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HIGHLIGHTS

--  As of February 4, the balance in the Development Fund for Iraq (DFI) was $8.6 billion.
--  Coalition Joint Task Force 7 (CJTF-7) Civil Affairs units estimate that the CPA has created approximately 436,562 jobs for Iraqi citizens.
I.  BUILD FINANCIAL MARKET STRUCTURES

Modernize the Central Bank; 
Commercial Banking System; Re-establish Baghdad Stock Exchange; Restructure National Debt
· On January 31, the Central Bank of Iraq (CBI) announced that on March 1, it would fully liberalize interest rates on deposits, loans, credits, securities, and all other domestic financial instruments.  The CBI currently sets these rates.  This represents a major step in the development of Iraq’s financial system.  The decision to liberalize interest rates will facilitate the modernization and development of Iraq's financial system based on market principles. 
· Central Bank Governor Shabibi and Finance Minister Gailani were in Boca Raton, Florida, February 6-7, for the Group of Seven ministerial meetings.  They discussed the progress to date on reforming Iraq’s financial system and budget priorities, and outlined future steps.

· The Iraqi Governing Council is expected to approve the new Central Bank law by mid-February. 
· The CBI closed the auction market for the new Iraqi dinar (NID) from February 1 until February 7 for Eid al Adha celebrations.  At the NID auction on January 31, the settlement price was 1360 dinars per dollar, appreciating from 1370 dinars per dollar on January 29.  On January 31, the NID street market price was also 1360 dinars per dollar, appreciating from 1360 dinars per dollar on January 29.  
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· The CBI announced on January 31, three banks that will proceed to the final step in the selection of foreign bank licensees.  The banks are Hong Kong Shanghai Banking Corp., National Bank of Kuwait, and Standard Chartered Bank.  The CBI chose these banks from 15 applicants representing a range of international and regional banks.  Other banks remain under consideration.  The CBI anticipates granting licenses to all three banks in mid-March 2004. The banks shall then be required to begin actual banking operations in Iraq no later than December 31, 2004.
· Paris Club creditors agreed during their January meeting to participate in another data call that will seek more detail on creditors’ claims on Iraq.  They will aim to complete the data call by the time of the next Paris Club meeting during the first week of March.  In addition, the International Monetary Fund continues to work on obtaining better data from non-Paris Club creditors.

II.  DEVELOP TRANSPARENT BUDGETING AND ACCOUNTING ARRANGEMENTS
Redraft and Execution of 2004 Budget
· CPA is working with the Minister of Finance on revisions to the 2004 budget and the rollover of unspent budget money from fiscal year 2003.  The Minister of Finance allowed this rollover exception because of the extraordinary circumstances of the previous year.  One of the major revisions to the 2004 budget is a 40 percent increase in money for salaries in order to cover the cost of implementing the new salary scale (the total increase amounts to $710 million, or 1.07 trillion NID).
· As of February 4, the balance in the DFI was $8.6 billion, comprised of $7.9 billion in the original Federal Reserve Bank of New York (FRBNY) account, and $600 million on deposit in DFI-Baghdad.  Since establishment, the DFI investment program at FRBNY earned $11 million in interest.  As of February 4, the total payments out of the DFI amount to $3.1 billion.  
· State Department and U.S. Agency for International Development (USAID) assistance to Iraq disbursed in FY 2003/2004 totals $2.3 billion as of January 27, 2004:
· USAID/ Asia and Near East (ANE): 



$1.7 billion
· USAID/ Office of Foreign Disaster Assistance (OFDA): 
$87 million
· USAID/ Food for Peace (FFP): 




$426 million
· USAID/ Office of Transition Initiatives (OTI): 


$72 million
· State Department/ Bureau of Population, Refugees, 
and Migration (PRM): 





$39 million
III.  DEVELOP FRAMEWORK FOR SOUND PUBLIC SECTOR FINANCES AND RESOURCE ALLOCATION
Increase Capacity of Ministries of Finance and Planning to Manage Public Resources; Increase International Coordination to Manage Foreign Assistance

· On January 29, the World Bank Board of Executive Directors authorized the Bank to act as an administrator for the Iraq World Bank Reconstruction Trust Fund, which will finance a program of emergency projects and technical assistance.  The trust fund donor committee will hold its first meeting in late February in Abu Dhabi, UAE.  The donor countries that participated in the Madrid conference are expected to follow up on their commitments at that time. 
IV.  PRIVATE SECTOR INITIATIVES
Streamline existing commercial code/regulations; Facilitate lending to private businesses; Technical Assistance for Small and Medium Enterprises (SMEs); Iraqi Participation in Reconstruction Subcontracts; Business Development

· The International Finance Corporation (IFC) invited six banks to Amman, Jordan on February 8-9 to discuss the $170 million SME lending facility to determine their level of interest in participating.  

· The CPA Office of General Counsel is meeting with the Iraqi Governing Council (IGC) Finance Committee to obtain their approval for the Tax Strategy and Trade Liberalization laws, and to discuss their concerns regarding the Company Law.  The CPA Office of General Counsel is also finalizing comments from the interagency group and the Coalition regarding the interim securities law, which will facilitate the establishment of the Iraqi stock exchange.  
· U.S. Treasury, Commerce, and State Department staffs are participating in an “Iraqi commercial law legal cell” that is drafting and implementing laws and regulations for secured transactions, leasing, and possibly insurance.  A strong legal and regulatory framework in these areas will facilitate the delivery of credit and promote a business friendly environment.  
V.  COMMENCE REFORM OF TAX SYSTEM
Reform tax rates

· CPA currently is developing the information technology system to support the enforcement of the 5 percent reconstruction levy that will take effect on March 1, 2004.
VI.  REMOVE SUBSIDIES/DEVELOP SOCIAL SAFETY NET
Develop energy subsidy reform plan; Strengthen food security controls on PDS system until monetization is implemented
· CPA submitted energy subsidy reform information to the Minister of Oil for his review and is awaiting recommendations from his task force.  

VII.  IMPLEMENT POLICY TOWARDS STATE-OWNED ENTERPRISES (SOEs)
Return SOEs to pre-war operating levels, where appropriate; Find sources for financing their short term working capital and investment requirements; Hard Budget Constraints; Develop restructuring plan for SOEs
· The lack of Iraqi political will is limiting significant restructuring of SOEs.
VII.  DESIGN OIL TRUST FUND
Proposal for Oil Trust Fund 
· As of January 31, 2004, estimated crude oil export revenue is $1.3 billion since January 1, 2004 (crude oil export revenue for 2003 [June - December] was $5.1 billion). 

· CPA provided information to the Minister of Oil on potential oil trust structures for Iraq, and is awaiting his response.

VIII.  LAY FOUNDATIONS FOR AN OPEN ECONOMY
Provide IG Staff Capability; Trade Bank; WTO Observer Status; Draft Intellectual Property law to GC by April 15, 2004; Develop Framework for Collateralizing Movable and Immovable Property
· As of February 6, the Operating Consortium of Banks, led by JPMorgan, issued 205 letters of credit (L/C’s) worth $205 million for nearly every Ministry and several SOEs.
IX.  PURSUE NATIONAL STRATEGY FOR HUMAN RESOURCES DEVELOPMENT
Begin work to employ 100,000 workers in Public Works programs around the country
· The National Employment Program and the additional employment program in the northern regions, initiatives that seek to create 155,000 new public works jobs, created 108,433 jobs as of February 6, 2004, nearly 70 percent of the goal.
· Coalition Joint Task Force 7 (CJTF-7) Civil Affairs units estimate that the CPA has created approximately 436,562 jobs for Iraqi citizens (51 percent of the CPA target of 850,000):
·  Security/National Defense employs 



214,831
·  National Employment Program employs 


108,433
·  CJTF-7 employs 






50,473
·  Civilian contractors working under CPA contracts employs 
61,445
·  Governorate Teams employ 




1380
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