing dialogue and negotiations
with the Bretton Woods institutions. When the magnitude and the structure of
external debt becomes known, Iraq will need to deal with the debt problem through,
inter alia, the Paris Club given that Iraqi debt is a public one. But this entails dealing
with the IMF to construct a reform program. Iraqi economists will have to equip
themselves for the negotiations with the IMF so that the reform program does not
adversely affect the development prospects of the economy. The financing of the
World Bank will also be needed especially for reconstruction, education and poverty
reduction.

It is clear that one positive result from the integration into the intermational
financial system is the provision of a solution to Iraq's debt problem, However,
policies need to be designed fo manage this integration especially as far as the
liberalization of the capital account of the balance of payments is concerned. Here we
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should adopt a policy of sequencing. Iraq should start with foreign direct investment
because this is mostly developmental and, if it is properly negotiated, should help in
the development of domestic investment capacities.

Institutions like the World Bank and IMF have long followed the Washington
Consensus when giving advice and funds to developing countries. Unfortunately, the
Consensus has been unsuccessful in many countries where poverty is still a major
problem that has not been solved by growth and development.

Although the Washington Consensus is based on free market and focuses on
stabilizing the economy and structural adjustments, it fails because if disregards the
institutional economics, which is actually the prerequisite for implementing
stabilization and adjustment

Developing countries are, today, part of a highly integrated and complex international
system. Therefore, external forces will affect on the country’s economy. Iraq should
establish a good relationship with her neighbors and build a good communication and
transportation system between Iraq and those countries. Careful consideration of
regional economic development with neighboring states should be used to design
enduring economic development plans

In order for Iraq to integrate into world economy, it should reform institutions and
policies at the same time as these two g0 hand in hand. Relevant issues include,
among others, Sequencing of financial flows, Transfer of know-how and tephnology,
Trade liberalization (This policy is part of the negotiation to join the WTO), Labor
force and population mobility, Communications and pro development rules and
regulations.

i

The integration into world economy implies adopting a trade policy that reorients
economic activity to outward-looking export oriented industries and the encouraging
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of dynamic growth by creating a favorable investment climate for foreign investors.

The foreign investment should complement domestic investment not crowd it out.

Financial deepening will be important through the establishment of capital markets
and the inflows of portfolio capital although this requires a well-developed domestic
financial infrastructure which Iraq yet to have.

Traq will also need to strengthen its relations with the network of Arab financial
institutions basically as a source of finance.

Iraqi assets abroad are an important source of investment for Irag. Policies to bring
this capital back should have the priority it deserves.

While the integration of the Iraqi economy into the world economy requires
restructuring Iraq’s external economic relations this should include reviewing Iraq’s
bilateral economic relations with a view to reorienting those relations to serve the

growth prospects of the Iragi economy.

Economic tasks of the new government

For the implementation of the proposed economic policies and the programme of action,

many institutional changes have to take place at the ministerial level and other

government economic and financial departments. Also, it is necessary to lay down
detailed administrative and legal measures for defining the new functions of all
concerned institutions. The anticipated changes should be part of the overall executive,
judiciary, and legal system of the :;ew State. The quick pace of implementation will
depend on the available information at the time. However, it is essential to initiate the
required changes as government guidelines for the new admi:ﬁstrﬁtion, economic,
financial, and development planning departments.

Prime
Office

Minister’s

Announcement of the political project for change

Announcement of the economic project for change

Task 1: end of UN sanctions, food for oil programme, and war
reparation

Task 2: abolition of all sectors planning councils and economic
and financial commissions and institutions linked to the old MC.,
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Their functions should be added to the ministries

Task 3: establishment of Iraqi Development Council

Task 4: establishment of Ministry of Environment

Task 5: change the functions of the Ministry of finance to be
Ministry of Finance and Economy

Task 6: change the functions of the Ministry of Trade to be
Ministry of Trade and International Cooperation

Task 7: all specialized agencies such as administration
development, national planning, computer, Arab statistical
institute should be re-linked to the universities or ministries in
accordance with their functions

Task 8: request all Ministries and government departments and
agencies to present proposals for improving and developing their
functions according to the new constitution and the political and
economic projects for change

Task 9: review all commercial, financial, and economic
agreements signed between Iraq and foreign governments,
_organizations, and companiées since 1990

Ministry of Labour
and Social Affairs

Task 1: abolition of all work permit visas given to foreign
employees

Task 2: preparation and execution of rehabilitation of manpower
programme

Task 3: maintain food ration system and improve its mechanism
and review of goods list during six months

Task 4: setting- up criteria and procedures required for
minimum wage level in all sectors

Task 5: execution of the Social Security Fund as part of SSWS

Ministry of Trade and
International
Cooperation

Task 1: abolition of all oil grants and preferential agreements
Task 2: maintain food ration system and improve its mechanism
and review of goods list during six months

Task 3: review all commercial, financial, and economic
agreements signed between Iraq and foreign governments,
organizations, and companies since 1990

Task 4: preparation of follow-up reports for MC on the foreign
trade and balance of payments situation

Task 5: preparation of foreign trade forecast and prediction of
economic relations development with foreign governments
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Task 5: execution of the economic project for change

Iraqi  Development
and P_{Pconstruction
Council

Task 1: identification of investment opportunities in
infrastructure, suggestion of public investment criteria , projects
selection, and insuring its finance

Task 2: preparation of indicative economic and development
plan on national and regional levels

Task 3: execution of some economic structural reform
programmes such as privatization

Task 4: preparing future strategic vision project

Ministry of Health

Task 1: preparation of requirements for better public health
management and services

Task 2: execution of Public Health Fund as part of SSWS

Task 3: maintain health standards to domestically produced
medicine and to imported medicine and medical equipment

Ministry of Education

Task 1: preparation of requirements for basic education
Task 2: execution of Basic education fund as part of SSWS

Ministry of Finance
and Economy

Task 1: execution of EPCI

Task 2: preparation of an Early Economic Warning System for
MC

Task 3: preparation of follow up economic, financial, and
monetary indicators monthly report for MC

Task 4: preparation of macroeconomic and financial forecasts
for the Ministries, political parties, and privatc sector
institutions

Task §: establishment of new Baghdad Financial Market

Task 6: arrangement for forcign debts settlement with IMF,
WB, Arab, and regional institutions

Task 7: arrangement for settlement of Iragi loans given to
foreign government, institutions, and companies

Task 8: preparation and execution of tax reform programme

Task 9: preparation measures for reducing the size of informal
sector

Task 10: improving tax collection procedure

Task 11: preparation and execution of banking system reform

Task 12: : preparation and execution of government financial
reform

Ministry of

Agriculture

Task 1: lifting restrictions on agriculture product trade except for
health and environment conditions.

Task 2: review and establish new stnlcgy and policies for
agriculture dcvelopmmt

Task 3: activating the role of agriculture development bank

Ministry of Foreign
Affairs

Task 1: arrangement for foreign debts and war reparation
settlement with the concerned foreign parties
Task 2: coordination efforts to reestablish Iraqgi personncl and
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professional posts in Arab, Regional, and international
organizations and institutions

Ministry of Justice

Task 1: arrangement for return of public and individual
properties and assets taken by the previous regime leaders,
ministers, and senior officials, party leaders and all concermned
companies and personas

Task 2: preparation of criteria for wealth and properties tax
system

Task 3: preparation and execution of rules for the cases of
conflict of public interests with personal economic and financial
interests of the politicians

of
and

Ministry
Construction
Housing

Task 1: follow-up of the implementation of the public
mﬁastrucnu'eprojects

Task 2: execution of reform programme for rehabilitation and
maintenance of the existing infrastructure

Ministry of Transport
and Communications

Task 1: preparation and implementation of a comprehensive and
modern communication network and public transportation
system

Task 2. follow-up the implementation of infrastructure projects
especially roads

Task 3: preparation and execution of rehabilitation and
maintenance programme for the existing infrastructure

Ministry of Oil and
Mineral

Task 1: preparation and execution of investment projects for
crude oil production capacity to increase to 6 mb/d

Task 2: preparation and execution of investment projects for gas
production capacity increase

Task 3: preparation and execution of gas liquidation project for
domestic use.

Task 4: revive and modernize sulfur, phosphate, and fertilizer
production industries

Task 5: operation of oil refineries and maintaining three months
stock capacity

Task 6: execute a programme for rehabilitation and maintenance
of oil projects

Ministry
Environment

of

Task 1: preparation and execution of marshes revival project
Task 2: preparation and execution of desertification project

Task 3: preparation and execution of sewage and sanitary
systems

Task 4: preparation and execution of mines clearance project
Task 5 preparation and execution a project for elimination of
chemical, biological, and nuclear effects

The Govemorates

Task 1: execution of town planning, dzstnhutmn of land for
housing as guided by the IDC
Task 2: preparation and execution of annual governorate budgets

Ministry of Industry

Task 1: preparation and execution of projects for electricity
increase for civil and industrial use
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Task 2: preparation and execution of projects for drinking water
and for industrial use

Task 3: preparation and execution of project for utilizing
military industry production capacities to civilian use

Task 4: licenses for new industries should be subjected to only
health and environment conditions

Task 5: erect and develop industrial zones

The Central Bank

Task 1: control of money supply and give advice to the
government on inflation and other economic and financial issues
Task 2: maintain stability and follow-up foreign exchange rates
developments

Task 3: maintain enough reserves of foreign currency and assets
Task 4: preparation of criteria for the settlement of old foreign
financial obligations

Task 5: preparation of an economic Early Warning System for
MC

Task 6: full consideration of the EPCI
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New Currency, Fiscal and Monetary Policies
Guidelines for the Transitional Government of Iraq

New Currency: Why?

It was beyond the imagination of the Iraqis that the foreign exchange value of the Iraqi
Dinar (ID) in the late seventies (was onelD = 3.3USS) will one day deteriorate by almost
660000% to reach the current value (oneUSS$ = 2000ID). Such a striking symptom of the
unpredicted, rapid, and shocking deterioration of the economic situation has created,
among other things, a very bad image of the current currency. Adding to its low value the
dominant ugly picture of the dictator on, make the Iraqis more anxious and looking
forward to change their currency. They definitely want to replace it by New Iraqi Dinar
(NID) as the piles of their current currency remind them with their work struggle and
living standards misery. Some may dream of NID that regain the old value of ID and
have a symbol of Sumer Fountain of the ancient Mesopotamia civilisation on one side
and phrases referring to the values of Liberty, Progress, and Peace on the other.

As Iraqis are still waiting impatiently for the desired regime change, they may consider
the introduction of a new currency as an important step to improve the purchasing value
and the foreign exchange value of the ID. Such popular notion is psychologically
significant in the aftermath of the fall of Saddam regime. Therefore, the introduction of a
new currency is essential for gathering support for the new regime regardless of the real
economic conditions for improving the value of the currency.

To sustain the likely positive impact of the new currency, it is essential to re-establish the
base purchasing and foreign exchange value of the NID as it was in the 1970’s. This
means that the oneNID= 6000 ID = oneUSS. The NID would be divided into 1000 Fils,
20 Dirham, and 10 Rial'.

In practice, putting the NID into circulation should be arranged in view of the available
data and information regarding the amount of currency in circulation and the technical
and printing requirements. The whole “new currency” task should be assigned to the Iraqi
Central Bank (ICB) and must coordinate with the (new) Ministry of Finance and
Economy (MoFE).

Economists may differ on the policy and measures that influence the purchasing value of
the NID and the need for appreciating its foreign exchange value. Such task should be
determined within the suggested macroeconomic, fiscal, and monetary policies.
Therefore, apart from the art of designing the new currency to reflect the optimistic Iragi
ideals and culture, its value and its supply and demand are part of the monetary and fiscal
policies of the transitional government. These policies are in turn part of the government
macroeconomic policy and the economic structural reform programmes®,

' The sensitivity of any anticipated or suggested value of the NID should be considered carefully and hence
it is advisable that any suggestion in this regard must not be propagated.

? The economic and infrastructure group has already adopted the Economic Policy Guidelines for the
transitional government.




Needless to mention that a wide and intensive campaign for increasing public awareness
of the new currency and the procedures, timetable for replacement should be initiated by
the transitional government (ICB&MoFE) immediately after resuming its responsibilities.

Fiscal and Monetary Policies; Lessons from Experience

Given the Iraqi past experience’ and the requirements for promoting a free market
economy in Iraq, the following economic, fiscal, and monetary policies and measures
have to be analysed and considered by the transitional government.

One: Monetary policy was not effective because the interest rate was low and almost
stable. Money supply was mainly responding to the increase of government
expenditures, Therefore, interest rates must be used as an effective instrument to
stimulate investment and savings alike.

Two:  Money liquidity of the public enterprises was high and frequently led to the
waste of public financial resources. This requires a more effective regulation and
accounts’ control of public enterprises. The National Office of Auditing (Diwan
AlRaqgaba Almalia) should play an important role in this regard.

Three:  The government fiscal policy had only government expenditures as the main
variable to influence the economy. No role was given to the government banks and
the role of private banks. The role of financial market was also absent. Since, oil
revenues have been the main source of public finance; the fiscal policy was closely
associated to the oil policy (revenue). Therefore, increasing non-oil revenues coupled
with more rational government expenditures are to be considered by the transitional
government.

Four:  The government ability to control inflation through increasing imports by the
public sector under no financial constraint or economic capacity limits led to
weakening the private sector activities and acted as a disincentive for investment and
saving. Thus, it is essential that the transitional govemment should avoid direct
intervention in increasing imports except for the provision of stable foodstuffs and
very essential commodities. The private sector should resume its role in the domestic

? Since the 1950's, the economic role of the State may be analysed within four main distinguished stages.
First, the State role extended to financing a number of economic (physical) infrastructure projects in the
1950’s. Such role was necessary, though not sufficient to undertake radical and wide economic and social
changes. Secondly, the State partially controlled important industrial and economic activities through the
public sector. In addition, it was engaged in financing a number of economic and social infrastructure
projects in the 1960's. Thirdly, the State monopolised foreign trade and was involved in the direct
management of the public infrastructure projects as well as of significant number of commodity and
services production through public sector enterprises. The period (1970’s to the 1980’s) also witnessed a
role of public sector in the construction activities. This is the era where the State had wide and decisive
economic intervention.

As for the period (August 1990 to present time), it is very difficult to assume that there exists clear
economic policies or coherent measures. There were many detailed, scattered, partial, and arbitrary
economic and financial government decisions. It was designed to serve the narrow financial and political
self-interests. The present period also witnesses the complete absence of public institutions in participating
with the government’s decisions. Therefore, the present period may be called the chaotic, non- institutional,
and a political deterioration era.




and foreign trade activities. Inflation control can not be dealt always by increasing
imports financed by public oil revenues.

Five: The then prevailing situation of no financial constraint on govemnment

expenditures and no need for foreign capital for financing investment has helped to
empower the government economically and politically while the role of the private
sector receded further. It is therefore necessary to reduce the risk of using oil revenues
as an effective economic and political power by the transitional government. In this
respect, the policy of allocating most of oil revenues to finance investment in the
infrastructure through the anticipated activities of IDRC is necessary.

Six: The over protection policy of private sector production and investment
activities has led to weaking the entrepreneurial capacities and to the deterioration of
the quality of domestic products. At the same time, it adds more economic and
political power to the government authorities. This situation should be considered in
the public finance (revenue side) policy.

Seven:  The policies of maintaining low direct and indirect taxes greatly helped the

government to impose their policies and peruse their political agenda®. On the other
hand, this policy led to lessening economic independence of the Iraqis and the role of
private sector to influence government economic policies. Therefore, it is essential
that in public finance non-oil revenues should be increased.

Obviously, the task of formulating and implementing the fiscal polcy (the anuual
government budget) is the main responsibility of the MoFE. The monetary policy should
be a joint responsibility of MoFE and the ICB®.

Financial Problems and Remedies
The scarcity of financial and foreign currency resources became a binding constraint on
economic activities. Oil revenues have sharply decreased and non-oil exports are almost
non existent. Also, the real value of domestic public revenues such as taxes and custom
excises and public services returns have substantially decreased as a result of the
economic deterioration and the inefficiency of the government financial management.
Even if the govemment ability for collecting domestic revenue is restored, public
revenues would not reach more than its 1989’s level. Also, foreign sources including
short- term loans and trade credit for financing imports have reached its maximum,
Therefore, the financial and foreign currency resources will reduce the targeted
effectiveness of the economic policies of the transitional government.
To estimate the required financial resources, the following needs have to be considered.
Financing the reconstruction of public projects. Most important, oil projects for
retaining oil exports capacities and maintaining oil reserve. Also important are
economic infrastructure projects such as roads, seaports, airports, communication
facilities, water dams, drinking water, and electricity production and distribution
projects, Also is needed social infrastructure such as expanding and improving public
health and basic education, and the provision of minimum social care to the

! Details on tax policy are given in the discution paper entitled “ Tax policy: Guidelines for the
Transitional Government of Iraq”,

* Explicit definition of the Ministry's tasks of the transitional government is given in the economic policy
guidelines.




unemployed and elderly people. In addition, finance is required for complementary
investments in the semi-idle public sector enterprises such as sulfur and phosphate
mining, fertilizer industry, and water discharge sewage projects.

2. Financing current government expenditures to carry on administration, health,
education, and public services.

3 Finance is necessary to acquire imported goods and commodities for
investment and for production activities of the private sector,

4, Financing foreign trade by foreign loans and credit facilities. Here, it is
essential to apply a new and clear cut strategy to be guided by fiscal and trade criteria
to be determined by the economy performance and the required internal and external
macro economic balance, In this respect, it is necessary to relatively reduce imports
and increase non-oil exports. For foreign loan debts and long ~term trade credit, it
should be rescheduled and settled in the long —run in view of the future economic
performance. It is very important to ascertain that it is wrong to consider the
settlement of foreign loans and debts as part of a policy to promote inflow of foreign
capital in the short- run. Such policy would not be useful if the economic and political
bargaining power of the government is weak as we envisage at least until the
complete success of EPPA implementation.

5 For military armament’s debts and the imposed UN’s sanctions, the political
will of the nation should work for its cancellation and co-operate with the concerned
foreign parties on the basis of diminishing responsibility of the Iraqi people for its
causes,

Inflation, Foreign Exchange Rate; Causes and Remedies

Since early 1970’s, the policy of increasing government expenditures that increased
overall demand and the actual low growth of non- oil output and productivity have led to
sharp increase in domestic prices despite the use of oil revenues in depressing inflation by
increasing imports by the government. The rapid economic, political, and social changes
that have taken place since 1970’s accompanied with significant international economic
and technological developments were also effecting the prices of imported goods and
commodities. Both factors have led to overvalue of the official foreign exchange of the
ID. As a matter of fact, the exchange rate of the [D was constant till mid nineties by
wrong political decisions, though it should have been devalued from the second half of
the 1970’s, However, instead of taking such a devaluation step, the government subsidies
policy for imported goods and commodities and the accumulation of foreign currency and
gold reserve have maintained the artificial value of the exchange rate in a way not related
to the real economy’s performance. The experience showed that keeping the exchange
rate constant is nothing but increasing the government subsidies to surpass inflation
caused by low output growth and productivity deterioration. The discussions of
devaluation were prohibited during the 1980’s because of its political implications that
revealed the government inefficiency and highlighted the deterioration of the living
standards. The phenomenon also related to unfair pattern of income and wealth
distribution resulting from both price changes and government biased economic and
fiscal policies. However, actual devaluation was apparent in the parallel market since the
end of the 1970’s. This was coupled with the continuous price rise. In an attempt to avoid



devaluation, the government invented an adhoc import policy that need not transfer
foreign currency through the Iraqi Central Bank, This short-lived policy led to further
increase of prices in the medium ~term. The carrot and stick government’s policy also
failed to combat the smuggle of wealth abroad as result of the deterioration in the
domestic political, economic, and social circumstances. Thus, the experience showed that
demand on the US$ continuously increased. Against this, the dictatorial regime continued
to monopolize and fully control all foreign currency resources. They have full freedom to
utilize all government liquid assets in financing military and armament projects. After the
Kuwait crisis, where exports were substantially reduced, the State foreign assets were
frozen, and the government expenditures increased by higher rates, the exchange rate of
ID rapidly and substantially deteriorated.

In summary, inflation and the deterioration and fluctuations of the foreign exchange rate
can only be dealt with by rational macroeconomic, fiscal and monetary policies. The
effectiveness of such policies are in the case of Iraq subject to undertaking radical
economic structural reforms as well as implementing a huge public investment in
infrastructure projects. It is anticipated that all Ministries and governmet departments of
the transitional government should bear the responsiblity of implementing the new
economic project for change®.

Liberalization of the Price Structure
In addition to the inflation problem, the prevailing price structure of goods, commodities,
and prime factors of production cause immense problem for any rational economic
decision. Both the government and the private sector are not able to ensure efficient
economic decisions based on the current prices. Even individuals can not ensure good
economic decisions, Many factors have contributed to this price distortion situation.
Government interventions, monopolies, lack of infrastructure, widespread informal
economic activities are the obvious. However, liberalization of prices needs to be gradual
and consistent with government macroeconomic policies. The process of price
liberalization would result in important economic, social, and political consequences.
Careful attention should be given to this serious problem and the government should
consider the following,

1z To maintain the provision of basic goods and commodities at low fixed prices
for low- income groups and for a limited period. It should consider this as part of the
existing ration system.

2 To achieve certain economic and financial objectives through import duties
and custom policy. This is part of the government fiscal policy.
3 To gradually unify foreign exchange rates in one system. This is a prior step

for full liberalization of foreign exchange prices. It should be consistent with the
macroeconomic, fiscal, and monetary policy.

4. To reduce the existing wide disparity in income and wealth. This can be
partially achieved by tax policy consistent with the macroeconomic policy.

¢ Details on the cconomic tasks of the transitional government are given in the source cited in footnote
nod.



Liberalization of prices will create favourable environment for increasing economic
growth and investment. For social necessities, SSWS will act to counter the problems
associated with the negative aspects of free market economy.

Public Investment: IDRC activity’

It is imperative to rebuild public utilities and infrastructure that were damaged or
destroyed since 1980. Among the priorities of these projects are the extraction and export
of crude oil. Also, in the priority list of the proposed projects are oil refineries,
petrochemical industries, sulfur and phosphate extraction, fertilizer industry, drinking
water, and electricity. Also it is necessary to invest in the heavy and medium engineering
industry. In this category, part of the military industry should be transferred to civilian
use with the help of government investment.

In pursuing public policies, careful consideration should be given to investment criteria in
order to improve its allocation among the govemnorates and regions. Public investment
should be used to reduce the disparity of public wealth among people.

Public investment will remain an important economic variable to influence the economy
and the standards of living of people.

Government Current Expenditure (annual budget)

Government consumption (current) expenditure constitutes a significant portion of
national consumption that in turn constitutes high percentage of total demand. Since it is
necessary to maximize output (GDP) then investment (saving) ratio to GDP should be
increased. That is to say, consumption ratio to GDP should be decreased. However, the
minimum government expenditures will be determined by the minimum administration
cost for rendering public services as estimated in the annual budget. Therefore, it is
essential for the government to take drastic measures to improve the given public services
by strictly using the productivity criteria for the civil servant promotion and recruitment.
Moreover, public administration reform programme — including military manpower and
personnel- should result in reducing government current expenditures. Needless to
mention that enough resources should be allocated to strengthening the internal security
apparatus and enforcing the legal and judiciary system. On the other hand, the
government should encourage the governorates and local communities to mobilize
financial resources to cover the expenses of certain local activities such as kindergarten
and public parks. This would also serves the targeted expansion of decentralization of the
decision- making processes and preparation of the governorates annual budgets.

As for the priority list of government expenditures of the annual government budget, we
may follow the same criteria that determine the priorities of the social, economic, and
environmental infrastructure projects.

In practice, the transitional government should consider that in addition to the allocation
of enough financial resources to provide essential foodstuffs and medicine as well as for
the priority of maintaining internal security and enforcing law and order. Expenditures on
basic education (primary, secondary and high schools), public health services (health
centers and general hospitals), improving environment services (sewage), rehabilitation

” Details of the IDRC objectives, activities, and sources of finance are given in the documents and the final
report of the IDRC group.




of unemployed people, and public transport should be given priority and high portion of
total expenditures. Expenditures on the ministries responsible for running public sector
enterprises would have less priority.

The criteria used for the allocation of public revenues (govmment expenditure) should, in
general, be determined on the basis of the kind and number of the beneficiaries. Low-
income groups and young people have obvious priority.

Final remark; while the given guidelines would facilitate performing the huge tasks of
the transitional government in the fields of issuing new currency and formulating the
fiscal and monetary policies. It is our belief that the accumulated expertise of the Iraqi
institutions and highly qualified individuals inside Iraq will undertake these tasks
efficiently and disaggregate the policy guidelines into practical measures.

London: 22™ Dec.2002.
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Debt Relief in Iraq
Some thoughts

Introduction

Reliable estimates on Iraq external debt are lacking or not comprehensive to say
the least, The only official figure is the one supplied by the Iragi representative to the UN
in 1991 to justify a moratorium on the payment of war reparations. The figure mentioned
was USD 42 billion. This figure excludes interest and if this is added taking an average of
5% per year the external debt amounts to about USD 75 billion in the year 2002, If the
Gulf debt, which is equivalent to USD 40 billion, then total debt is equal USD 115 billon.
Another estimate, not different from the one just mentioned, reported in the Economist
Intelligence Unit. This estimate is about USD 62 billion excluding both the Gulf and the
Russian debt which amount to about USD 50 billion bringing the total to USD 112
billion. .
What is known about the structure of debt is that the Gulf one is interest free, About 55
per cent of the remainder is a public medium to long-term debt. The rest, which is trade
related is a short-term trade owed to regional and international private corporations.
However about half of the short term debt is interest in arrears.
Little known about the geographical structure of the creditors. Apart from the Gu.lf,
France and Russia are among the most important creditors.

The debt is accumulated by the amount of interest, which is not being paid.

A negotiating stand

The burden of external debt is seen in the fact that it is almost four times the gross:
domestic product.

Iraq will have to seek the renegotiation of its debt. Iraq, in this case, will be no different
from other debtor developing countries whose debt is restructured in various interational
forums most important of which is the Paris Club. Therefore the future Iraqi goveﬁmmt
will have to adopt a position on this issue. Technically speaking, the Iraqi negotiators will
have to consider different scenarios reflecting the effect of debt payments on the import

level and welfare of the people. Three scenarios are envisaged.
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(a) The debt is to be paid according to an amortization schedule adhering to the
original contracts. Repayment of external debt therefore will be made irrespective of
what effect the payment of reparations will have on the trade balance. This case is
expected to produce the worst results for Iragis as far as growth is concerned. Financial
outflows will be large due to the fact that no condition is imposed on the payment of debt
service. The position of Iraqis under this scenario is to try their best to at least reschedule
these amortization schedules assuming that they do not get better deals than rescheduling
(rescheduling is explained later).

(b) Iragis will have to link their debt service to the other major external constraint
i.e. war reparation. Therefore, if the payment of reparations causes a trade deficit, then no
debt is paid. Iraqis will present their case as a trade-off strategy. For the creditors to get
their money back, the intemnational community must reduce the reparation ratio, which
means the higher the reparation ratio the country pays the lower the ratio of debt service.
This case rests on the accounting basis of the balance of payments, because if the current
account is turned into a deficit as a result of the payments of reparations, then the capital
account must be in surplus.

(c) The third scenario assumes that nothing is paid, neither reparations nor debt
service, unless a trade surplus is attained. In other words, this case gives priority for
imports over the payment of reparations and debt service. The experience of debtor
countries points to the fact that having a trade surplus is important for debt service. Some
debtor countries achieved such a surplus through import compression, others, especially
within the middle-income developing countries, through export expansion

The adoption of this scenario indicates that the Iraqis will be awarded a relief but
in the sense that debt is not going to paid before the need of the economy is satisfied.
However specific relief measures need to be undertaken through debt restructuring or
fresh financing (see later). The third scenario is the one Iragis should negotiate for
because to give priority for imports means providing the necessary inputs for growth and
welfare purposes.
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Debt and the Financing Gap

Debt management comprises measures that aim at restructuring existing debt and
obtaining additional financing. We need however to put the debt restructuring and the
new financing in the right context. Why Iraq in the future will need debt restructuring or
financing? The answer lies in the fact that debt service payment will cause a financing
gap or reduce the surplus of the balance of payments. This will have important
implications for the growth of the economy and the welfare needs of the people.

But how does this gap come about in the first?

When countries formulate a development plan or programme they estimate the financing
requirements of that plan or programme especially its foreign exchange component.
These requirements are to be compared to the financing sources.

The financing requirements are determined by the:

1- Current Account Deficit.

2- Capital flows needed for repayment and reduction of arrears

3

4- Resources needed to increase the level of reserves

Capital flows needed for foreign investment

As to the financing sources or capital inflows they consist of projections on:
1- Inflows of Disbursements

2- Inflows of Foreign investment. :

3- Any other capital inflows including the depletion of reserves

The financing gap is the difference between the financing sources and the
financing needs.

The country will have to decide on a strategy to close this gap through adjustment
(basically through the reduction of imports or increasing exports), debt restructuring or

financing. It can also concentrate on non-debt means to close the gap.
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The emphasis on adjustment to close the gap using through import compression is a
deflationary option. Many developing countries especially in Latin America followed this
route in the 1980’s as a way to manage their debt crisis. The idea was to create a trade
surplus through import compression. Needless to say this has not been a growth-oriented
adjustment and that is why the decade of the 1980's was described as a lost decade in
terms of growth for developing countries. In addition, while the trade balance, was, no
doubt, affected by the compression of import volume, it may be enlarged by the adverse
movements in the terms of trade where the price of oil in the Iraqi case plays an
important role. Therefore to say that the reduction of imports is a non-debt creating
instrument depends to a great extent on the movement of the terms of trade.

In addition, Irag may choose to bridge the financing gap through exchange rate
manipulation or by increasing exports if this possible.

If it is not possible for Iraq to embark on adjustment policies or if this proves to
be harmful, as the situation is likely to be, then the country should opt for financing the
gap. The approach here is determined by the extent to which the country desires to have
debt and how onerous this debt is. But when the country secks financing, it should follow
a policy of sequencing. The country should first negotiate for grants (This depends on the
size of the financing gap). Then it should investigate whether to opt for foreign
investment, and within this the sequence should seek FDI first.

If the country, however, had no alternative but work on the debt side then the
most important criterion is to avoid heavy or onerous debt. Working on the debt side will
imply two measures: Debt restructuring and new borrowing which are the components of
debt strategy. The sequence of the implementation of this strategy implies that the
management of debt should start with restructuring of existing debt (before contracting
new debt) because this might be sufficient to close the financing gap. Within this, there is
also a sequence. The country should negotiate for stock of debt reduction (forgiveness)
because this will imply reduction in debt service. If this proves to be not possible then the
country must try to negotiate the forgiveness of all or part of the debt service flows.
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Then the country should opt for debt swap since this may imply some sort of
reduction if the deal is favourable. Rescheduling, in the sense of postponing debt

payment should be last because it does not reduce the debt.

Debt Restructuring Operations

Having said that, the debt restructuring component is effected through various
operations. There are specific circumstances that necessitate the adoption of a particular
operation. The general criterion however is that debt restructuring gives a breathing space
for the country to put its house in order in order to avoid expanding the financing gap and
new borrowing. The debt restructuring operations are:

a- Rescheduling interest payment or principal repayment

Iraq resorts to this operation if it views its debt problem to be a temporary
phenomenon. This means that it only needs liquidity which can be obtained by extending
the maturity. Rescheduling will turn restructuring into debt relief if the terms on which
the repayment is rescheduled are easier. The saving that the country generates should be
used to enhance export and growth prospects.

The financing gap will be reduced during the period when the operation is
executed. Afterwards the financing gap will be bigger reflecting the original and the
rescheduled stream of debt service payments. There will therefore be a need for a new
borrowing to finance the subsequent gap. To avoid this new borrowing the country has,
during the period when the rescheduling takes place, to mobilize enough non-debt
creating resources for growth and debt servicing. The extent of the effect on debt and the
financing gap will, no doubt, depend on the terms of rescheduling. Those terms relate to
interest rate, grace period and maturity but also include the repayment profile negotiated.

b- Rescheduling interest or principal arrears

Arrears do not appear in the financing gap because the latter consist only of flow
variables. Therefore when arrears are rescheduled and paid, the debt service will increase.
When the country agrees to rescheduling arrears it means that it has an access to finance

it wants to use for debt servicing. This finance may come from an increase in export
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earnings or new financing (grants or loans). It is always better for the country if it is
confronted with rescheduling of arrears, to finance this rescheduling with grants or
proceeds from exports rather than borrowing, otherwise the debt burden will increase
both presently and in the future. The presence of arrears creates debt overhang and limits
the access of the country to further credit, but by accumulation arrears the country avails
itself with credit. The repayment of arrears, on the other hand, should increase the credit
standing of the country.

d- Forgive debt flows or debt stock

This operation is resorted to if the country feels that whatever it earns in terms of
foreign exchange will be used for debt service. There will be a disincentive for the
country to implement a program that generates this foreign exchange. Thus debt
cancellation will correct the situation. Countries also request forgiveness because their
situation does not permit them to seek new debt. Thus this operation is resorted to
basically to increase the credit-worthiness of the country.

This operation is the best for the debtor and the easiest for the operator but the

most difficult to negotiate,

e- Debt buyback

The debtor country or an intermediary may, under this operation, buy its debt
back in the secondary market at a discount. Recourse to such an operation is justified if
the discount is very high, if the country has access to non-debt creating resources and that
those resources are not immediately needed for development and social purposes. In any
case the country will have to evaluate the alternative use of resources.

This operation may be resorted to when rescheduling is not doing much help and
that the country may be pressurized to generate resources through the increase in money
supply inducing inflationary pressures.

The extent to which this operation improves the debt situation and the financing
requircments of the country depends on how the resources are generated and the
opportunity cost of those resources. The actual debt will of course be reduced but a new
debt may be created if the buyback is implemented through borrowing. The debt service
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of the new debt will depend on the terms of that debt. If it is really meant to be a debt
relief then the terms should be as concessional as possible. When the country finances the
buyback from its financial reserves, debt will not be created but then the country will
have to evaluate the loss in interest income and in potential imports. In addition, one line
of defense of the exchange rate will be lost leading to depreciation in that rate under
which case the effect of debt reduction will be nullified (Debt service cost will increase).
The buyback could be financed as part of a debt reduction deal under which case the
resources are obtained through grants from bilateral or multilateral sources.

The effect on the financing gap will be positive because as debt is reduced future
debt service will also be reduced. The effect will be more positive if the buyback is
financed by a grant because financing sources will be increased by the amount of the
grant and there will be no debt to service.

f- Swaps

Debtors sometimes seek relief by resorting to debt swaps. Two kinds of swaps can
be singled out, debt for debt and debt for equity. The former is a transaction whereby the
existing debt or part of it is exchanged with a new debt or debt instrument with a discount
applied to this instrument. The discount is determined in the secondary market. The
transaction can affect the stocks of debt as well as the flows. With respect to the former a
discount is applied to the nominal value of the new debt under which case the outstanding
debt is reduced. If, on the other hand, the nominal value of the new debt is at par with the
old debt then the only way to obtain the discount is for the new debt to have a lower
interest payment. In this way the debt service stream, the flow variable, will be affected.
The debt instrument can take the form of a bond (The debtor country issue the bond).

The effect on the outstanding debt of the swap depends whether it is done at par
or at a discount. In fact there is a net increase in ihc volume of debt if the swap is done
through a par bond since the country will add the value of the bond to its debt.

To sum up, the exchange of debt by a par bond means an interest rate relief but
the exchange by a discount bond indicates a principal relief. It is possible to have a deal

under which case you have a discount bond with a lower interest rate,
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Many elements will affect the financing gap. In the first instance the gap will be
reduced through reduction in principal due to swap at a discount, secondly the gap will be
reduced through a reduction in interest if the debt is swapped at a par value.

The other kind of swap is the debt for equity. This amounts to retiring part of the
debt for equity. An investor (foreign or national) buys part of the country’s debt at a
discount in the secondary market. The discounted debt is converted into domestic
currency to swap it for domestic equity. The attractiveness for the investor is that he will
get the debt with less than its face value and probably in a favourable exchange rate.
From the point of view of the debtor it will have its debt reduced but also it will increase
its FDI provided that this investment is additional. Many debtors combine this operation
with a privatization programme and the procedure amounts to a repatriation of capital if
the investor is a national living abroad.

The financial burden on the country takes the form of dividend or profit
remittances. It should be noted however that servicing profits is more compatible with
abilities of the economy than servicing interest payments.

The financing gap will in general be reduced except in the year where the swap
takes place. In this year there will be outflow of resources equivalent to the value of the
debt to be swapped and an inflow from the additional FDI obtained.

One last question is that the equity to be swapped can be either public (Hence the
privatisation option) or private. When the latter is the case the government has to acquire

the private equity, which implies domestic resource mobilization by the Government.

g- Accumulate principal or interest arrears.

This action will have the effect of increasing the debt but reducing the financing
gap because of the fact that debt is not serviced. The debtor resorts to this action when it
ceases to have an access to the needed external finance. The accumulation of arrears

however has negative effects on the credit standing of the country.

h- Payment of arrears
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This will reduce the debt service arrears and if this reduction is equal to 100
percent the debt will be brought back to the initial level. But the financing gap will
increase in the year when the payment takes place. The arrears may be paid through
inflows of grants. Therefore their effect on the balance of payments is neutral. If

payment is financed from reserves there will be inflow into the balance of payments

New borrowing in balance of payments is designed to finance the current account. In
debt management it is used to finance the finance requirements. As mentioned, the
criterion in closing the gap is that flows of debt-creating nature should, as far as possible,
be avoided. To determine the need for new borrowing we also need to go through a
sequence. First, the initial gap will have to be evaluated. In other words, we evaluate the
gap without debt restructuring. The need for new borrowing will be determined then.
However it is better for the country to negotiate for grants to narrow the financing gap.
The new borrowing will increase the debt stock but will decrease the gap when
disbursement is made and will increase it when repayment of the borrowing is made.

The country should have an idea from where to borrow and the currency mix of this

borrowing. In fact some negotiation should be held before specifying the new borrowing.

Conclusions and Recommendations

Iraq will face formidable challenges after the regime change. In the first instance Iraq will
have to regain economic stability and lift the value of the national currency. Needless to
say the correct way to do this in a sustainable manner is through supply side measures
where productivity is enhanced and export competitiveness increased. But these are long-
term measures and beyond the urgent measures the transitional govemment will have to
undertake. The immediate measures needed are financial in nature. As far as external
debt is concerned, and before starting the negotiation process Iraq needs to agree with the
creditors on freezing the payment of principal and interest (Iraq is not paying at the
moment but interest arrears are accumulated) without the accumulation of arrears.
Having attained economic stability, Iraq will have to initiate a process of negotiations of
debt. It is important to build a database on debt transactions. This should start
immediately i.e. while stability is being restored. Such a database will give a detailed
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Picture on creditor and terms structure of all debt transaction, something essential for

designating which segment of the debt to propose for negotiation.

It is very difficult to propose the operation Iraqis will advocate among the ones discussed
above. Rescheduling is of course an option. The idea here is for Iraq to have a breathing
space to accumulate the resources to start the payment later. But the accumulation of the
resources in the Iraqi case will basically depend on the behaviour of the price of oil,
which is uncertain. Also this option will merely postpone the problem and in many cases

the debt might become more onerous in the future.

The new conditions of Iraq necessitate the forgiveness of the debt especially the official
one. A great deal of this debt is was contracted to procure military equipment and to
finance wars. In addition the forgiveness of the debt and the interest arrears will increase
the import capacity and economic relations with trading partners. It is true that the debt
servicing capacity of Iraq may be greater than most developing countries but this is only
under normal conditions not when the country needs emergency assistance and needs to

accumulate resources for reconstruction.

An interesting option for Iraq is to consider the operation of swapping debt for equity as
explained above. However the negotiation should ensure that any investment that would
replace debt should be additional and that it should take place in the non-oil sector. A
definite proposal cannot be made here without knowledge of the details of the debt
database, but the principle here is that the new Iraq is to encourage investment and one
way to do that is through this swap.

Finally it is very important to hold in the first three months after the change an
international conference on the problem of external debt in Irag. The following agenda

can be suggested.

1. Anoverview of the Iragi economy in the last thirty years especially the cost of
destruction from wars and embargo and the resources needed for reconstruction.

2. The external constraints in the Iragi economy, debt and war reparation.
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The genesis of the debt problem in Iraq and its effect on stability, reconstruction
and growth

The burden of external debt, the volume of debt, and the need for a centralized
database.

5. Approaches to solve the debt and the reparation problems

The need for Foreign Direct Investment and the relation of this to the resolution of
the debt problem in Iraq.
Other matters

The institutions that would participate in this conference

o A

United Nations Development Programme (UNDP)

The World Bank and the International Monetary Fund

The United Nations Conference on Trade and Development (UNCTAD).
Arab Financial institutions

Representatives from Paris Club and Creditor Government
Representatives from the International and Arab Private sector
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1. INTRODUCTION

Iraq has had an advanced system of water treatment plants and supply system. In the Center and South, the
system is composed of 210 water treatment plants (WTPs) serving urban populations and 1,200 compact
WTPs to serve rural population areas. In sanitation, one third of the population (in urban areas) is served by
piped sewage systems with treatment plants and the rest rely on septic tanks aided by fleets of sewage
tankers.

However, since 1991 the overall efficiency of the entire system has dropped to 50% of nominal efficiency
rates due to the absence of human and financial resources, lack of spare parts, equipment, proper
maintenance and lack of sufficient electrical power. The per capita share of water has dropped by up to a
half in urban and rural areas. Water quality has also deteriorated during this time.

The deterioration in the quantity and quality of water available has contributed to an increase in the incidence
of water-bome diseases among infants and children under five years of age. It has also caused an increase
in the prevalence of malnutrition among the under-fives.

Many water treatment plants are malfunctioning due to a lack of spare parts, low maintenance and a reduced
number of qualified staff. Electricity shortages and the deteriorating distribution network are also contributing
to the decline in water services,

For the Northern part, before 1991, Saddam's Iragi government conducted a deliberated destruction against
Kurdish settiement. More than 4,500 villages were destroyed, and families were relocated by force into a
newly created Collective Towns (CT). There were poor WATSAN services in those CT. ARer 1991, many of
the destroyed villages were reconstructed and thousands of families retuned back to their original places. But
majority are still living in the CT.

During 1980 and 1990, some big projects were implemented to serve the big cities of Dohuk, Erbil and
Suliemanlyah, like Chambarkat in Dohuk, Ifraz in Erbil, and Dokan in Suliemaniyah. However, after 20 years,
these projects need rehabilitation and extension due to the increased number in the population and demand
for water. Especially in rural areas were massive resettiement process is taking place, and other services are

improving (like road network, electricity, ...etc).

Water supply had been improved in iraqi Kurdistan (1K) with resources made available from the oil for food
program, especially in rural areas. Many new construction, extension and rehabilitation of the existed water
projects took place. Also there has been a good improvement at the Urban and Semi urban areas.

The sanitation services are similarly affected. in Baghdad alone the pumping stations for the sewerage
network are functioning at less than 40 percent efficiency. This in tum is leading to a more rapid deterioration
of the sewerage network as the pipelines, especially those made of concrete, are corroding faster due
sewerage sitting and decomposing in these pipes. Effluent is now leaking from the pipe joints causing the
lower soil strata to dissolve and the pipelines themselves to collapse.

Similarly, the state of Sanitation sector is very poor in the Kurdish Region. Currently, with limited support
from 986, storm drain networks are implemented in the three main cities, where there is no Sewerage for
Waste Water constructed anywhere. At the same time limited sanitation Works is done in the small cities and
towns. At the rural areas, sanitation projects are Limited on just the construction of latrines for individual
houses.

A new program s needed for an integrated plan for the sanitation sector with emphasis on recycling options
and environment protection.

The drought and unavailability of efficient amount of rain during the years of 1999, 2000, and 2001, has
increased the concem for water supply to the population. Decision makers should look toward making
comprehensive plans to deal with the water issue on a strategic manner.

In the future the WATSAN sector should be given a priority. Parallel to that a campaign for community
awareness toward water consumption and water protection should be implemented to ensure household
water secunty.

Today, UNICEF supports the rehabilitation of the WATSAN systems using supplies and equipment procured
under the Qil For Food Program (OFFP).
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BASIC FACTS

Total Population with water access:

For the Center and South: 93% of urban population and 48% of rural population. 79% total (15.75
million). Source: UNICEF/Care Intemational (Preliminary Survey results 2001/2002).

For the North: 97.4% of urban population and 85% of rural population. 93% total (3.2 million).
Source: UNICEF (Survey results 2002).

The situation from 1990 - 1999:

Decrease in quantity of water supply by more than 50 %

Six-fold increase in water contamination

Deterioration of raw water quality due to untreated sewage disposal and drought effects

More than 90% cut in government budget allocation to cover local expenses

More than 40% cut in number of personnel, loss of experience and expertise of 20 years
Decrease in auxiliary machinery and equipment (garbage collectors, tractors, loaders, etc) from
estimated 6,500 units to 700

Two-thirds decrease (from 60 to less than 20) in operational workshops, with the remaining 20 in
very poor condition.

Water losses through the deteriorating network have more than doubled (from 15% to more than
35%)

Frequent power cuts interrupting system operation by at least 10 hours/day.

Progress made from 1997 = June 2001:

Rehabilitation of 35 Water and Sewage systems benefiting 5.5 million people.
On-the-job training of 1,300 lechnicians and operators

Undertake a comprehensive sector assessment due for completion by June 2001
Training of core staff for MiS operation in four local WES authorities

Partner Government Agencies: (for the center and south)

Baghdad Water Authority (BWA)

Baghdad Sewerage Authority (BSA)

General Corporation for Water and Sewerage (GCWS) and local water and sewerage authorities

Partner Government Agencies: (for the north)

Municiplaities in Dohuk, Erbil and Suliemaniyah.

Departments of Rural Water in Dohuk and Erbil

Water and Sewerage departments in Dohuk, Erbil and Suliemaniyah.

Future of the program (Sustalnability):

The government at present does not have the finandal and technical means to properly maintain
waler and sanitation systems. It is important to consider resources beyond what is being provided
(equipment and supplies) under the Qil-for-Food Program.

Capacity building of existing local water and sanitation workers.

Establish/expand water and sanitation Management Information System

Completion of a comprehensive study to set possible scenario for sector’s mid-term and long-term
rehabilitation and development.

Other agencles/organizations Implementing a similar type of program
UNPHS (United Nations Program for Human Settlements), especially in the north.
UNOPS (United Nations Office of Project Services), especially in the north.
CARE International in the center and south,

international Committee of the Red Cross across the country.
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OVERVI
a- The Situation in the Center and South

Iraq is a country where waler resources are available in abundance. By the end of the last decade
Iraq enjoyed potable water coverage of more than 95% in urban areas and 70% in rural areas. The
advanced water system in center/south Iraq is composed of 220 traditional water treatment plants
mainly to serve urban areas, 1200 compact water treatment plants (mobile) to serve rural areas, 90
well schemes, 130 boosting stations and hundreds of thousands of kilometers of water conveyance
pipes. Water is mainly drawn from surface water bodies.

In sanitation, one quarter of the population (in urban areas) is served by piped sewage systems.
These systems are composed of 14 sewage treatment plants, some 250 vertical sewage-pumping
stations, and more than 1500 sewage and slorm submersible pumping stations. 50% of the
population relies on septic tanks supported by fleets of cesspool emptiers and the rest dispose of
sewage directly into rivers, streets or open areas forming ponds of stagnant water and causing
contamination and environmental hazards.

Due to the absence of human and financial resources, lack of spares, equipment and proper
maintenance, the system'’s overall efficiency has dropped drastically over the last decade. At the
same time, no new systems have been constructed to cater for the increase in population. This is
over-sirelching the weakened capacity of the existing systems.

Recent estimates showed that US$700-800 million is required to rehabilitate the existing system.
Rehabilitation, which cover supplies and cash requirements will entall an efficiency increase from a
current 40-50% to an average 70%. Filling the gap to reach universal accessibility to Water and
Environmental Sanitation services where the under-served and the un-served will also be covered
would require several billlons of US Dollars.

Problems that characterize the present situation of the sector can be summarized as follows:

The quantity of delivered water has deterioraled. The average per capita share of water has
decreased due o reduced efficiency of the exiting water schemes, increase in the Unaccounted For
Water (UFW) and increase in population without having an increase in treated water quantity.
(UNICEF/CARE survey in 1997 and preliminary results of 1999-2000 survey)

Contamination of water samples increased from an average of less than 5% to more than 25%.
Moreover, contamination detection and containment systems are weak.

The quality of raw water has drastically deteriorated due to discharges of untreated sewage and
other effluents’ disposal into surface water bodies. The drought has even magnified the effect of this
factor,

Auxiliary machinery and equipment such as garbage collectors, tractors, loaders, lorries, excavators,
water and sewage tankers, jetting vehicles, personnel and transport vehicles, etc, have dropped
from estimated 6,500 units to 700 (statistics of 1997). The number of repair workshops has dropped
from more than 60 to less than 20. (Since 1997 and under the Oil For Food program many
machinery and equipment were brought 1o the country and hence the numbers should be up).

The number and the quality of personnel - including managers and engineers, technicians,
supervisors and clerks and operators drivers and laborers - has decreased substantially due to low °
income. For example, the current number of staff working for the General Corporation for Water and
Sewage is 11,000 - compared to the approved number of posts, which is close to 20,000. Average
years of experience dropped from eslimated 20 years to 9 years. Exposure to training courses has
dropped from 2 weeks/person/year to almost nil,

Water losses through the network have increased from an estimated 15% to more than 35%. The
incidence of breaks in networks increased threefold. lllegal connections and misuse increase the
total amount of UFW to 50%. The same applies for sewage networks.
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Power cuts, which directly affect system operations average more than 10 hours/day. The quality of
electrical power (missing phases, altered frequency, etc) is also damaging electrical systems. Almost
all the standby generators are old and out of order with capacity reduced to 30-50%. The effect of
power cuts is actually longer than the duration of the power cul as re-commissioning of the plant and
refilling the main pipes of the network normally requires extra hours.

Stocks of effective spares have been depleted. For example, the book value of effective spares in
Nineveh govemorate dropped from US$391,200 in 1990 to US$12,500 in 1999.

Increase in the number of collapses of sewer pipes. In Baghdad city for example there were 18,000
pipe’ settlements and breaks during 1990 - 1997 compared to only 18 during the period 1985 to
1990.

Reduction in the water levels of the rivers, branches and tributaries due to the drought season. The
dryness of the canals in some rural areas caused complete shut down of water projects. Water -
discharge in some of the main rivers such as Diala River decreased to 29% of its normal discharge.
Maximum flow in the Tigris in the year 2000 is 46% of that in 1996. All of this has had a negative
effect on water treatment efficiency.

Though the *0il for Food Programme” (OFFP) Iraq is able to partially cover the supply side of the
problem. Supplies that have so far arrived through the programme within the past four years (eight
phases of the OFFP) amount to around US$120 million. This is barely 20% of the required inputs.
Moreover, the absence of the cash component is limiting the extent to which benefit is achieved from
the amiving supplies. In many cases, spares and equipment are lying idle in warehouses for lack of
sufficient cash for installation, purchase of local materials and labor, and operafion.

b- The Situation in the North (Kurdish Region)

The impact of Saddam’s policies of destruction and neglect to urban and rural settliement and needs
for operation and maintenance in IK, and the sanctions on Iraq, has been particularly noticeable in
the delivery of infrastructure services such as water supply, drainage, wastewater disposal and the
management of solid waste. The current situation could be summarized as follow:

0 Cument limitations in institutional management capacity, low citizens' awareness on the
appropriate use of services, and the absence of resources for funding their operation and
maintenance has only compounded the problems in this sector.

Q0 Provision and upgrading of urban infrastructure, particularty water supply, drainage and
wastewater disposal, and solid waste ("Urban WatSan") cannot be isolated from broader urban .
rehabilitation activities. Therefore, programs for their improvement, while specific in nature, need to
take into account integral urban rehabilitation strategles.

Q@  UNICEF is the lead agency responsible for developing policy approaches and plans for WatSan
sectoral action in the IK under SCR 986 in consultation with the Kurdish Authorities. UNICEF has
made a general assessment of present conditions of Urban and Rural WatSan in K. In the
meantime, UNCHS (UN-Habitat) is proceeding with the implementation of integrated programs for
housing provision and for the upgrading of rural and urban settiements. WalSan services are an
integral part of such pmgrams aiming at providing adequate and efficient shelter solutions to theur
target groups.

0 There are presently clear gaps in the overall implementation of WatSan activities in IK that, if
not attended in time, will jeopardize the lmpad and sustainability of actions in complementary
seclors, namely:

1. Absence of standards and performance criteria for WatSan services in rural and urban areas;

2. Detailed assessment of WatSan conditions In medium size urban areas, and the setting of
priorities for action on a city/town basis (from drinking water production fo wastewater treatment);

5
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3. Detailed assessment of solid waste management needs and options in medium size urban
areas, and the setting of priorities for action;

4. Upgrading local capacity for the management of WatSan services in rural and medium size

urban areas, including the funding of operation and maintenance routines;

5. Sefting of standards and criteria for the improvementextension of WatSan services in large
urban areas, pending the production of citywide plans.

GOALS AND E S

Center and South

Rehabilitate, repair and maintain water and sanitation facilities including water treatment plants,
sewage treatment plants and pumping stations, and associated water supply and sewerage

networks in center/south Iraq. Efficiency of rehabilitated/repaired/maintained facilities will increase by
10-30% depending on scope and size of works. Population will benefit from the enhanced services in
terms of better quality and quantlity of potable water and quality of sewage disposal and treatment.

Install new compact water treatment plants coming through the Oil for Food Programme. This will
ensure proper waler services to un-served rural areas and under-served urban areas in center/south
Iraq. Procure more.

Install new compact sewage treatment plants coming through the Oil for Food Programme. This will
ensure proper sewage disposal thus reducing contamination loads on water bodies.

Improve technical capacity of the local workers through exposure to on-the-job-training by; the
contractors who will undertake the rehabilitation works.

Ensure that supplies coming from the Qil for Food Programme are properly installed and functional.
This will ensure optimum utilization of these supplies for maximum performance and heatlthy life

span.

North
Construction of new, extension and rehabilitation of water projects in IK. Including, securing new

sources, improvement in the old networks, capacity building and operation and maintenance.
Consideration must be given to the Drought threat.

For Water Security, each household should receive:
a) For urban dwellers: 250 litter/capital/day
b) For semi-urban dwellers: 250-150 litter/ capital/day
c) For rural dwellers: 80-100 litter/capital/day

Improvement in water quantity should be parallel to improvement in water quality involving good

action in purification aspect.

4.

Establishing a comprehensive combined storm drainage and wastewater networks in the cities and

towns, involving recycling with high technical level.

5. Constructing solid waste management plants with different scales in dities and towns.
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4.1 Population

Iraql Population per Governorate

Govervenate Population Adulis* Children under one
Ninewa 2,521,260 2485412 65248
Tameem 5149 859,791 21,703
Baghdad § 499,975 629,742 170,233
Salah al-Din 976,128 949 461 26,667
Diyala 1371310 1239573 31,737
Asbar 1,270,952 1,234,299 36,653
Babylon 1,408,730 1,374,081 34549
Kesbala 741,744 22446 19,008
Naja 950,m 923,087 27,138
Qadissiys 915564 891438 24,126
Muthansy 569,933 353,852 16,081
Basrah 1,981,901 1922659 9,242
Miesan eI 517,591 30,731
Thi-Qar 15338871 1492,764 46,107
[— 938,734 915,174 13,560
Dakuk 817,3% 799,130 18,246
Erbd 1,334,176 1310,784 23,392
Sulsymaniyah 1605506 1582435 23071
Tol 27072098 26,373,919 698279

42 Population distribution (only avallable for the 3 Kurdish governorates)

The present population in IK as reported by WFP is 3.707 million. Some 30% of it is reported to live
in rural areas. Population is distributed as follow:

Governorate Population in settlements | Percentage of total in
Total: 3,707,850 settiements

Duhok 807,005 21.1

Erbil 1,316,162 36.2

Suliemaniyah 1,584,683 427

The figures include urban, semi urban and rural area. More than 1.445 million lives in the main three
cities are as follow:

Duhok city 220,000
Erbil city 703,022
Suliemaniyah city 522,636




Another 1.1 million lives in other urban and semi urban areas. Bringing the total urban population to
2.6 million. The remaining 1.1 million live in rural areas. More detailed figures per Rural and Urban
for each district:

ERBIL RURAL URBAN TOTAL
CHOMAN 39,996 10,235 50,231 4% )
ERBIL 55,340 783,022 838,362 64%
KOISINJAQ 35,544 39,275 74,819 7% |
[SHAQLAWA 78,700 52,051 130,751 1% |
[SORAN 87,403 87,513 174,916 12%
MERGASOR 37,942 9,341 47,283 2%
334,925 981,237 1,316,162 [100%
DOHUK _
[AKRE 91,420 44,120 135540  [17%
AMEDI 75,907 44,794 120,701 15%
SHEKHAN 20,254 77,371 97,625 12%
DOHUK 35,528 228,730 264,258 33%
SUMAIL 22,051 38,134 60,185 8%
[ZAKHO 15,555 113,041 128,596 15%
260,715 546,290 807,005 100%
SULEIMANIYAH
CHAMCHAMAL 31,373 139,340 160,713 11%
DARBANDIKHAN __ |25,359 35,000 37,359 2%
DOKAN 26,596 52,882 77,478 6%
HALBAJA 41,122 106,270 137,392 9%
KALAR 20,183 89,162 99,345 7%
KHANAQIN 9,452 9,452 1%
KIFRI 4,809 20,099 24,998 2%
PENJUEN 32,016 20,196 42,212 3%
[PISHDAR 38,126 37,126 2%
RANIA 45,601 100,004 133,605 5%
SHARBAZHER 52,218 19,480 70,698 5%
QALADIZA 40,254 641,264 670,558 44%
377,239 1,207,444 1,584,683 |100%

3,707,850

4.2 Prioritization/Selection Criteria

4.21 Water Supply

During implementation, we should prioritize our selection of intervention areas. Four criteria could be
used: (i) population density, (ii) mortality, (iii) growth rate and (iv) service level. These criteria are
indeed very good criteria to reflect the conditions and therefore the need for improvement on water
supply in the Municipalities. Applying these criteria would result in a list of towns per Govemnorate
with the highest need for improving the water supply situation in these towns.

In a next step the situation at the quarter ievel of the towns should be further analyzed using the
collected data; after that priority setting at town level could be done.

Data on morbidity should be collected, more specific those related to diarthea and hookworm. The
first one is a common indicator for diseases associated with water quantity and water quality. The
latter one is exclusively related to sanitation.




3. Detailed assessment of sofid waste management needs and options in medium size urban
areas, and the setting of priorities for action;

4, Upgrading local capacity for the management of WatSan services in rural and medium size
urban areas, including the funding of operation and maintenance routines;

5. Setfting of standards and criteria for the improvement/extension of WatSan services in large
urban areas, pending the production of citywide plans.

3. GOALS AND C S

Center and South

1. Rehabilitate, repair and maintain water and sanitation facilities including water treatment plants,
sewage treatment plants and pumping slations, and associated water supply and sewerage
networks in center/south Iraq. Efficiency of rehabilitated/repaired/maintained facilities will increase by
10-30% depending on scope and size of works. Population will benefit from the enhanced services in
terms of better quality and quantity of potable water and quality of sewage disposal and treatment.

2. Install new compact water treatment plants coming through the Oil for Food Programme. This will
ensure proper water services to un-served rural areas and under-served urban areas in center/south
Iraq. Procure more.

3. Install new compact sewage treatment plants coming through the Ol for Food Programme. This will
ensure proper sewage disposal thus reducing contamination loads on water bodies.

4. Improve technical capacity of the local workers through exposure to on-the-job-training by the
contractors who will undertake the rehabilitation works.

5. Ensure that supplies coming from the Oil for Food Programme are properly installed and functional.
This will ensure optimum utilization of these supplies for maximum performance and healthy life
span.

North
1. Consiruction of new, extension and rehabilitation of water projects in IK. Including, securing new
sources, improvement in the old networks, capacity building and operation and maintenance.
Consideration must be given to the Drought threat.

2. For Water Security, each household should receive:
a) For urban dwellers: 250 litter/capital/day
b) For semi-urban dwellers: 250-150 litter/ capital/day
c) For rural dwellers: 80-100 litter/capital/day

3. Improvement in water quantity should be parallel to improvement in water quality involving good
action in purification aspect.

4. Establishing a comprehensive combined storm drainage and wastewater networks in the cities and
towns, involving recycling with high technical level.

5. Constructing solid waste management plants with different scales in cities and towns.



4, SETTLEMENT/MUNICIPLAITIES DEMAND

4.1 Population

Iraqi Population per Governorate

Governerate Popuiation Adults® Children under one
Niewa 2,521,260 2485412 65,343
Tameem B81,4% 839,71 21,703
Baghdad 6499978 6,329,742 170,213

Salah si-Din 976,128 949 461 16,667

Iﬁ,.h 1271310 1,239 573 31,737
Asbar 1270952 1,234,299 36,553
Babylon 1,408,730 1,374 081 34,649
Kesrbala 741,744 122,646 19,098
Najaf 90,12 923087 77,135
Qudissiya 915,564 891,438 2,126
Muthasns 549933 553852 16,081
Basrab 1,981,901 1972659 9,242
Missan 4R 32 817,591 30,731
Thk-Qar 1,532.871 1,492,764 46,107
Wassit 938,734 915,174 23,560
Dabuk 1737% 799,130 18,246
Erbil 1,334,176 1,310,784 23,392
Sulaymantyah 1,605,506 1552438 13471
e 1m0 2373919 698,279

4.2 Population distribution (only available for the 3 Kurdish governorates)

The present population in IK as reported by WFP is 3.707 million. Some 30% of it is reported to live
in rural areas. Population is distributed as follow:

Governorate Population in  settiements | Percentage of total in
Total: 3,707,850 settiements
Duhok 807,005 21.1
Erbil 1,316,162 36.2
Suliemaniyah 1,584,683 42.7

The figures include urban, semi urban and rural area. More than 1.445 million lives in the main three

cities are as follow:
Duhok city

Erbil city
Suliemaniyah city

220,000
703,022
522,636




Another 1.1 million lives in other urban and semi urban areas. Bringing the total urban population to
2.8 million. The rernaining 1.1 million live in rural areas. More detailed figures per Rural and Urban
for each district:

ERBIL RURAL __ URBAN TOTAL
CHOMAN 39,99 10,235 50,231 4%
ERBIL 55,340 783,022 838,362 B4%
KOISINJAQ 35,544 39,275 74,819 7%
SHAQLAWA 78,700 52,051 130,751 1%
_S_DRAN 87,403 87,513 174,916 12%
MERGASOR 37,942 9,341 47,283 2%
334925 981,237 1,316,162 __|100%
DOHUK
[AKRE 91,420 44,120 135,540 7%
[AMEDI 75,907 44,794 120,701 15%
SHEKHAN 20,254 77,371 97,625 12%
[DOHUK 35,528 228.730 264,258 33%
SUMAIL 22,051 38,134 60,185 8%
[ZAKHO 15,555 113,041 126,59 15%
260,715 546,200 807,005 100%
SULEIMANIYAH )
CHAMCHAMAL 31,373 139,340 160,713 1%
DARBANDIKHAN __|25,35¢ 35,000 37,359 2%
DOKAN 26,596 52,862_ 77,478 6%
HALBAJA 41,122 106,270 137,392 9%
KALAR 20,183 89,162 99,345 %
KHANAQIN 9,452 9,452 1%
KIFRI 4,899 20,099 24,998 2%
PENJUEN 32,016 20,196 42,212 3%
PISHDAR 38,126 37,126 2%
RANIA 45,601 100,004 133,605 9%
SHARBAZHER 52,218 19,480 70,698 5%
QALADIZA 40,294 641,264 670,558 44%
377,230 |1,007,444 __ |1,584,683 __ |100%

3,707,850

4.2 Prioritization/Selection Criterla

4.21 Water Supply

During implementation, we should prioritize our selection of intervention areas. Four criteria could be
used: (i) population density, (ii) mortality, (iii) growth rate and (iv) service level. These criteria are
indeed very good criteria to reflect the conditions and therefore the need for improvement on water
supply in the Municipalities. Applying these criteria would result in a list of towns per Govemorate
with the highest need for improving the water supply situation in these towns.

In a next step the situation at the quarter ievel of the towns should be further analyzed using the
coliected data; after that priority setting at town level could be done.

Data on morbidity shouid be collected, more specific those related to diarrhea and hookworm. The
first one is a common indicator for diseases associated with water quantity and water quality. The
latter one is exclusively related to sanitation.



Population density and growth is the most important demographic criteria for prioritization. Apart
from Population Density, the Total Town Population and the Percentage of town population being
Internally Displaced Persons (IDPs) could be used for priority setting.

Population density is a key indicator for priority setting, because in dense populated areas there are
fewer altemalives for walter sources than in less densely populated areas.

The following table shows the weighing factors for each of the priority selting criteria, The water
supply service level criteria score highest because they are most critical for the priority setting in

water supply.
Table: Weighting factors for water supply
Priority setting | Water supply Water service in | Percentage of Total Density
criteria coverage (% of total hours water | total population | municipal
houses connected) | delivery per week | being IDPs population
Weight factor/ | 0.3 (30%) 0.3 (30%) 0.2 (20%) 0.1 (10%) 0.1 (10%)
Percentage

When applying those five selected criteria for water supply to the collected WatSan data, a list of
municipalities prioritized according to the need for intervention in water supply would be resulted.

4.22 Sewerage/Drainage

The following three key issues for sewerage reflect the need: i) demographic aspects (population
density), ii) environmental and health aspects and iii) the presence and functicning .of existing
systems. Concerning Storm Water drainage the main issues are: iv) the adequacy of the present
infrastructure and v) demographic and industrial development.

Regarding indicators for the discharge of sewage from the houses: the first indicator concems the
discharge of human excreta. The indicator chosen focuses priority on houses -without septic tank -,
which discharge 1o an open sewer, directly into the street or into a leach pit.

Two indicators could be used to measure the present conditions: 1) the length of the sewer in km per
square kilometer (km2) and 2) length of the sewer In kilometers (km) per 1.000 inhabits.

The first indicator measures the sewer infrastructure per unit of area in disregard of the habitation
and other infrastructure. The second indicator however, relates the length of the sewer line to the
number of people living ill the quarter. This is highly relevant, as It does at the same, time implicitly
points at the population density and the effects (peak run-off) on discharge and, drainage of larger
areas covered with roads and houses.

Population figures, population migration and population growth or decline is key information in the
process of prioritization of water and sanitation interventions. In addition to population density the
town populations at anyone time is also regarded as an indicator as the overall population size does
have strong influence on the need for human wasle discharge and storm water removal from the
inhabited areas.

Special attention should be given to the number of IDPs in the quarters, as percentage of the total
quarter population, as it is them who are first and foremost a priority. For that reason, indicators have
been used, which address population density, IDP- population (as % of whole population), and total
town population.



The following table shows the weighing factors for each of the priority setting criteria.

Table: Weight of indicator in priority setting

Priority | IDP Population | Total Uncontrolled | Uncontrolled | Length Length
selting | population as | density population | discharge of | discharge of | sewer per | sewerage
criteria | percentage in town human household square infrastructure
of total excreta wastewater kilometer | per
population 1,000quarter
inhabitants
Weight | 0.10 0.25 0.15 0.20 0.20 0.5 0.5
factor | (10%) (25%) (15%) (20%) (20%) (5%) (5%)
(perce
| ntage)

423 Solid Waste Management

The criteria for improvements in solid waste management arise from the hazards to public health
from the wasles left uncollected or kept in open while waiting for collection, and the subsequent
effects of wastes lying around.

The possibilities for interventions which should be kept in mind when assessing the needs for, or
improvements in, solid waste management vary according to the size, location and functional nature
of the settlements.

The felt need of the inhabitants is often high in a small rural settlement, which may be categorized as
a municipality, but that is best described as a rural village. In this kind of a settlement the felt need of
an individual family Is high, but the number of families is low. Resulting that the hazard to public
heaith is mostly towards the other members in the settlement only and does not typically extend to
other settlements. The intervention possible and needed will hence include only a small investment,
if any.

When the settlement grows the potential danger that solid waste creates grows too. The biggest
public health hazards occur in seltlements, which have large population and commercial and
industrial activities. A high population density will further intensify the need for proper solid waste
management. This kind of settlement foorm a potential threat for public health also in other
settlements, as the wastes, or harmful substances from them, are transporled by flood waters or
blowing wind from open spaces where solid waste has been dumped, The required investment to
improve the situation is typically high. However, there also Is a possibility for secondary benefits
such as development of private sector and employment opportunities in material recovery or
recycling activities, which will make the investment more justified.

In the biggest settiements of IK efforts have been made to solve the problems of neighborhood
soiling by collecting the wastes and transporting them outside the city, but there has not been much
of effort to stop the adverse effects towards the settlements downstream, or downwind. The result of
the above is that the problem has just been transferred to another place, not eliminated.

The above-described categorization of setilements had a direct impact on the needs assessment. It
had to address the real need instead of the felt one. However, it is necessary to take into
consideration and respond to the felt need too in order to create demand and acceptance for the
interventions.




The majority of the municipalities of IK are small, 64% of them have a population of less than 10,000.
However, only 9% of the populations live in municipalities of that size. 38% of the populations live in
municipalities of the size between 10,000 and 100,000 and 52% in the three cilies a town of over
100,000 pop. In total the municipalities are sorted in four categories with corresponding score
values.

The population density is an important factor when the public health impacts of solid wastes are
concemed. According to surveys, the population density varies from 31,900 to 13 persons per km2.
The results are still considered indicative and population density is induded in the tools, though
reducing the effects of the extreme values and with less weight.

The present situation in the solid waste management in the targetl area varies. In some of the
settlements, especially in the cities, wastes are collected and transported out of the settiement. The
situation is not, however, satisfactory in any of the settlements and thus the quantity and quality of
the facilities currently in use would not be fully justified to be included in the tool for the needs'
assessment. However, to describe the service level of solid waste management from the point of
view of the inhabitants (their nearest neighborhood) an indicator, cleaning frequency, was included in
the analysis.

The following table shows the weighing factors for each of the priority setting criteria. The water
supply service level criteria score highest because they are most critical for the priority setting in

water supply.
Table: Weighing factors for solid waste man nt.
Priority setting criteria Total municipal | Den Percentage of total Cleaning
population population poor neighbor | frequency
Weight factor/ percentage | 0.3 (30%) 0.3 (30%) 0.2 (20%) 0.2 (20%)

424 Institutions and Operational Training {Capaqlty Building)

The Sanction regime, Iraq has been experiencing, have isolated the sector professionals, and
decision makers, from the ongoing development of the sector oulside Iraq. Globally there is a
profound change in thinking, how the services should be provided and managed. The very latest way
of thinking is expressed in a statemenl called VISION 21, A SHARED VISION FOR HYGIENE,
SANITATION AND WATER SUPPLY and A FRAMEWORK FOR MOBILISATION OF ACTION. This
document was produced by the Water Supply and Sanitation Collaborative Council for the World
Water Vision in 1999 using global participation of all stakeholders through selected representatives
in the South and the North, in developing countries, in countries in transition and in the industrialized
countries of market economy.

The baslc core principles of the Statement can be summarized as follows:

« Buliding on people's energy and creativity at all levels requiring empowerment and
building the capacity of people in households and communities to take action, and applying
technologies that respond to actual needs.

= Holistic approach acknowledging hygiene, water and sanitation as a human right, and

relating it to human development, the elimination of poverty, environmental sustainability and

the hbgratod managnmont of water resources.

acmstomad nies Ieadng to m responmmes of auhodths and institutions lo supporl
households and communities in the management of their hygiene, water and sanitation and
being accountable to users as clients.

» Synergy among all partners encouraging shared commitment among users, politicians
and professionals; requiring professionals within the water and sanitation sector to combine
technical expertise with an ability to work with users and politicians and with the health,
education, environment, and community development and food sectors.




The core points based on the above are:

People come first

A human right to basic services

Entry-point to human development and poverty elimination
Committed and compassionate leadership
Synergy of action

Hygiene and sanitation as a revolutionary priority
Gender equity for lasting change

The challenge of the urban poor

Institutions as change agents

Mobilization for affordable services

Shared water resources management

Do0oQoOoO0OO0OO0OOO0OD

The above explains the importance of the criteria developed in this report and also justifies the
conclusion that the present technical personnel holding various positions in the service provision
chain, starting from the top to the most junior technician, are in need of awareness raising and brush
up training to bring up-to-date their professional skills. There is also a need to conduct a skills
assessment study to form a base for a systematic awareness raising and training programme.

The administrative tradition in the region has not encouraged citizen Initiatives. This tradition does
not comply with the modem thinking of sustainable service provision for water supply,
sewerage/drainage and solid waste management. The fact may also cause resistance of the
decision-makers to allow a change in the approach of sefvice provision management. Because of
this it is important to convince them about the need for a change and the benefits of the bottom- up
management style.

4.25 Awareness rising

Awareness raising of the users of the services is one of the key factors for sustainability of the
services. At present, the level of understanding (and feeling) the importance of a water supply
service Is not questioned. There is a large-scale waste of potable water at the cost of the fimited
resources, Especially worrying is the situation where groundwater is used as the source. This has
led to over-pumping, mining of the groundwater body. To avoid this, and naturally the unnecessary
costs of pumping and purifying the water, an awareness campaign is needed. The action has to be
repeated regularly as the memory of the public is limited.

Another point of concern is the wear and tear of the facilities caused by misuse, and sometimes also

vandalism. The onky known effective way to eradicate, or at least strongly reduce, this phenomenon

is awareness raising and creation of feeling of ownership. This work must be continuous and,
. regrettably, combined with policing.

The users seem not fo have any understanding on the cost of water supply service. Their thinking is
tied to the traditional "free water as gift from God" pattem. To change this to fadilitate cost recovery
Is a major task, as there is also reluctance to adopt something that creates costs to the users.
Understandable, but not a reason to avoid introduction of this new idea. Sodial marketing is needed,

No real felt need for improvements in sewerage or solid waste management was observed. Drainage
is a felt need. There is a need to create awareness on the heaith impact of lack of proper, functioning
systems for the two, wastewater and solid waste management, which applies hygienic acceptable
methods and facilities. Without strong inputs for this purpose, it Is unrealistic to expect effective
demand.



5, INVESTMENT STARTAGEY

51 Objective

The objective of the investment plan is to improve the service level of water supply, sewerage / drainage and
solid waste services in Iraq to the National target level as indicated in the national WSS policy.

§.2 Proposed Investment Strategy

The plan is based on needs assessment (more accuralely for IK). The needs assessment led to three priority
order tables, one for each of the sub-sectors. Water supply, sewerage/drainage and solid waste
management. This report, the investment strategy, transforms the above into an action plan.

The overall principle in this strategy is five-fold:
*  Address all the three sub-sectors simultaneously in the chosen target municipalities.
* Improve the servica level of the whole municipality in order to serve all population groups to avoid
confrontation between them.

« Progress step by step towards the National standards through intermediate targets of service level

« Separate wastewater (sewerage) from storm-water and leave storm-water (drainage) improvements
to be dealt with road/street improvement

» Examine the current institutional set-up and its capability to manage and operate the services in a
sustainable way.

The action order to improve the WatSan services of the setlements/municipalities should follow the priority
order based on summing up the three sub-sectoral priority orders The reasoning behind this proposed
priority order is that those municipalities, which suffer from a service level furthest down from the national
standards, indicated through the criteria developed during this assignment, should be served first.

To make the physical improvements sustainable, an operational training program is needed. The term
operational training includes in this context both institution building and operational training of the personnel
responsible for service provision. This program must be based on thorough discussions at decision making
level of the wanted and accepted organizational model, its structure and degree of autonomy as well as
studies, which reveal the present’s skills, the needed ones and the gap between them. The limited scope of
the operational training -and also awareness raising -is reflected in the proposed allocation of additional 10
% to the estimated investment. A full-fledged capacity building and awareness-raising programme could
require as much as 15 to 20 % on top of the investment,

An other prerequisite for sustainability of the services is an agreement on cost recovery. Either consumer
charges or budgetary funding, or a combination of these two to cover O&M casts and replacement
investments must be in place.

The foreseen large-scale investment programme will be an extra load on the Institutions in charge of service
provision. To build-up the public sector organizations (LA and municipalities) for managing and implementing
the investment programme is not advisable, as the large investment programme is going o be an "one-off
exercise for all the municipalities (next time augmentation or rehabilitation is needed in 15 to 20 years), and
to a certain extent also to the LA. A special implementation structure is proposed. It should consist of a
planning and design consultant, who is capable also for the operational training and awareness-raising
component, and that, can also act as the engineer of the construction project on behalf of the owner and a
contractor. It is Important to break the construction contracts into manageable lots to fadilitate also use of
local and national contractors and consultants. FIDIC contracting models are advised to guarantee
transparency. '

The prevailing mandate structure and time points to the need for a revolving planning system:
¢  Lotl; planning and design-

¢ Lot 2; a construction task manageable in one year with clear further steps according to technical
requirements;

+ Lot 3 and onwards; continuation the same way until the whole municipality is served.

The limiting factor for the improvement volume Is the availability of skilled implementers; it is planners,
designers and contractors.
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5.3 Rehabilitation Stage for Center and South
A) Water Treatment Plants Rehabilitation Stages
**Percentage
*Supplies provided Locally purchased of Total
AeRAion per siage under OFFP supplies Rehabliitation
cost
|(1) Water Intake Assembly
a. Installation of pumps with pipes . Pumps a. Pipes & fittings
modifications. b. Control panels, b. Wires 25%
b. Overhaul existing pumps. ircuit breakers. e Strainers.
c. Wiring and control panels Pipes and fittings e Spares
d. Repair strainers and intake pipes y
(2) Sedimentation Tanks 8. brusties, bushes, elc.
a. Repair of sludge scrapers including geared |a. Motors and ga?:m & scdithves
motors, scraper wheels, skeleton, etc. starters ;
b. Repair of leaks from the tank, L Control panel, * Eiﬂbmatntty;p seof L
¢. Maintenance of de-siudging assembly. ircuit breakers o Steel pieces
d. Wiring and control panel = Rubber strips
|(3) Filtration
a. Replacement of sand, broken pipes, b FJ:?' mecie (ssnd &
nozzles, etc. a. Control panel and gravel), k
b. Overhauling the inlet/outlet control valves. [circuit breakers Nozles.
¢. Overhauling the backwash assembly Spares
d. Wiring and control panel
(4) Chemicals Dosing
a. Repairfinstallation of chemicals dosers with ; - Alum dosing
fittings and accessories mp(s) a. Fittings & accessories 24%
1. Repair of Alum mixing tanks, Alum mixers, Chlorinator(s)fy, wires ¥
flash mixers and chiorinators. ci W panel
2. Wiring and control panel ectrical acce
|(5) Water Storage & Highlight Assembly — a.  Brushes
a. Repair!installgtionlof highlift pumps with :hmps igh b. Ball bearings
required modifications and fittings b Conircit c. Cables & fittings 12%
b. Repair and cleaning of storage tanks; srl L Cement,
leaks, inlet/outiet valves, etc. e . dhesives
c Electrical = !
¢. Wiring and control panel : Accessories Sand, additives..etc.
c. Wires
|(6) Repair of WTP Building B o a I
a. Repair of leaks, roofing, plastering of pain? : Qypos,
damaged walls and ceilings, etc. '
b. Fixing of ventilation and cooling systems. S' f;'“s"‘l oy pn";:: %
c. Fixing of broken windows, fences, d- handeall p:b
handrails, tiles, doors, etc, 2 % e,
doors, hinges, etc..
(7) Repair of the Network
This involves partial replacement of pipes .
segments that are defective and leading to waste of |~ Fipes . Fipos NA™**
water.
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B) Sewage Treatment Plants and Pump Stations Rehabilitation Stages:

Locally **Percentage
Rehabilitation Per Stage Supplies provied | purchased  [p T Tt
supplies Cost
1) Inlet Works
a. Penstocks overhaul / repair a) Pumps
b. Screens overhaul / repair [b) Motors & starters m‘;: & fitings
c. Main Lift pump sets overhaul c) Contr. Panel circuit c) Spares
d. Overhauling suction & delivery valves breaker elect. Access. 25%
e._Wiring & control panels overhaul
2) Grit Removal System . ) Brushes,
a. Detritor motor & gearbox overhaul/repair ) Motors & starters shes etc.
b. Detritor scrapers repair/maintain F] Contr. Panel circuit [ib) Steel pieces
c. Wiring & control panels overhaul breaker elect. Access. [c) Wires 10%
d. Penstocks and valves overhaulirepair d) Spares
3) Pre - Aeration & Grease Removal System
a. Aeration unit motor & gearbox overhaul/repair a) Molors & starters bLB':‘""'?é
b. Grease removal assembly overhaul/repair b) Contr, Panel circuit b) ssé:i ;laéesl
c. Penstocks & valves overhaul/repair breaker, elect. Access. |, yyiras 10%
d. Wiring & control panel overhaul
4) Primary & Final Sedimentation
a. Repair of sludge scrapers & revolving bridge
wheels ) Motors & starters  fa) Brushes,
b. Scraper driving motor & gearbox overhaul ) Contr. Panel circuit |bushes, etc.
c. Repair of peripheral concrete weirs, scum plates & {break b) Steel pieces
scum collecting assembly Electric acce ) Rubber strips
d. Tank cleaning from accum. sludge & debris ssofies ) Wires 18%
e. Wiring & control panel overhaul
f. Penstocks & valves overhaul /repair
5) Aeration System (for the Activated Sludge process)
including Return Sludge Pump Sta.
) Screw Pump a) Brushes,
a. Aeration unit motor & gearbox overhaul b) Molors & starters bushes, etc.
b. Inlet & outlet control penstocks overhaul ) Contr. Panel b) Steel pleces
c. Screw pumps motor & gearbox overhaul Circuit breaker ) Different types
d. Replace/repair screw pumps vanes Electrical of lubricants
e. Screw pumps greasing system overhaul Accessories d) Wires e) Spares %%
f. Wiring & control panel overhaul
{6) Raw & Consolidated Sludge Pumping a) Pumps & motors  |a) Brushes'
a. Pumping Sets (pump & motor) overhaul b) Pipes, fittings bushes, etc.
b. Overhauling suction & delivery valves ) Contr. Panel b) Pipes & fittings 79%
¢. Wiring & control panel overhaul Elect. Access. ) Spares
7) Electric Generation
a. Overhauling the generator diesel engine ; m‘rme M:z';:':;:;?_lu;‘ a
b. Replacing the existing compressor and also other h
defective parts by new ones ) Elessctncal SoniTon :‘;imc::; 5%
¢._Overhauling the control panel )
) PVC pipes
8) Main & Subsidiary Sewers Network b) PVC Tee
is work involves replacement of settled and damaged )Manh. Cover ) Conc. Pipes
sewer pipes, manholes & appurtenant structures to preventfd) Step Irons ) Cement, sand,
orming pools of stagnant sewage, creating a source of ) Gully grating gravel & bricks i
health hazard in addition to the aesthetic view f) PVC lining for
concrete pipes




* Availability of Oil for Food Programme supplies depends on allocation as per “distribution plans”

Of the programme. If the program got suspended, those supplies have to be imported.
** The estimated percentage for the cost of each stage of rehabilitation covers the cost of modifications
(if item is provided under the Oil for Food Programme), installations or overhaul/repairs and labor work.
These estimates could drastically vary from one project to another depending on the specific situation of
each location and the size of works required at each stage.
*** This depends on the condition of the specific network.

c)C W Tre. Plant Insta es:
*“Percentage
*Supplles provided| Locally purchased of Total
Instaiiation Per Stage under OFFP supplies Rehabilitation
Cost
1) Civil Works
a. Cleaning of site from debris.
b. Back filling, compaction and leveling. Ia) Pipes & fittings
¢. Construction of concrete foundation and [a) Pipes & fittings.  |b) Cement, gravel, sand 60%
platform. and sub-base.
d. Laying suction & delivery pipes &
accessories.
2) Electro-Mechanical works. ——
a. omp
;. gsa::n::iy & installation of compact unit. WTP. ls) Cables and wires. -
¢. Commissioning and fine-tuning. G
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D) Locating sites:

The following is a list that shows the Water and Sewage Treatment Plants in Center/South Irag, which require

urgent intervention.

Governorate Water Treatment Plant Capacity| Est. Rehab. |Beneficiaries|
(m/day)|| Cost US$
Anbar 1. Oid Faliuja 10,000 20,000 50,000
2. New Ramadi (Albu Faraj) _ 12,000 20,000 60,000
Babil 1. Hashimiyat Al-Qasim 7,200 12,000 40,000
2. Nahyat Saddam 4,880 8,000 20,000
3. New Mahawil 6,000 10,000 15,000
|Baghdad 1. AlkLatifiya 2,800 4,000 15,000
2. Old Al-Mada'in 20,000 25,000 100,000
3. AlTamiyah 1,690 5,000 10,000
4. _A-Yousifiyah Viliages 7,200 15,000 50,000
Basra 1.  AkDair 4,000 8,000 12,000
2. Old Al-Shuaiba WTP & Cus 36,000 31,000 160,000
3. Old Al-Suwaip 3,600 8,000 10,000
4. Old Al-Midaina 3,600 10,000 12,000
5. Al-Nashwa Unified 10,000 20,000 30,000
Diala 1. Kan'an 8,500 15,000 25,000
|Karbala 1. Hai Al-Hussain 50,000 55,000 90,000
2. 7 Nissan project 100,900 50,000 250,000
3. Oid Al-Hindyah 5,000 10,000 30,000
4. Aim Al-Tamir (WTP & BSs) 11,200 20,000 60,000
Missan 1. Al Al-Gharbi 8,000 © 14,000 10,000
2.  AlSalam 2,000 4,000 20,000
3. Qal'at Saleh 3,200 6,000 15,000
Muthana 1. AlWarka' 11,820 20,000 50,000
2. Salman 400 2,000 3,000
3. Samawa Ground WS tank 72,000 40,000 150,000
4. Al-Khidhir 4,320 9,000 10,000
Najaf 1. New Najaf-Kufa 180,000 50,000 500,000
2. C.Ucomplex (6 in Al-Abaciyah) 7.200 13,000 30,000
3. AkMishkhab 11,800 12,000 50,000
4. AlManadhira 10,000 18,000 40,000
|Ninewah 1. Al Mosul Old left Bank and Extension 83,360 40,000 370,000
2. AkKuwair 7,698 5,000 10,000
3. Algoush 17,600 7,000 30,000
4. Hammam Al-Aleel 4,800 5,000 20,000
5. AlLRasheediyah Old and Extension 10,500 12,000 25,000
1Qadissia 1. Old Diwaniyah 12,000 13,000 50,000
2. Diwaniyah Unified (Project No.6) 91,000 50,000 240,000
3. Shafiayah & Al-Malaab BS 94,00 45,000 250,000
4. Sader Al-Daghara 4,600 10,000 15,000
Salaheldin 1. Old Tikrit 14,000 25,000 60,000
2. Balad (Old & New) 17,600 20,000 50.000
Tamim 1. Debis 70,400 40,000 250,000
2. AlHawija 9,600 20,000 14,000
Thigar 1. AlBat-ha' 3,000 8,000 15,000
2. Al-Fuhoud 8,000 13,000 30,000
3. AkFajr 1,000 3,000 5,000
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Wasit 1. New Suwaira 25,000 18,000 80,000
2. Shaikh Sa'ad 7,200 12,000 30,000
All Installation of 5 compact water treatment plant @ | 23,000 75,000 60,000
Jgovernorates (US$15,000 each.
Total Cost for the Rehabilitation of (48) Water Treatment Plants + installation 880,000 3,171,000
of 5§ Compact units
Governorate Sewage Treatment Plant Capacity WEst. Rehab, c:m[ Beneficiaries
(m’/day) uss
|Basrah Basrah STP 74,000 55,000 250,000
{Karbala Kerbala STP 116,000 50,000 150,000
lga;ghdad Installation of two sewage compact units 28,800 70,000 90,000
Thigar Nasseriah STP 48,000 40,000 110,000
Total Cost for the Rehabilitation of (3) Sewage Treatment Plants and 215,000 600,000
installation of (2) sewage compact units.

Total estimated cost will be US$ 1,450,000.

Other costs
Allocation | Percentage of Amount in US$
' total cost
1. Physical rehabilitation costs of water treatment plants, 58% 880,000
* Physical rehabilitation costs of sewage treatment 16% 215,000
plants and installation of sewage compact units. i |
+ Installation of compact water treatment plants. 7% 105,000
* Operational costs, covering hiring site engineers @ 15% 225,000

750US$/engineer/month, transportation to and from
project sites and partial coverage of project staff
salaries. |

+ Emergency 5% 75,000
Grand Total | 100% 1,500,000

TOTAL BUDGET REQUIRED FOR THE MOST IMMIDATE NEEDS IS USS$ 6,121,000



4.5 |Investment Plan for the Northern Governorates

A) Plan volume

The planned investment volume is govemed by the difference of prevailing service situation and the
National normative level of service provision. The other factor is the number of population in the
settiements. The factor governing annual investment rate is the capacity of avallable contractors to
implement the programme. It is assumed that the absorption capacity of the LA and the
municipaliies will not limit the investment programme as it is foreseen that a strong operational
training component for operating and managing will be running parallel with the construction period
and the extra skills base for managing the investment programme will be recruited (consultancy
option of construction management). -

The total cost, estimated at present day value sums up to USD 264 million. Dividing the total amount

needed for the three components gives the following investments:

¢+ For water supply improvements USD 110 million

+ For sewerage improvements USD 81 million

+ For solid waste management improvements USD 7.3 million. (Incl. also Duhok, Erbil and
Suliemaniyah cities)

The cost of drainage improvements are excluded, as they are proposed to be dealt separately in
connection of road/street improvements, as the removal of waste water from the storm-water will
bring in the major part of the health benefits.

The estimated total investment in US dollars per Governorate and sub-sector is presented in the
tabie below:

Governorate | Water l Sewerage Solid waste management | Total Investment
Duhok 33.258.000 21.855.000 | 14.832.000 70.045.000

Erbil 33.155.000 23.257.000 | 27.612.000 84.024.000
Suliemaniyah | 43.513.000 36.234.000 | 30.351.000 110.098.000
TOTAL 109,926,000 | 81,446,000 | 72,795,000 264,167,000

Taking the population figure (urban and semi-urban) obtained in this study, in the Needs
Assessment phase, the total investment per capita will be USD 158 and a seclor-wise per capita
investment USD 66 for water supply, USD 49 for sewerage and drainage, and USD 23 for solid

waste management.

An investment strategy, which addresses the high priority municipaliies during the first ten years
(years 1-10), the medium priority municipalities during the next five years (years 11-15) and the low
priority municipalities during five next years (years 16-20) leads to the following calculation on the

total investment (in USD) need per Governorate:

Governorate High priority Medium priority Low priority
(Y.1-10) (Y.11-15) (Y.16-20)
Duhok 46.804 22.800 0.351
Erbil 34.106 47.828 2.096
Suliemaniyah ... 77.456 31.230 1.411
| Total investment 158.456 79.058 3.858
Annual investment 15.9 million 15.8 million 0.8million

On top of the above a sum of 10% should be added to cover the costs of the operational training needed to
safeguard sustainability of the improvements. The limited scope of the capacity building- and also awareness
raising -is reflecled in the proposed allocation of additional 10 % to the estimaled investment. A full-fledged
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capacity building and awareness-raising program could require as much as 15 to 20 % on top of the
investment.
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GOALS INBUILDING A NEW DEMOCRATIC IRAQ

Iraq is & country rich in both natural and human resources with substantial income from
oil revenue. In order to make the best use of these resources and bring Iraq into the world
family and build a market economy, reform must take place along the following areas. At
the heant of these reforms, however, is the evolution of a broad-base Economic

Empowerment System.

Our group is not seeking or competing for political power or control in governing new
Iraq. We are a group of business professionals whose interest is in rebuilding the
infrastructure and economy of new Iraq, who can enable the country to function and/or
assist the new government to function well. We have access to professional resources at
both national and international level. Our team's role is to facilitate a strategic planning
and implementation and assist the new leadership in this process.

The strategy for new Iraq will fall into the following three segments:

L FIRST ONE HUNDRED DAYS

IMPORTANT ISSUES TO BE DEALT WITH IN THE FIRST ONE HUNDRED
DAYS OF NEW IRAQ:

1. Immediate control of the weapons and Weapon's Mass Destruction
2. Control of Critical Institutions: Army, Security, Broadcasting

3. Controlling the aficrmath of a violent end of current regime (by war, coup or street
battles.)

4. Controlling Security: borders, revenge & mafia, ethno-tribal and political quest for
power, ex-regime

Control of Critical Assets: Banks, Documents, and National Treasure

Al

Communications with Iraq's neighbors, the US and the UN

5

Management of Human Needs: Health & Food, security, law and order
8. Management of key infrastructure: Electricity, communications and water

9. Provision of Political Framework for the main political, ethnic, armed or tribal
representatives

10. Promicnofwbhcl’nuwkforoﬁuhqwom .
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II. FIRST YEAR

IMPORTANT ISSUES TO BE DEALT WITH IN THE FIRST YEAR OF NEW

IRAQ:

)

Birds view of the economy

Medical care in general, Hospitals in specific
Education and Schools in specific

Security

Judiciary

Representation, accountability and transparency
Strengthening local administration

Functioning frameworks:

Constitutional issues

Media access

Public Gatherings
Local Elections

Ill. FIVETO SEVEN YEARS PLAN

This plan will work in depth in reforming the following areas:

1.
2.

3.

Reforming social system
Reforming government and political system

Reforming economical system

Specific items to be addressed within each area of the five to seven year plan:
1. Social System o

R —
e Tolerance: ethnic, religion and social class
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Educate and make the people aware of what has been happening to them
psychologically and socially as well as economically and politically in
creating a new popular mentality as a precondition to fundamental reforms
of its institutions.

Create 2 public relations organization to present Iraq to the world in a new
light. At the same time, assist in the rebuilding and restructuring of Iraqi
society to its remotest corners.

Encourage intellectuals to form societics that give them special
recognition and status.

Cultivate the arts and pride in the rich historical heritage of the Iraqi
people

Provide adequate public and social services to all Iraqgi citizens

Create educational programs for Iragi youth to build trust and confidence
in the new Iraq

Create special programs for senior citizens so that they can have a smooth
transition to integrate into the new Iraq

Create programs to educate people on equality for all citizens especially in
regards 10 gender, religion and ethnicity

Close the gap between the Iragi expat and the local Iraqi people

Government and Political

Military

i. Reform the mentality of the lragi military to give them greater
independence from abusive government and sufficient
professionalism to insulate them from divisive lragi politics.

ii. Give amnesty to the lower ranking military officers in order for the
military organization to continue functioning throughout the
transition period and make use of their expertise to serve and open
and democratic society that values transparency and ethic

ili. Rebuild the Iragi military image and reeducate the military to serve
and protect the new democratic lraq

iv. Reform the military service requirements determine the time
period for serving and discharging from the military

v. The function of the military should focus on the defense of the
people of Iraq as opposed to the ruling government

vi. Reduce size of the military to an adequate level

Judiciary System
R.eformtheleg:lsystmthatmllmstohhefoﬂowmg
lmmumghts A
2. fci‘\jlmdmmmnlhws “ el
3. " family laws ' e

4. foreign and domestic investment laws
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3.

5. business laws
" 6. real estate laws

o Legislative and Political

i. 'Build a democratic Iraq based on a multi party system inclusive of
all Iragi people.

ii. Make use of expertise acquired in the service of the current
functioning goverment after retraining and re-channeling into
new avenues more conducive to serving an open and democratic

iii. Reform constitution of Iraq to provide equality and respect for all

¢ Environment and Public Safety

i. Remove land mines
ii. Environmental clean up
iii. Clean up of the Iragi rivers, ponds, lakes, and streams

Economic Empowerment System

Although economic reforms cannot be separated from the needed political and
social transformations, the economic goals featured in a master social
engineering blueprint drawn to serve all segments of the population of Iraq
will be listed first.

¢ Attract the Iraqi expatriates to return back from the Diaspora to their
ancestral homeland so they may transfer, in part or in whole, knowledge and
resources acquired abroad to the home base. Create an agency to serve the
expatriate community consisting of both local lragi nationals and returning
expatriates.

¢ Show mno partiality in reforming or restructuring every sector of kraq's
economy.

¢ Involve as many nationals of lraq - both men and women - in the country’s
sustainable economic development efforts, through reeducation campaigns to
make aware of their opportunities to build better lives for themselves and their
families by participating in the new prosperity of the land.

¢ Remove all legal, burcaucratic, and other obstacles that stand in the way of
creating wave after wave of small businesses so potential pools of
entreprencurial talent and material ambition rqy activate previously
economically inactive populations.

® Rebuﬂdthelnqlmddlechsasmmdupmblefmmm

 economic. growth ‘with low  taxes, simplified regulations, business and

vocational education, dissemination of information on new business
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opportunities, new technologies, optimal production and marketing systems
through TV, Internet, satellite and other communication systems.

e Establish indisputable rights to own private property, freely to enter into
contracts, and gain access to the legal system to settle commercial disputes.

e Create free trade (and business) zones, temporary exemption from
business taxes and other mild forms of infant industry protection.

¢ Reform and modemnize the Iraqi banking and financial system.

o Create a credit guarantee fund or agency to guarantee about 75% of new
loans banks make to expand their markets dramatically by financing new

ventures of previously discouraged entreprencurs and talented minorities
excluded trom the economic mainstream under the guidance of mentor-

technicians with financial incentives to motivate and guide them in preparing
workable business plans and adopting optimal technologies and business
practices.

o Legislate business friendly tax and regulatory laws for responsible -
exploitative - domestic and foreign corporations.

o Protect the rights of women, children, labor, cooperatives, and the
environment.

o Protect intellectual property - copyrights and patents - and facilitate
development of cadres of managers, CPAs, engineers, lawyers, and
information technologists,

o Sponsor new foreign investment laws to attract foreign capital.

o Revisit and reform oil industry policies and raise the industry to current
standards.

o Develop a system of national accounts to monitor economic developments.
o Prohibit vertical integration of business operations and provide incentives
to open distribution centers and end-users’ outlets to prevent abuse of market
power.

¢ Build registers of professionals and other human resources to have on
hand lists of individuals who may be called upon to assist various projects of
national importance.

¢ Participate in productivity enhancement programs of advanced countries
to give Iragi business and professional leaders access to state of the arts
practices in their respective fields through internship or short-term training
programs.

¢ Open the health service and pharmaceutical industries of Iraq to
competition from alternative health systems and nutritional programs.

e Encourage the development of family farming and a diversified
agricultural sector.
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The path for an economically stable New Iraq that contributes to the world economy
consist of the following steps:

1. Build a democratic Iraq based on multi party and inclusive of all Iragi people

2. Reform and restructure the economy of Iraq in all sectors. (Iraq is 8 resourceful
country both on human and natural resources with a good income from its oil

3. Reform and reeducate the Iraqi people’s mind and thinking. Make the people aware
of what has happened, what are the plans for now and future :

o Create a PR organization to reintroduce Iraq to the world. At the same time
rebuild and restructure the Iraqi society from every comer of lraq

4. Involve the people of Iraq men and women in the new economic development of Iraq
which will be reeducating the people about the possibilities for prosperity and better
life

5. Rebuild the Iraqi middle class to sustain the economy

6. Reform and rebuild the Iraqi banking system and all financial institutions

7. Reform the Iraqi military by separating the military from government and not to get
involved in the politic of Iraq

8. Create new foreign investment laws 1o attract foreign investors
9. Create free zones (trade and business)

10. The right of Iraqi individual to own property

11. Encourage and develop the farming family and agriculture sector
12. Develop the agriculture sector

13. Encourage the intellectual people give them special status

14. Clean up Iraqi rivers, ponds, lakes, streams
15. Attract the Iraqgi expat both small and big

16. Encourage the people to depend on the lraqi resources in the industry and other
sectors

i

17. Revisit and reform the oil industry policies and bring the industry to today’s standard
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18. Reduce the spending of military to a minimum and essential for defending the
country

19. Create a wave of small businesses by encouraging the potential entrepreneurial
people

20. Provide public and social services to all Iraq
21. Create a budget for each province and have the province to manage its affairs

22. Encourage and create laws for small businesses and minorities and special financial
institutions to provide funding for their projects and operation

23, Create a transparent tracking system to monitor the progress of economy

24, New laws for corporation domestic and foreign

25. New laws for copy right (intellectual property) technology protection (patents)
26. Incentive for businesses and all people

27. Incentive for investors, domestic and foreign

28. Environmental laws

29. Land mines

30. Health industry, pharmaceutical

31. Develop manufacturing, distribution centers, end-user's outlets.

32. Regional cooperation to enhance the cooperation in the region. Recognize the right to
existence of all au neighbors and other nations.

33. Create new waves of managers, CPA, lawyers and etc.

34, Need technology to disseminate information such satellite system TV etc.

35. Create a credit guarantee fund agency that will help to guarantee a portion or whole
loan for entreprencurial people who will build and develop businesses. This agency

will be able 1o support itself and make money from the fees that will be charged to
guarantee the loans

36, Build a databank that will consist of people of whole kind of background and other
tools to be used as resource center.
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37.Create consultants/mentor/advisory agencies that will help and guide the

38
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entreprencurs to develop their new businesses and to be there as their advisor for the
entreprencur. At the same time, they can be used as a bridge between banks and

potential entrepreneurs,

Encourage potcnti'nl entrepreneurs

Iraq has a functioning government. We must use the expertise of the existing
government personnel, but at the same time train new people based on a democratic
and open society that believes in transparency and work ethics.

Create productivity enhancement program. This program’s function is to send people
1o outside lraq to be trained on various fields such as banking, law, management,
administration, accounting, etc. These people will go back and train the local people
and transfer the know-how to them.

Create an agency that will deal with the expat community. This agency should consist
of local Iragi people and expat Iragi people. One of the function of this agency is to
attract the Iragi expat community to return to lraq to transfer their resources and
knowledge to Iraq in whole or in part.

. Since Iraq has a functioning government, it will not be wise to dismantle the entire

system despite that the system was built and controlled by one man. Therefore, to
compete and replace the current Iraqi structure which has been controlled by one man.
We should form the People’s Association (PA). The member of this association will
be business community, chamber of commerce, tribal leaders, arts and leisure,
recreational clubs and social activity groups. The mission of the PA is to provide
advice and services in community centers that will be set up through out the country
to conduct literacy classes, hands on courses in automobile repair, cooking, sewing,
radio and television repair, agriculture and etc. By competing against and out doing
the existing structure of the current regime, we will gradually win back part by part of
the ground that the regime has controlled so long. The lragi expat community will be
involved in this process by contributing their skills and resources.

The sanction naturally has created a black market business, we need to deal with this
black market step by step and stabilize the currency.

. Conduct workshops through out the country to educate religious tolerance specifically

Vas.

focus on clergies.

Due to the ethnic cleansing and religious discrimination policies that was adopted and
practiced by the current Iraqi regime, many people have been displaced from their
homes and natural place of birth and in some cases, they wete expelled from Iraq to
countries like Iran and this is specifically true in the case of Faili Kurdish. Those
people should have the right and should be allowed to return to their original places
and reclaim their assets.
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