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HIGHLIGHTS

--  The Trade Bank of Iraq has issued $175 million in letters of credit (LCs) to international suppliers in order to import essential goods and equipment.  
--  Crude oil export revenue is estimated at $5.5 billion since Iraqi exports resumed in June 2003. 

I.  BUILD FINANCIAL MARKET STRUCTURES

Modernize the Central Bank; 
Commercial Banking System; Re-establish Baghdad Stock Exchange; Restructure National Debt
· Beginning on January 24, CPA contractor BearingPoint’s commercial bank strengthening team is going to provide advisory services to Rafidain and Rasheed banks (the two largest state banks in Iraq).  Four advisors from the U.S. Department of the Treasury are assessing these banks the next few weeks, and are working with CPA and the Governing Council to determine which of the three or four restructuring options to pursue.
· The Baghdad stock exchange installed a communication system at the temporary location, including a high-speed internet satellite connection.  The stock market will open in late February.
· Former Secretary of State James A. Baker III secured pledges from four Persian Gulf nations (Saudi Arabia, Kuwait, the United Arab Emirates and Qatar) to reduce their holdings of Iraq's debt, a senior State Department official said on January 21.  Among Paris Club nations, the goal has been to reduce Iraq's total debt of about $116 billion by two thirds or more.  The Ministry of Finance, with the assistance of the Central Bank of Iraq, will issue a Request for Proposals (RFPs) for a private accounting firm or financial services firm to provide accounting and debt reconciliation services on Iraq’s external sovereign debt.  The purpose of the RFPs is to identify a consulting firm that can assist Iraq with rebuilding its ledger of debt owed to foreign sovereign entities and, potentially, other claims from individuals, corporations, or other entities located outside of Iraq.  
· The Iraqi dinar was stable last week after some recent volatility.  At the new Iraqi dinar (NID) auction on January 22, 2004, the settlement price was 1400 dinars per dollar, the same as it was the previous two days.  On January 22, 2004, the dinars per dollar price on the Baghdad streets was stable at around 1380 dinars during the reporting period:
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Source: CPA Senior Advisor to the Central Bank of Iraq (for both graphs)
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· Iraqi dinar monthly moving average:

· 22 October - 21 November: NID depreciated 1.8 percent. 

· 22 November - 21 December: NID appreciated 15.4  percent

· 22 December - 21 January: NID appreciated 18.1 percent

· During the past week, January 17 - 22, the NID was relatively stable, depreciating less than 1 percent.

· CPA representatives met with currency traders at the request of the Acting Governor of the Central Bank of Iraq (CBI) because of concerns related to the recent volatility of the Iraqi dinar in the foreign exchange market, including reasons behind foreign exchange price movements (e.g. currency speculation) and prospective policy responses of the CBI.

· Coalition Joint Task Force 7 (CJTF-7) Civil Affairs units estimate that the CPA has directly created approximately 393, 950 jobs for Iraqi Citizens (46.3 percent complete, based on a target of 850,000).  By sector: Security/National Defense employing 207,200; National Employment Program employing 76,629; CJTF-7 employing 55,121; Civilian contractors working under CPA contracts are employing 53,000; Iraqi Correction Facilities employing 2000 (out of 14,000 possible).
· A limited Consumer Price Survey of nine food items and four fuel items undertaken by CPA and CJTF-7 is in its fourth week.  The survey draws from 19 cities throughout Iraq and aims to determine price trends within the country.  The survey includes the state store prices and ‘market’ prices for fuel, which are both significantly greater than the nationally mandated prices.  This survey is in its nascent stages, and it is too early to draw serious conclusions. 
· On January 15, U.S. Under Secretary of the Treasury, John Taylor, met with the Iraqi Minister of Planning, Dr. Mahdi al Hafez, regarding the importance of gathering economic and statistical data.  Advisors are coming to CPA next week to help the Central Statistic Office gather economic and statistical data. An inter-ministerial working group on data collection and estimation for the Iraqi economy according to IMF guidelines is assisting these advisors. 

II.  DEVELOP TRANSPARENT BUDGETING AND ACCOUNTING ARRANGEMENTS
Redraft and Execution of 2004 Budget
· CPA continues to work with the Minister of Finance to finalize changes to the 2004 Iraqi budget.  In addition, CPA is meeting with representatives from around the country to address their budget issues.
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;
Develop an Inter-Governmental Policy Framework by Jul 04 in time for the 2005 Budget;
Develop Public Procurement Framework with Regulatory Oversight
· CPA’s Financial Management Information System (FMIS) team continued preparation for system implementation in March 2004.  The team tested the server setup and received approval from the World Bank (WB) on the system capability. 
· Representatives of nine Iraqi ministries met with five WB officers for a two-day conference last week in Amman, Jordan.  WB representatives informed the Iraqi representatives of the general activities and methods of working of the WB.  Representatives of the nine Iraqi Ministries then made presentations on their pressing project needs, and participants agreed that the Iraqis would provide an overall priority list to the WB.  The Iraqi Strategic Review Board will coordinate, and it is to be prepared by the end of the first week of February.  
IV.  PRIVATE SECTOR INITIATIVES
Streamline existing commercial code/regulations; Facilitate lending to private businesses; Create Business Centers; Iraqi Participation in Reconstruction Subcontracts; Business Development
· The Ministry of Trade, in consultation with the CPA, has completed a regulation addressing the registration of foreign corporate branch and representation offices in Iraq.  It is awaiting coordination with the Ministers of Finance and Planning, after which the Minister of Trade will sign and issue the new instruction.  Target date for completion and full implementation is March 1.
· Revisions to Company Law 21 (which facilitate increased capital infusion, reduce state control over company formation, remove restrictions on ownership, and remove certain state controls on business decisions) are still under review by the Iraqi Governing Council.  Following their approval, CPA will implement streamlined Iraqi business registration regulations for both foreigners and Iraqis forming Iraqi legal corporate entities.  Currently, CPA is working with a local software company to create a new registration database and information flow system.  They have already translated the old database of 7,500 companies into English and put it online (www.ibcguide.org).   

· CPA’s Office of Private Sector Development is working with the Overseas Private Investment Corporation (OPIC) and commercial banks to find ways to expedite large-scale commercial loans to the Iraqi private sector.  In addition, CPA is developing procedures to address the capital needs of Iraqi firms that win work in the reconstruction efforts under the Emergency Supplemental Appropriations Act for Fiscal Year 2004.  One of the vehicles under development is a direct lending facility and a working group that will help Iraqi firms access the available capital from a variety of sources.  It is anticipated that the structure will be in place in 60 days.  

V.  COMMENCE REFORM OF TAX SYSTEM
Reform tax rates
· CPA and the Ministry of Finance modified the 2004 tax strategy order to incorporate the Iraqi Governing Council’s request to require an assessment by the Ministry of Finance of the feasibility of subjecting employees of Government and State Owned Enterprises (SOEs) to income tax. 
VI.  IMPLEMENT POLICY TOWARDS STATE-OWNED ENTERPRISES (SOEs)
Return SOEs to pre-war operation levels, where appropriate; Find sources for financing their short term working capital and investment requirements; Hard Budget
· Based on financial reports from selected SOEs conducted by KPMG and Talal Abu-Ghazaleh & Co. International (TAGI), the Iraqi Central Cement Company (ICCC) and Najaf Tire could have loan packages completed within the month.  CPA is working with ICCC to apply for a $10 million capital expenditure loan through Iraqi state banks. 
VII.  DESIGN OIL TRUST FUND
Finalize development of an Oil Trust Plan
· As of January 16, 2004, crude oil export revenue is estimated at $5.5 billion since Iraqi exports resumed in June 2003. 
· CPA began discussions with the Minister of Oil regarding an oil trust plan. CPA will provide the minister with information on potential trust structures for Iraq.
VIII.  LAY FOUNDATIONS FOR AN OPEN ECONOMY
Continued technical assistance with coordination among IFIs and bilateral donors; Trade Bank; Trade Liberalization Policy (to include Customs Law) to GC by DEC 03; 
Draft Intellectual Property law to GC by April 15, 2004;
Develop Framework for Collateralizing Movable and Immovable Property;
· The 2004 Trade Liberalization Order implements the five percent reconstruction levy on imported goods.  However, the implementation date has been delayed until March 1, 2004 in order to ensure that the Iraqis have sufficient capacity to enforce the levy.  Iraqi customs personnel are being trained on the reconstruction levy, and the Ministry of the Interior and Ministry of Finance are taking steps to improve infrastructure.  Just this week CPA delivered the “Reconstruction Levy User's Guide” and the “Installation Manual for the Registration Application” to the customs commission.
· The Trade Bank of Iraq issued $175 million in letters of credit (LCs) to international suppliers in order to import essential goods and equipment.  Two requests for $107 million in stand-by LCs are pending, which will guarantee purchases of electricity from Turkey and local generators for state-owned enterprises producing much-needed cement and phosphates.
· The Trade Bank of Iraq and CPA signed an agreement for U.S. $2.4 billion in Export Credit Agencies’ (ECAs) credit for commodity and capital goods imports on December 5, 2003, in Rome.  The first LC backed by the U.S. Export-Import Bank (EXIM) was recently given for U.S. $14.9 million, allowing the Ministry of Health to import fogging equipment (insecticide foggers to control malaria-carrying mosquitoes). 

· The February World Trade Organization (WTO) General Council meeting will consider Iraq’s request for WTO observer status.  The Iraqi Ministry of Trade is sending a delegation to Geneva to present this request.
IX.  PURSUE NATIONAL STRATEGY FOR HUMAN RESOURCES DEVELOPMENT
Begin work to employ 100,000 workers in Public Works programs around the country
· 76,629 jobs have been created under an initiative, the National Employment Program, that seeks to create 100,000 new public work jobs.
· Saudi Arabia, Kuwait and Bahrain agreed to train Iraqi Ministry of Labor Staff.  Ministers of Labor from these three countries agreed with the Iraqi Labor Minister to fund and train 21 Personnel per month (7 Per country) in order to build capacity within the Ministry.  This agreement is for at least one year.
· Over 150 personnel who were identified for jobs, but lacked the proper skills, started vocational training courses at the Baghdad training center (3 / 17 centers are open). 
· The country now has 11 / 28 employment centers in operation in Iraq (Baghdad, Irbil, Mosul, Kirkuk, Baqubah, Khanaqin, Karbala, Najaf, Diwaniyya, Samawa, and Nasariyya).  Over 25,000 Iraqis found permanent jobs with the assistance of these centers. 

· One example of the myriad job creation programs underway in Iraq is taking place with USAID’s Community Action Program (CAP) regional partner, International Relief and Development (IRD).  IRD is helping the Zahraa Cooperative, a sewing cooperative with 2,500 women members, to rehabilitate their building and supply sewing equipment and materials to their members.  During the conflict, looters stole all the equipment and materials in the cooperative, and the women have been without work since April 2003.  
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