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SUBJECT: ADMINISTRATOR’S ECONOMIC REPORT for November 15, 2003

 

1.  Headings of paragraphs 3-8 reflect goals in the Coalition Provisional Authority’s Strategic Plan. 

 

2.  HIGHLIGHTS:

 

-- Currency exchange approximately fifty percent complete.

 

-- Foreign banks now applying to work in Iraq.

 

3.  BUILD FINANCIAL MARKET STRUCTURES

 

Currency Exchange:  As of 12 November, the Iraqi Currency Exchange Program has received 4.94 trillion New Iraqi Dinars of the 6.36 trillion total.  Of this amount, 2 trillion will be held as reserves.  Today, 2.5 trillion is in circulation, or nearly 58 percent of the 4.36 trillion total.  The exchange is now one-third of the way through its projected three- month life. 

 

Monetary Policy Discussions:  On November 5 and 6, the Governor of the Central Bank of Iraq met in Amman with representatives of the IMF, U.S Treasury Department, and the CPA to discuss a monetary policy framework for Iraq.  They agreed that significantly more economic data is needed before an effective monetary policy framework can be fashioned.

 

Currency Auctions:  The settlement price at Central Bank auctions has been steady at 1990 dinars to the dollar in the past week.  USD 8.5 million was sold November 10, though the allocation at the settlement price was only 50 percent.  The “street” price increased to 2035 dinars that same day.

 

4.  PROMOTE PRIVATE BUSINESS/SMALL AND MEDIUM ENTERPRISES 

 

Streamlining Company Registration: To help streamline corporate registration and other business-permitting processes, the Ministry of Trade (MOT) -- in conjunction with CPA’s offices of Trade and the General Counsel – is drafting regulations to modernize the Iraqi company registration process.  CPA plans to provide company registration training in Amman for the MOT Company Registration Division.

 

Revision of the Company Law:   CPA is working with Iraqi attorneys and businessmen on revisions to the corporate law.  Near term changes to the Company Law provide for greater capital infusion, and a longer term revision will address corporate governance, entity formation, commercial transactions, and effective integration with the securities law

 

Foreign Bank Applications:  A Request for Applications for foreign bank entry was issued November 5 and applications will be accepted until November 26.  CPA is receiving inquiries now.

 

Insurance Sector Reform:  Three state-owned companies control 98 percent of Iraq’s insurance market.  Iraq’s insurance law derives from a decades-old English model.  Its core is workable, but it must be updated, and Saddam-era provisions stripped out.  Following activities are being carried out by Iraqi and CPA experts:  

 

-- Assessment and audit of state-owned insurance companies to determine the actual market value of each company (opening opportunities for foreign ownership);  

 

-- Agreement with the Minister of Finance for an audit of all Iraqi insurance companies by an internationally recognized audit group;

 

-- Creation of an internationally accepted regulatory body; and

 

-- Creation of an Insurance Association to make policy and educate industry members.  

 

5.  COMMENCE REFORM OF TAX SYSTEM

 

Tax Strategy 2004:  Consultations are underway with Iraqi tax professionals on a strategy to provide for a maximum individual tax rate of 15% and corporate rate of 15%.  

 

6.  IMPLEMENT POLICY TOWARDS STATE-OWNED ENTERPRISES

 

Corruption Investigation:  The Ministry of Industry and Minerals formed a committee to evaluate complaints of corruption at the Northern Cement Company and the Iraqi Cement Company.  Ministry representatives went to a CPA-hosted seminar on Corruption and Ethics which will lead to ministry/SOE-wide steps to counter corruption and promote good ethics.  This past summer, a similar committee investigated complaints of corruption at the State Company for Pharmaceuticals in Mosul. 

 

 

7.  LAY FOUNDATION FOR AN OPEN ECONOMY

 

WTO Observer Status:  The Ministry of Trade plans to apply for observer status to the World Trade Organization (WTO) within the next couple of weeks.  As an observer, a country is entitled to some WTO benefits including WTO capacity building programs.  Iraq’s interest in obtaining WTO membership should add a trade liberal tone to new laws, regulations and practices.  In addition, WTO observer status will be welcomed by foreign investors.  

 

Trade Capacity Building Programs:  CPA has recommended a trade capacity training course for Iraqi government officials.  A delegation of about 25 from ministries that cover trade-related issues (Trade, Agriculture, Customs, Interior, Oil, Planning, Finance, Telecom, Transportation, Industry & Minerals, Culture (Tourism), and Health) will be traveling to Washington soon.

 

Revision of the draft Trade Liberalization Policy of 2004:   The Policy provides for implementation of the Reconstruction Levy of 5% on imported goods (with exceptions for goods used in the reconstruction of Iraq), while continuing the suspension of other levies, tariffs, duties, import taxes, and similar surcharges.  A draft order and regulations necessary to implement the levy on January 1, 2004, as well as registration and computation forms for collecting the reconstruction levy, have been completed.

 

8.  RECONSTITUTE OIL INFRASTRUCTURE

 

Oil Export Revenues:  Since oil exports resumed from the country in July of this year, some 115 million barrels have been sold on the world market for a total of almost $2.7 billion.  In 2004, if export capability is not interrupted and if oil prices hold at today’s levels, approximately $1 billion per month in revenues from oil exports should be achieved.  
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