IRAQ (POST-SADDAM)

THE PRIVATE SECTOR AND THE RE-CONSTRUCTION

By Raad Ommar
INTRODUCTION

In the short term, we can hope that peace and rule of law is introduced to Iraq, and evolves throughout the country.  Private enterprise, particularly small businesses, can contribute to this effort by shifting their focus from a previous centrist and somewhat corrupt state-driven (Baath Party) economy.

Although the major industrial sector is oil-related (to date, some $26.8 billion worth of humanitarian supplies and equipment have been delivered to Iraq under the program, including $1.6 billion worth of oil industry spare parts and equipment.  An additional $10.1 billion worth of supplies are currently in the production and delivery pipeline), there is an opportunity for considerable development of an economic infrastructure focused on the many areas associated with a free market economy that would be driven by the small business community.  It has previously been faced with runaway inflation, significantly due to the sanctions imposed on the country.  Another issue is the underground economy, which has had to flourish so that people could feed themselves.  The black market has also prospered as a means of circumventing government-imposed controls, including rationing.

Critical, at this time, is the issue of the labor pool.  While accurate numbers of unemployed Iraqis prior to the recent war cannot be corroborated, it is not out of the realm of possibilities that estimates ranging from an additional 1 to 1.5 million could be added to the total now as a result of the war.  This number can be postulated by starting with the number of “government” employees who are now out of work due to the various government ministries shutdowns.  Then there are the military personnel also out of work as a result of the military forces capitulation.  Finally, to this number add the people from the private sector labor force who have suffered a lay off due to the hostilities, possible damage to their workplaces, and uncertainties by the company/small business owners, and now the unemployment issue becomes a very major topic to deal with.  In order for peace and order to come to Iraq in the short to long term, some hope of meaningful employment and work for these people must become reality.  There is currently very little of the organization(s) remaining which previously could administer the rationing process in the country, and without the conviction by these people that they could work and feed themselves in the not so distant future, continued lawlessness and rioting will prevail.

With the end of the war conflict and multi-million dollar contract awards being issued to outsiders, many believe that throwing money like this will provide a “salve” to the post-war wounds, which the country is currently enduring.  The key focus in the re-construction must be to employ, or re-employ, much of this huge labor pool.  The prime contributors to this employment effort must be internal to the country, and come in large part from the private and small business sector.  Local labor and talent must be used.  The level of education of a good portion of this labor pool is at least the equivalent of a high school degree.  But in order to enter the private enterprise labor market, many will have to be re-educated, re-trained or trained at the least.  Another segment of this labor pool consists of educated people, both men and women, since even in Saddam’s era, women were encouraged to pursue an education.  One of the biggest dangers facing the re-construction effort, and a free-market economy, is the potential for a religious revolution, similar to Iran’s back in 1980, to occur.  There have already been minor clashes in Iraq, which have a strong resemblance to that era.  Certainly the female sector would be set back, and so would the country with the loss of this human and educated talent.

The greatest contributions to this re-construction effort the world community could provide is to find the means and methods of using the existing local Iraqi companies, as well as creating new local companies to complete any projects which they might have been awarded, or which may still be in the bidding phase.  This local-content effort must also be strongly and loudly promoted within Iraq so as to shift the thinking within the country to this level to preempt the potential malaise of hopelessness by the populace.

EXECUTIVE SUMMARY

Although the Baath regime clearly sought to expand the state's influence and establish a socialist economy under tight government control, its economic policy was at odds with a decade of sanctions that necessitated the regime’s growing reliance on the private sector.  Any attempt to create a new state should find a way to deal with and build upon the strength of this sector.  However, its close association with Baathist political elites heavily taints this sector.

The new, interim authority in Baghdad will possess leverage over members of the business community, who harbor great fears regarding the transition process.  Though they are concerned about the loss of the state's economic patronage, they are even more fearful of lawlessness, specifically looting and physical violence by angry mobs or gangsters in the chaotic environment following the end of the war.  By providing law and order and protecting private property rights, the U. S. and others in the international community can reassure members of this sector about their continued role under a new set of laws and rules, based upon an open market economy, democratic principles, with accountability and transparency, therefore maximizing cooperation in the reconstruction process.

The Iraqi-American Chamber of Commerce (IACC), headquartered in the Los Angeles area, has recently been created by Iraqi-American businessmen eager to contribute and participate in the rebuilding of Iraq.  The focus of the IACC is the small business sector in Iraq which already has a small foothold in the country, but must be a significant participant in the re-construction effort of the country.  To that end, the IACC has recently added offices in Houston, TX and Amman, Jordan.  It is anticipated that an IACC office will opened very soon in Baghdad itself.

This report provides some background information on Iraq both within this report and in the Appendix.

The Challenges and Issues section cites a number of problems and issues, some of which are surfacing as the country is opened up to the outside world.  It is expected that more will be in evidence as more knowledge and information is acquired.  These are described as challenges since they are not insurmountable.

While some specific Recommendations are provided in a section, these will continually evolve into additional suggestions and proposals as new relationships and needs are identified and established.  Included following the Recommendations Section are some Specific Projects, which can be quickly started in the next ninety (90) days.

The Appendix, following this Report, includes additional Background information on Iraq.  Demographic, Economic and Energy-related data and information are also provided.

BACKGROUND
During the 1980-1988 war with Iran and facing a difficult economic situation, the regime turned away from its original approach, introduced reforms designed to encourage the private sector and foreign (Arab) investment, and enacted limited, albeit significant, deregulation and privatization measures.  The reduction in oil revenue and the international community's close monitoring of state expenditure through the sanctions regime led to the acceleration of this trend during the 1990s when the stock market and private banks, in Iraq, emerged.  Having gained real leverage, the business community became a social force with which the regime had to reckon – and, what is more, a social force that reflected, albeit imperfectly, all ethnic and religious components of Iraqi society.  One example illustrates their enhanced influence.  When merchants were accused of price manipulation and executed in 1993, the market reacted fiercely, triggering shortages and soaring prices.  For the first time in the history of the relationship between the Baathists and the business community, the authorities "apologized" and rehabilitated the victims as "martyrs of a moment of anger".

At the same time, this economic evolution was marked by two trends that will be significant in the post-conflict phase:

First, as a result of the spread of market forces, the country witnessed a striking increase in social ills: corruption, contraband and criminality.

Secondly, the growth of market forces in a setting still dominated by the central state meant that the private sector never gained full independence.  Although it grew, and its members derived their wealth primarily from industry, trade, contracting and banking, these were all activities in which Iraqi entrepreneurs were forced to seek associates and guardians among key officials.  Rewards for partnership with the regime were as clear as the penalties for defiance.  Loyal kinship groups and regime cronies – including selected Shiites and Kurdish families – were awarded lavish contracts.  Overall, the business community remained an economically dependent and heterogeneous group, reliant on state contracts and forced to adopt strong predatory practices.

In short, though the sanctions era helped broaden the private sector and bring within its ranks individuals with little if any direct links with the regime, years of mismanagement, a distorted economic system and oil smuggling associated with the sanctions also promoted crony capitalism, an unhealthy symbiosis between the business community and the Baathist state.  However Iraq is governed after Saddam, it will be difficult to undo the damage quickly.  The capital accumulated by this group will be of vital importance for Iraq's economic rehabilitation; likewise, the relatively dynamic business and financial communities ought to play an important part in the transition process.

Steps will need to be taken to begin untangling the unhealthy web of business connections that have underpinned the Baathist regime.  The correct way to incorporate the business sector, while simultaneously reforming it, will be to reactivate the professional associations and guilds, including the Iraqi Industrial Federation, the Contractors Union and the Federation of Iraqi Chambers of Commerce.  Each maintains offices in Baghdad and other major cities such as Basra, Mosul and Irbil.  The rapid holding of free and fair elections in these various organizations could promote the emergence of representative intermediaries who could legitimately participate in national consultations.

IACC plans to actively promote free markets, and the rule of law by holding round table meetings throughout major cities in Iraq with the participation of business leaders in the country, US agencies, and select groups of individuals from business, think tanks, and non-profit organizations to foster its goals.

CHALLENGES AND ISSUES

The country has been in a “state of war” for more than 20 years.  This escalated further since the Gulf War, in that the regime would commandeer any facility (hospital, school, etc.) including areas near residential complexes to station weapons and artillery batteries, ammunition and even military manpower to maintain this war-footing mentality over the populace.

The years of sanctions imposed after the Gulf War contributed greatly to the deterioration of the country’s overall infrastructure.  Maintenance and repairs of many facilities and installations, even for civilian needs, could not be performed since any imports of parts and equipment might have had “military” implications and were therefore restricted.

Saddam’s regime exploited every sector of the country at the human and resources levels.  While his regime directed the distribution food rations of the “Oil for Food” program, Saddam was able to skim untold amounts of money to fund the building and furnishing of his lavish palaces and bunkers across the country.  Heavily discounted oil flowed to Syria and it has recently been discovered that oil was shipped to Jordan at zero cost.  How much money may have wound up in Saddam’s coffers is unlikely to be determined.

Any productive asset that the country possessed has been Government-owned since the nationalization of 1964, when the leadership embraced Soviet-styled socialism at the time.  With a centrist/government-managed and directed economy, and lacking a free-enterprise system with the competitive atmosphere this would foster, those assets would be mined without regard to extending their useful lives or functionality.

This nationalization also fostered the lack of respect for private property extending from homes to businesses.  The regime could, and would, seize any possession it fancied or desired.  There were no legal institutions a property-owner could petition to reverse an unlawful seizure.

Iraq has also experienced a debilitating brain drain since the 1990’s.  Additionally, the middle-class within the country has almost been eliminated.

The Iraqi Dinar has in essence collapsed.  Inflation has run rampant, and there is no Central Bank at the present time.  Furthermore, recent looting of banks has resulted in a flood of the currency within the major cities.  The Dinar has floated between 4000 and 2000 to the US Dollar in the last 2 months, and has now settled to the lower level.

The black market economy flourished under the regime’s existence.  It was built on nepotism at all levels within the governing party, favoritism fostered by the party and corruption of all levels of the economy.  The present danger is that this black market will grow unabated and undermine the transition to rule of law and to a free-market economy.  

RECOMMENDATIONS

The IACC’s goals and recommendations are to begin working with the grassroots of the business community in Iraq.  Significant efforts must be made to educate and train this sector to become qualified participants in the re-construction, and have the international business community eager to partner with these Iraq-based companies.

The IACC proposes to identify and meet with key Professional and Trade Associations and Guilds in the major cities to solicit their input on the reconstruction.  These would include the Iraqi Industrial Federation, the Contractors Union and the Federation of Iraqi Chambers of Commerce by conducting free and fair elections to promote the emergence of representative intermediaries.  In some cases, some of these groups may need assistance in their re-activation.  The availability and skills of their membership and the ability to put this labor pool to work as soon as possible is critical to the overall effort.

Another goal is to promote an open-market economy in Iraq through a competitive system where the rules are the same for all participants.  Corruption must be eliminated while the process transparency and accountability is strengthened.  Compliance systems for small business must be simplified and the participation of business groups in the day-to-day process of government decision-making must be fostered with the laws and institutions, created if necessary, for an open market economy to evolve.

The entrepreneurial climate and culture that the existing Iraqi private sector has exhibited in its effort to survive within Saddam’s regime must be encouraged and fostered.  The IACC can contribute in this effort by helping this sector promote itself outside the country particularly for the reconstruction projects.  

The IACC proposes to lobby the Interim Government to mandate the inclusion and hiring of qualified local Iraqis for many of the reconstruction projects within the country.  The immediate benefit of this would be the significant improvement of the employment rate of the citizenry.

The IACC also proposes to begin the process of fairer and more equitable salary scales for the people involved in the reconstruction projects at the professional and skilled labor segments.
Raise funds for, and implement through the private sector, specific projects in Iraq.

Develop and promote a consistent long term US policy orientation towards Iraq at the Congressional, White House and Agency level.

Help establish a bilateral relationship between the private sectors of Iraq and the U.S.A., through educational and economic programs resulting in trade between the two countries that is facilitated and expanded.  

SPECIFIC PROJECTS

A.
English as a second language

· English is taught as a secondary language in high school on up, however, English as a second language will be a critical component part of the success for professionals to enter the labor pool and specifically with reconstruction companies.

· Contact and work with the State department in the US and UK foreign office and reestablish the once large and very well known cultural office with its English as a second language in Baghdad and other major cities.

· Survey, contact companies in the US and UK that offer self help and multi media software to teach English as a second language.  Negotiate with these same companies to obtain the materials and to consider staffing an office dedicated to this task.

· Set up Education Centers with networked computers for instruction with 24 seats and train Iraqi instructors for this purpose.

· Solicit reconstruction companies and other governmental agencies in the US for grants to defray the cost.

· Start the office in Baghdad in the next 60-90 days.

B.
Light Manufacturing

· In 1990 there was an estimated 16,000-20,000 light manufacturing sites with 5-20 employees each.  However, with the oil embargo and changes in the law, most of them are now closed.

· We can quickly reopen those sites if the equipment can be refurbished, upgraded or replaced.  With some small grants to promote the quick re-opening of these plants.

· Results could be significant with potentially 400,000 jobs created.

· Lobby the interim government to allocate some funds and resources to this effort.

· Promote the effort through the local media and US and UK.

C.
Major Business conference

· Create a theme for this conference

“Iraq- New Beginning- Revitalizing the Economy”

· Kickoff a major conference, workshop, roundtable event in Baghdad around Aug. 2003 and smaller ones throughout 3 other major cities in Iraq.

· 300-500 attendees would be the goal, including local business leaders, academics, government officials, media, and involving the US and UK government agencies, business leaders and reconstruction companies.

· Agenda for the conference would focus on, input from the local community on airing their needs to grow the economy, what companies in US and UK expect from businesses in Iraq (transparency, fighting corruption, rule of law, fair and open market, corporate governance).

· Workshops on how to become successful entrepreneurs, opening a small business, etc.

· Work with US agencies like CIPE, the US Commerce department, agribusiness, and oil companies, to participate in the conference.

D.
Iraqi Employment Agency

· Establish an employment agency in Baghdad to facilitate a quick and professional hiring of the local talent by the reconstruction companies. Replicate this process throughout other major cities in Iraq.

· Staff the office with local English speaking professionals to conduct interviews, collect resumes and input this information into a database.

· Locate the office in downtown Baghdad with clear signage and ample access for hundreds of applicants.

· Set up the office with networked computers employing good employment database software package.

· Train additional staff on data entry.

· Use this database to promote the applicants to the local private sector.

· Advertise this Agency’s capabilities in the local media (TV, radio, newspapers).

· Promote this Agency’s capabilities to the trade, professional and industrial associations, guilds, government agencies for another source of applicants.

· These services would be free to the applicant.

· Contact and promote these agencies to companies involved in existing and potential reconstruction projects encouraging them to include a local, educated, talented and qualified labor pool.  The benefit to these companies would be the ability, even in the project bidding process, to quickly locate qualified applicants, and reduced costs in interviewing and qualifying applicants.

· Negotiate with existing large employment agencies to partner in this project.

· Run local seminars and workshops on process of creating a resume, interviewing and maintaining a professional attitude.
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Economic structure
Jul 17th 2001 
From the Economist Intelligence Unit
Source: Country Profile 


Dependent on oil

Iraq's economy has been in crisis since the imposition of economic sanctions in 1990. The government's acceptance of the terms of the UN oil-for-food deal in 1996 enabled the resumption of limited oil exports, allowing some relief for the country's desperate humanitarian situation. Nevertheless, poverty, particularly in the south of the country, remains severe and much of the country's civil infrastructure is in serious disrepair.

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 government regulating all aspects of economic life other than peripheral agriculture, personal services and trade. The dominance of the state sector has gone hand-in-hand with the concentration of activities in the main lowland cities, leading to a decline in agriculture's contribution to GDP (5.1% in 1989) and in its importance as an employer of labour. Since the imposition of sanctions the government has made a number of unsuccessful attempts to increase agricultural output. 

Meanwhile, the state's centrality to the economy has increased because the vast majority of imports and foreign exchange have been controlled by the government. In 1996 Iraq accepted UN Security Council Resolution 986 which allowed it to export oil worth US$2bn every six months (the cap was abolished in December 1999) and to spend 53% of resulting revenue on humanitarian imports for its population (this was raised to 58% in October 2000). Some 13% is currently allocated through UN agencies to the three northern governorates, underlining their separation from the rest of the country.

	
Main economic indicators, 2000(a)

	Real GDP growth (%)
	4.0

	Consumer price inflation (av; %)
	70.0

	Current-account balance (US$ m)
	3,269

	External debt (US$ m)
	53,000

	Exchange rate (ID:US$)
	2,000

	Population (m)
	23.10

	
(a) Estimates.  

	Source: EIU.


	


	
	1998 
	1999 
	2000 
	2001 

	GDP per head ($ at PPP)
	2,940
	3,420
	3,540
	3,320

	GDP (% real change pa)
	35.00
	18.00
	4.00
	-6.00

	Government consumption (% of GDP)
	-
	-
	-
	-

	Budget balance (% of GDP)
	-
	-
	-
	-

	Consumer prices (% change pa; av)
	90.00
	80.00
	70.00
	60.00

	Public debt (% of GDP)
	-
	-
	-
	-

	Labour costs per hour (USD)
	-
	-
	-
	-

	Recorded unemployment (%)
	-
	-
	-
	-

	Current-account balance/GDP
	6.50
	8.50
	10.30
	3.70

	Foreign-exchange reserves (m$) 
	-
	-
	-
	-


	
Comparative economic indicators, 2000

	
  
	
Iraq(a) 
	
Jordan 
	
Syria

	GDP (US$ bn)
	31.8
	7.8
	16.6

	GDP per head (US$)
	1,376
	1,172
	998

	Consumer price inflation (av; %)
	70.0
	0.7
	0.0

	Current-account balance (US$ bn)
	3.3
	0.1
	1.2

	% of GDP
	10.3
	1.7
	6.9

	Exports of goods fob (US$ bn)
	20.6
	1.9
	4.7

	Imports of goods fob (US$ bn)
	-11.15
	-4.0
	-3.6

	External debt (US$ bn)
	53.0
	8.9
	22.3

	Debt-service ratio, paid (%)
	0.0
	14.9
	5.6

	
  
	
Iran(b) 
	
Saudi Arabia 
	
 

	GDP (US$ bn)
	64.4
	164.9
	 

	GDP per head (US$)
	1,011
	8,059
	 

	Consumer price inflation (av; %)
	14.5
	-0.8
	 

	Current-account balance (US$ bn)
	11.5
	14.8
	 

	% of GDP
	17.9
	8.9
	 

	Exports of goods fob (US$ bn)
	29.4
	80.1
	 

	Imports of goods fob (US$ bn)
	-16.2
	-34.2
	 

	External debt (US$ bn)
	9.1
	35.9
	 

	Debt-service ratio, paid (%)
	10.0
	3.5
	 

	
(a) EIU estimates. (b) Year beginning March 21st.  

	Source: EIU, CountryData.


	


Economy 2001 est.
GDP (2001 est.): $59 billion.
Annual growth rate (2001 est.): 5.7%. 
GDP per capita (2000 est.): $2,500. 
Inflation rate (2001 est.): 60%.
Natural resources: Oil, natural gas, phosphates, sulfur.
Agriculture (less than 6% of GNP): Products--wheat, barley, rice, cotton, dates, poultry.
Industry: (less than 13% GNP): Types--petroleum, petrochemical, textile, cement.
Trade (2001): Exports--$15.8 billion: crude oil. Major markets--Russia, France, Switzerland, China. Imports--$11 billion: agricultural commodities, medicine, machinery. Major suppliers--Egypt, Russia, France, Vietnam

Economic Overview 
Currency: Iraqi Dinar (ID) 
Unofficial Exchange Rate (12/02E): US$1 = ID1,281 (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 (Global Insight: Base Case Scenario) (2002E): (-3.0%)-1.5% (2003F): (-1.5%)-1.9% (2004F): 6.7% 
Inflation Rate (Global Insight: Base Case Scenario) (consumer prices) (2002E): 24.6% (2003F): 17.6% (2004F): 11.0%
Major Export Products (2002): Crude oil and oil products (regulated by the United Nations) 
Major Import Products (2002): Food, medicine, consumer goods (regulated by the United Nations) 
Merchandise Exports (2002E): $13.0 billion
Merchandise Imports (2002E): $7.8 billion 
Merchandise Trade Balance (2002E): $5.2 billion 
Current Account Balance (2002E): $2.3 billion
Oil Export Revenues (2002E): $12.3 billion (includes $3 billion or so in smuggling) 
Oil Export Revenues/Total Export Revenues (2002E): 95% or more 
External Debt (2003E): estimates range from over $100 billion to more than $200 billion

APPENDIX 2

Economic Background Prior to 1989 

The non-petroleum industrial sector of the Iraqi economy grew tremendously after Iraq gained independence in 1932. Although growth in absolute terms was significant, high annual growth rates can also be attributed to the very low level from which industrialization started. Under Ottoman rule, manufacture consisted almost entirely of handicrafts and the products of artisan shops. The availability of electricity and lines of communication and transportation after World War I led to the establishment of the first large-scale industries, but industrial development remained slow in the first years after independence. The private sector, which controlled most of the nation's capital, hesitated to invest in manufacturing because the domestic market was small, disposable income was low, and infrastructure was primitive; moreover, investment in agricultural land yielded a higher rate of return than did investment in capital stock. World War II fueled demand for manufactured goods, and large public sector investments after 1951, made possible by the jump in state oil revenues, stimulated industrial growth. Manufacturing output increased 10 percent annually in the 1950s. 

Industrial development slowed after the overthrow of the monarchy during the 1958 revolution. The socialist rhetoric and the land reform measures frightened private investors, and capital began leaving the country. Although the regime led by Abd al Karim Qasim excepted industry from the nationalization imposed on the agricultural and the petroleum sectors, in July 1964 a new government decreed nationalization of the twenty-seven largest privately owned industrial firms. The government reorganized other large companies, put a low limit on individual shareholdings, allocated 25 percent of corporate profits to workers, and instituted worker participation in management. A series of decrees relegated the private sector to a minor role and provoked an exodus of managers and administrators, accompanied by capital flight. The government was incapable of filling the vacuum it had created, either in terms of money or of trained manpower, and industrial development slowed to about 6 percent per year in the 1960s. 

After the 1968 Baath revolution, the government gave a higher priority to industrial development. By 1978 the government had revamped the public industrial sector by organizing ten semi- independent state organizations for major industry sub sectors, such as spinning and weaving, chemicals, and engineering. Factory managers were given some autonomy, and an effort was made to hold them responsible for meeting goals. Despite Iraq's attempt to rationalize and reorganize the public sector, state organizations remained overstaffed because social legislation made it nearly impossible to layoff or to transfer workers and bureaucratization made the organizations top-heavy with unproductive management. The government acknowledged that unused capacity, overstocking of inventories, and lost production time, because of shortages or disruptions of supply, continued to plague the industrial sector. 

The government attempted to strengthen public sector industry by pouring money into it. According to official figures, annual investment in the non-petroleum industrial sector rose from ID39.5 million in 1968 to ID752.5 million in 1985. As a consequence, industrial output rose; the government put the total value of Iraq's industrial output in 1984 at almost ID 2 billion, up from about ID300 million in 1968 and up more than 50 percent from the start of the Iran-Iraq War. The total value of industrial input in 1984 was ID981 million, so value added was in excess of 100 percent. Productivity relative to investment, however, remained low. 

Because of revenues from oil exports, the government believed it could afford to pursue an ambitious and expensive policy of import substitution industrialization that would move the economy away from dependence on oil exports to obtain foreign exchange. In the early 1970s, Iraq made capital investments in large-scale industrial facilities such as steel plants. Many of the facilities were purchased from foreign contractors and builders on a turnkey basis. But Iraq neglected development of the next stage in the industrial process, the transformation of processed raw materials into intermediate products, such as construction girders, iron pipes, and steel parts. These bottlenecks in turn hampered the development of more sophisticated industries, such as machinery manufacture. Plant construction also outpaced infrastructure development. Many plants, for example, were inadequately linked by road or rail to outlets. Excess capacity remained a problem, as the large industrial plants continued to strain the economy's ability to absorb new goods. In an attempt to overcome these problems, Iraq imported the finished products and materials it required, defeating the purpose of its import substitution industrialization strategy and making the large extractive industries somewhat redundant. Imports of various basic commodities, such as plastics and chemicals, doubled and tripled in the 1970s. Most imports were consumed rather than used as intermediate components in industry; when imports were used as industrial inputs, value added tended to be low. Concurrently, tariffs and other trade barriers erected to protect domestic infant industry from foreign competition impeded the importation of certain vital materials, particularly spare parts and machinery. The growth of small-scale industries in the private sector and the rise in the standard of living in general were inhibited by such restrictions. Subsidized by oil revenues, the industrialization strategy yielded growth, but only at great cost. 

In the late 1980s, the cumulative fiscal effects of the war with Iran forced Iraq to reverse priorities and to focus on the export side of the trade equation. Although the government previously had attempted to diversify the economy in order to minimize dependence on natural resources, it was now forced to concentrate on generating export income from extractive industry, in which it had a comparative advantage, rather than on producing more sophisticated manufactured goods. At the same time, in conjunction with its gradual move toward privatization, the government ceded greater responsibility to the private sector for the manufacture of light consumer items as import substitutes. In 1983 legislation exempted the private sector from customs duties and from excise taxes on imported spare parts and on machinery needed to build factories. The private sector was also given tax exemptions for capital investment and for research and development spending. Finally, the replacement of sole proprietorships by joint stock companies was encouraged as a means of tapping more private investment. In a 1987 reorganization, the Ministry of Light Industries was renamed the Ministry of Industry, and the Ministry of Industry and Minerals was renamed the Ministry of Heavy Industry. New ministers were appointed and were charged with improving both the quality and quantity of industrial output; large parts of the state bureaucracy that had controlled industry were abolished. 

According to official Iraqi figures, the total industrial labor force in 1984 consisted of about 170,000 workers. State- operated factories employed slightly more than 80 percent of these workers, while 13 percent worked in the private sector. The remaining 7 percent worked in the mixed economy, which consisted of factories operated jointly by the state--which held a major share of the common stock--and the private sector. Men constituted 87 percent of the industrial work force. According to the Iraqi government, in 1984 there were 782 industrial establishments, ranging in size from small workshops employing 30 workers to large factories with more than 1,000 employees. Of these, 67 percent were privately owned. The private sector owned two-thirds of the factories, but employed only 13 percent of the industrial labor force. Privately owned industrial establishments were, therefore, relatively numerous, but they were also relatively small and more capital-intensive. Only three privately owned factories employed more than 250 workers; the great majority employed fewer than 100 people each. Private-sector plant ownership tended to be dispersed throughout industry and was not concentrated in any special trade, with the exception of the production of metal items such as tools and utensils. Although the private sector accounted for 40 percent of production in this area, the metal items sector itself constituted no more than a cottage industry. Figures published by the Iraqi Federation of Industries claimed that the private sector dominated the construction industry if measurement were based not on the number of employees or on the value of output, but on the amount of capital investment. In 1981, such private- sector capital investment in the construction industry was 57 percent of total investment. By this alternative measurement, private sector involvement in the textile and the food processing industries was above average. In contrast, about forty-six state-owned factories employed more than 1,000 workers apiece, and several industrial sectors, such as mining and steel production, were entirely state-dominated. 

In 1984 Iraq's top industry, as measured by the number of employees, was the nonmetallic mineral industry, which employed 18 percent of industrial workers and accounted for 14 percent of the value of total industrial output. The nonmetallic mineral industry was based primarily on extracting and processing sulfur and phosphate rock, although manufacturing of construction materials, such as glass and brick, was also included in this category. Production of sulfur and of sulfuric acid was a priority because much of the output was exported; phosphates were likewise important because they were used in fertilizer production. Mining of sulfur began at Mishraq, near Mosul, in 1972; production capacity was 1.25 million tons per year by 1988. With the help of Japan, Iraq in the late 1980s was augmenting the Mishraq sulfur works with the intent of boosting sulfur exports 30 percent from their 1987 level of 500,000 tons per year and of increasing exports of sulfuric acid by 10,000 tons annually. Iraq was also attempting to increase the rate of sulfur recovery from oil from its 1987 level of 90 percent (see fig. 9). 

Phosphate rock reserves were located mainly in the Akashat area northwest of Baghdad and were estimated in 1987 at 5.5 billion tons--enough to meet local needs for centuries. A fertilizer plant at Al Qaim, linked by rail to the Akashat mine, started production in 1984; it was soon converting 3.4 million tons of phosphate per year into fertilizer. As the Al Qaim operation came on-stream, Iraq became self-sufficient in fertilizer, and three-quarters of the plant's output was exported. Iranian attacks on Iraqi fertilizer plants in the Basra area, however, cut Iraq's surplus. In 1986 Iraq obtained a US$10 million loan from the Islamic Development Bank to import urea fertilizer, and in 1987 Iraq continued to import fertilizer as an emergency measure. Meanwhile, additional fertilizer plants were under construction in 1987 at Shuwairah, near Mosul, and at Baiji. Their completion would bring to five the number of Iraqi fertilizer plants and would increase exports considerably. 

Another important component of the mineral sector was cement production. Iraq's 1987 cement production capacity was 12 million tons, and the government planned a near doubling of production. Domestic consumption in 1986 was 7.5 million tons, and the surplus was exported, 1 million tons to Egypt alone. 

In addition to the nonmetallic minerals industry, several other industries employed significant percentages of the work force. The chemical and petrochemical industry, concentrated at Khawr az Zubayr, was the second largest industrial employer, providing work for 17 percent of the industrial work force. Chemicals and petrochemicals accounted for a relatively high 30 percent of the total value of industrial output because of the high value of raw material inputs and the higher value added-- more than 150 percent. The labor-intensive textile industry employed 15 percent of industrial workers but accounted for only 7 percent of the value of total industrial output. A major state- owned textile factory in Mosul produced calico from locally grown cotton. The foodstuffs processing and packaging industry, which employed 14 percent of the total industrial labor force, accounted for 20 percent of total output, but the value added was less than 50 percent. Light manufacturing industries based on natural resources, such as paper, cigarettes, and leather and shoe production, together accounted for 10 percent of the value of total industrial output. 

By the mid-1980s, efforts to upgrade industrial capacity from the extracting and processing of natural resources to heavy industry, to the manufacturing of higher technology and to the production of consumer items were still not fully successful. An iron and steel works built in 1978 by the French company, Creusot-Loire, at Khawr az Zubayr, was expected to attain an annual production level of 1.2 million tons of smelted iron ore and 400,000 tons of steel. Other smelters, foundries, and form works were under construction in 1988. (In 1984 this sector of the economy accounted for less than 2 percent of total output.) Manufacture of machinery and transport equipment accounted for only 6 percent of output value, and value added was fairly low, suggesting that Iraq was assembling imported intermediate components to make finished products. A single factory established in the 1980s with Soviet assistance and located at Al Musayyib, produced tractors. In 1981, Iraq contracted with a company from the Federal Republic of Germany (West Germay) to develop the domestic capability to produce motor vehicles. Plans called for production of 120,000 passenger cars and 25,000 trucks per year, but the project's US$5 billion cost led to indefinite delays. 

By the late 1980s, Iraq had had some success in establishing light industries to produce items such as spark plugs, batteries, locks, and household appliances. The electronics industry, concentrated in Baghdad, had grown to account for about 6 percent of output with the help of Thompson-CSF (that is, Compagnie sans fil) of France and the Soviet Union. Other more advanced industries just starting to develop in Iraq in the late 1980s were pharmaceuticals and plastics. 

Data as of May 1988

Source:
US Congressional Office

APPENDIX 3

ENERGY OVERVIEW 
Minister of Oil: Amir Muhammed Rashid (as of 3/10/03, replacing Samir Abdul Aziz al-Najm) 
Proven Oil Reserves (1/1/03E): 112.5 billion barrels (around 75 billion barrels of which has not yet been developed; "probable" and "possible" reserves are as high as 220 billion barrels)
Oil Production (January-November 2002E): 2.02 million barrels per day (bbl/d), of which 1.99 million bbl/d is crude oil (note: Iraqi oil production was 2.45 million bbl/d in 2001)
Oil Production Capacity, Maximum Sustainable (2/03E): 2.8-2.9 million bbl/d (declining by about 100,000 bbl/d per year)
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-November 2002E): 1.56 million bbl/d 
U.S. Oil Imports from Iraq (January - November 2002E): 449,000 bbl/d (down from 795,000 bbl/d during 2001) 
Crude Oil Refining Capacity (1/1/03E): 417,500 bbl/d (according to the Oil and Gas Journal) 
Natural Gas Reserves (1/1/03E): 109.8 trillion cubic feet (Tcf) 
Natural Gas Production/Consumption (2001E): 97 billion cubic feet (Bcf) 
Electricity Generation Capacity (2002E): 4.3-4.4 gigawatts (90% thermal)
Electricity Production (2001E): 36.0 billion kilowatthours 

OIL AND GAS INDUSTRY 
Major Companies: The Oil Ministry oversees the nationalized oil industry through the Iraq National Oil Company (INOC). Autonomous companies under INOC include the State Company for Oil Projects (SCOP) - design and engineering of upstream and downstream projects; Oil Exploration Company (OEC) - exploration; Northern Oil Company (NOC) and Southern Oil Company (SOC) - upstream activities in northern/central and southern Iraq, respectively; State Organization for Oil Marketing (SOMO) - crude oil sales and OPEC relations; Iraqi Oil Tankers Company (IOTC); and various departments within the Ministry of Oil which run Iraq'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, 2002E): Majnoon (12-30), West Qurna (11.3-15.0), East Baghdad (11+), Kirkuk (10+), Rumaila (10+), 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 bbl/d, 2003E): Baiji (150,000), Basra (140,000), Daura (100,000), Khanakin (12,000), Haditha (7,000), Muftiah (4,500), Qayarah Mosul (2,000) 
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) 

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

Note: The information contained in this report is the best available as of February 2003 and can change. Also, please click here for a complete chronology of events pertaining to Iraq from 1980 through the end of 2002. 
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GENERAL BACKGROUND
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, infrastructure, and society have deteriorated significantly. Iraq's gross domestic product (GDP) has fallen sharply since before the Iraqi invasion of Kuwait, with per-capita income and living standards far below pre-war levels. Iraq has a heavy debt burden, possibly as high as $200 billion (or more) if debts to Gulf states and Russia are included. Iraq also has no meaningful taxation system, plus erratic fiscal and monetary policies. 

On May 14, 2002, the U.N. Security Council approved a change in 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. 

On October 16, 2002, President Bush signed a resolution by the U.S. Congress authorizing him to use force against Iraq if necessary. On November 8, 2002, the U.N. Security Council unanimously adopted Resolution 1441, demanding that Iraq give U.N. inspectors the unconditional right to search anywhere in Iraq for banned weapons. Iraq was also required to make an "accurate full and complete" declaration of its nuclear, chemical, biological and ballistic weapons and related materials used in civilian industries within 30 days. The resolution required violations to be reported back to the Security Council by inspectors before any actions could be taken against Iraq for violating weapons bans. more...
OIL
Iraq contains 112 billion barrels of proven oil reserves, the second largest in the world (behind Saudi Arabia). Iraq's true resource potential may be far greater than this, however, as the country is largely (90% or so) 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. However, only 15 of 73 discovered fields have been developed, while few deep wells have been drilled compared to Iraq's neighbors. Overall, only about 2,000 wells reportedly have been drilled in Iraq (of which about 1,500-1,700 are actually producing oil), compared to around 1 million wells in Texas for instance. In addition, Iraq 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. 
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Iraqi oil reserves vary widely in quality, with API gravities in the 22o to 35o range. Iraq's main export crudes come from the country's two largest active fields: Rumaila and Kirkuk. The southern Rumaila field, which extends a short distance into Kuwaiti territory, has around 663 wells and produces three streams: Basra Regular; Basra Medium (normally 30o API, 2.6% sulfur); and Basra Heavy (normally 22o-24o API, 3.4% sulfur). Basrah Blend normally averages around 32o API, 1.95% sulfur, but reportedly is worse currently at around 29-30o API and 2%+ sulfur content. The northern Kirkuk field, first discovered in 1927, has around 337 wells and normally produces 35o API, 1.97% sulfur crude, although the API gravity and sulfur content both are reported to have deteriorated sharply in recent months. Kirkuk's gravity, for instance, has declined to around 32-33o API, while sulfur content has risen above 2%. Declining crude oil qualities -- and an increased "water cut" as well -- could be the result of overpumping as Iraq attempts to sell as much oil as possible. An additional export crude, known as "Fao Blend," is heavier and more sour, with a 27o API and 2.9% sulfur.more... 

Production 
Following Iraq's invasion of Kuwait and the embargo on Iraqi oil exports, Iraqi oil production fell to around 300,000 barrels per day (bbl/d) (from 3.5 million bbl/d in July 1990). For the first 11 months of 2002, Iraqi crude oil production averaged 2.02 million bbl/d, down from about 2.45 million bbl/d in 2001 (and 2.69 million bbl/d in 2000), with large weekly and monthly fluctuations. Iraqi monthly oil output was lowest in April 2002, at 1.2 million bbl/d, and highest in February 2002, at 2.5 million bbl/d. Iraqi 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 Iraqi 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 Iraq with all the oil industry equipment it has requested. 

Oil industry experts generally assess Iraq's sustainable production capacity at no higher than about 2.8-2.9 million bbl/d, with net export potential of around 2.3-2.5 million bbl/d (including smuggled oil). In comparison, Iraq produced 3.5 million bbl/d in July 1990. Approximately 2 million bbl/d of Iraq's production capacity comes from oil fields in the southern part of the country, particularly North and South Rumaylah (1.3 million bbl/d), West Qurnah (225,000 bbl/d), Az Zubair (220,000 bbl/d), Majnoon (50,000 bbl/d), Jabal Fauqi (50,000 bbl/d), Abu Ghurab (40,000 bbl/d), Buzurgan (40,000 bbl/d) and Luhais (30,000 bbl/d). Iraq's remaining oil production capacity is located in the northern and central fields of Kirkuk (720,000 bbl/d), Bai Hassan (100,000 bbl/d), Jambur (50,000 bbl/d), Khabbaz (40,000 bbl/d), Saddam (30,000 bbl/d), East Baghdad (20,000 bbl/d), and 'Ayn Zalah (10,000 bbl/d).

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.more...
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. Under the Phase XII renewal which ended November 25, 2002, 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. The current 6-month phase (Phase XIII) began on December 4, 2002 after a two-week delay over the goods review list issue. Official "oil-for-food" exports from Iraq were about 1.55 million bbl/d in December 2002 and 1.79 million bbl/d in January 2003. 

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. During 2001, Iraq averaged official (i.e., U.N. monitored) net oil exports of around 2 million bbl/d, although this number fluctuated greatly through the year, and fell sharply during the first part of 2002 (to under 1.5 million bbl/d during the first 9 months of the year; see graph). The reduced volume of Iraqi exports in much of 2002 appears to have been a result of at least two main factors: 1) Iraq's unilateral one-month embargo of oil exports in April 2002 ostensibly in support of the Palestinians; and 2) pressure 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). Since mid-December 2002, however, Iraq has increased its production and exports sharply, with production reportedly reaching 2.6 million bbl/d bbl/d, "oil-for-food" exports at 1.8 million bbl/d, and illegal exports at around 400,000 bbl/d. 

During the first eleven months of 2002, the United States imported an average of 449,000 bbl/d from Iraq. In January 2003, approximately 1.2 million bbl/d of Iraqi oil went to the Americas (up from 910,000 bbl/d in December 2002 and 515,000 bbl/d in November), while 430,000 bbl/d went to Europe and 140,000 bbl/d to Asia. To some extent, increased Iraqi oil exports to the Americas have helped fill the loss created by a major oil strike and general unrest in Venezuela beginning in December 2002.

In addition to U.N.-sanctioned oil exports to Jordan, which are currently carried by truck (plans for a 150,000-bbl/d 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 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 nclude: 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), 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 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 Iraqi 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 was 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 barrel surcharge, paid directly to the Iraqi government. more...
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 bbl/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) Iraqi 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 evelopment 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 northern fields (Kirkuk, Bai Hassan, Jambur, Khabbaz, Saddam, Safiya, and 'Ain Zalah/Butnah) was around 1 million bbl/d. 

Another major Iraqi oil field is the 11-billion barrel East Baghdad field, which came online in April 1989. This centrally-located field currently produces 50,000 bl/d of heavy, 23o 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 warned 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 Iraqi 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 included $350 million for upstream contracts, including development work on the Hamrin, Suba, and West Qurna fields.

Currently, the United States maintains unilateral economic sanctions against Iraq, including Excutive Order #12722 (August 2, 1990) imposing a complete trade embargo, and Executive Order #12724 (August 9, 1990) imposing additional restrictions. Under U.S. sanctions, goods or services cannot be imported from or exported to Iraq, with the exception of the U.N. "oil-for-food" program. more... 

Post-U.N. Sanctions Development Plans
In December 2002, the Council of Foreign Relations and the Baker Institute released a report on Iraq's oil sector. Among other things, the report concluded that: 1) Iraq's oil sector infrastructure is in bad shape at the moment, being held together by "band-aids," and with a production decline rate of 100,000 bbl/d per year; 2) increasing Iraqi oil production will require "massive repairs and reconstruction...costing several billions of dollars and taking months if not years;" 3) costs of repairing existing oil export installations alone would be around $5 billion, while restoring Iraqi oil production to pre-1990 levels would cost an additional $5 billion, plus $3 billion per year in annual operating costs; 4) outside funds and large-scale investment by international oil companies will be needed; 5) existing oil contracts will need to be clarified and resolved in order to rebuild Iraq's oil industry, with any "prolonged legal conflicts over contracts" possibly "delay[ing] the development of important fields in Iraq;" and 6) any "sudden or prolonged shut-down" of Iraq's oil industry could result in long-term reservoir damage; 7) Iraq's oil facilities could easily be damaged during any domestic unrest or military operations (in early February 2003, the Patriotic Union of Kurdistan claimed that Iraqi soldiers were mining oil wells in the north of the country in anticipation of war); and 8) given all this, a "bonanza" of oil is not expected in the near future. 

According to the Middle East Economic Survey (MEES), problems at Iraqi oil fields include: years of poor oil reservoir management; corrosion problems at various oil facilities; deterioration of water injection facilities; lack of spare parts, materials, equipment, etc.; damage to oil storage and pumping facilities; and more. MEES estimates that Iraq could reach production capacity of 4.2 million bbl/d within three years at a cost of $3.5 billion, and 4.5-6.0 million bbl/d within seven years.

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. In 1992, Iraq announced plans to increase its oil production capacity to over 6.3 million bbl/d following the lifting of U.N. sanctions. This plan, which was to be accomplished in three phases over a five-year period, assumed billions of dollars worth of foreign investment. Much of the production was to come from giant fields in the south (Halfaya, Majnoon, Bin Umar, West Qurna), plus the Mishrif reservoir (Luhais, North and South Rumaila, Zubair, etc.), East Baghdad, and others.

Russia, which is owed billions of dollars by Iraq for past arms deliveries, has a strong interest in Iraqi oil development. This includes a $3.7 billion, 23-year deal to rehabilitate Iraqi oilfields, particularly the 11-15 billion barrel West Qurna field (located west of Basra near the Rumaila field). West Qurna is believed to have production potential of 800,000-1 million bbl/d. In a surprising and somewhat puzzling development, in mid-December 2002 the Iraqi Oil Ministry announced that it was severing its contract with the Lukoil consortium on West Qurna due to "fail[ure] to comply" with contract stipulations. Specifically, the Iraqis cited Lukoil's failure to invest a required $200 million over three years. Two other, smaller, stakes in West Qurna by Russian companies Zarubezhneft and Mashinoimport reportedly were left intact. In addition, three exploration and production deals were signed between Iraq and Russian companies (Soyuzneftegaz, Stroytransgas-Oil, and Tatneft, to develop the 100,000-bbl/d Rafidain field, the Western Desert's Block 4, and the Western Desert's Block 9, respectively). Despite all this, Russia's Foreign Ministry said that it viewed the Iraqi decision on Lukoil and West Qurna "with regret." In mid-February 2003, following a month of talks between the two sides aimed at reversing Iraq's decision, the Iraqis announced that its decision to cancel the Lukoil deal was "finished and the contract has been scrapped." 

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. Full development of Suba-Luhais could result in production of 100,000 bbl/d (35o API) 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 Zarubezhneft 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. 

The largest of Iraq's oilfields slated for post-sanctions development is Majnoon, with reserves of 12-30 billion barrels of 28o-35o API oil, and located 30 miles north of Basra on the Iranian border. French company TotalFinaElf 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. Future development on Majnoon ultimately could lead to production of 450,000 bbl/d within two years or so at an estimated (according to Deutsche Bank) cost of $4 billion. Eventually, Majnoon could produce significantly more oil than that, possibly well above 1 million bbl/d. 

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, Bin Umar. As of February 2003, Russian company Zarubezhneft reportedly was negotiating a contract to develop Bin Umar. The status of TotalFinaElf, which had previously expressed interest in the field, was not clear. In February 2003, TotalFinaElf said that it was confident regarding its Majnoon contract, regardless of the Iraqi government in power. 

The 2.5-5 billion-barrel Halfaya project is the final large field development in southern Iraq. Several companies (BHP, CNPC, Agip) reportedly have shown interest in Halfaya, 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 (Mashinoimport, Rosneftegasexport), Amara (PetroVietnam), Noor (Syria), and more. Italy's Eni and Spain's Repsol appear to be strong possibilities to develop Nassiriya.more... 

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 Iraq's largest operable crude export pipeline. This Iraq-Turkey link consists has a fully-operational apacity 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 parallel lines have an optimal capacity of 1.5-1.6 million bbl/d. 

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 reopening of the 50-year-old, rusting Banias oil pipeline from Iraq'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, parallel pipeline as a replacement. 

In order to optimize export capabilities (i.e., to allow oil shipments to the north or south), Iraq 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 southern pumping stations were destroyed. 

In the Persian Gulf, Iraq has three tanker terminals: at Mina al-Bakr, Khor al-Amaya, and Khor az-Zubair (which mainly handles dry goods and minimal oil volumes). 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. 

Iraq's Khor al-Amaya terminal was heavily damaged during the Iran-Iraq 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. 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. more... 

Refining 
Iraq's refining capacity as of January 2003 was believed to be over 417,000 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 Iraq's natural gas reserves are associated (i.e., natural 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 2001, Iraq produced 97 billion cubic feet (Bcf) of natural gas, down drastically from peak output levels of 700 Bcf in 1979. Iraq plans to increase its natural gas output in order to reduce dependence on oil consumption. 

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 Iraq's natural gas is associated with oil, progress on increasing the country's oil output will directly affect the gas sector as well. Associated gas often is simply flared off. Significant volumes of gas also are used for power generation and reinjection for enhanced oil recovery efforts. 

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. Natural gas also used to be pumped from Rumaila into northern Kuwait via a 40-inch, 105-mile pipeline. The gas was used to supply Kuwaiti power stations and LPG plants, but was halted following Iraq's invasion of Kuwait in August 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, which began in May 1990, is piped to the Jambur gas processing station near the Kirkuk field, located 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. 

Besides al-Anfal, Iraq has four large non-associated natural gas fields (Chemchamal, Jaria Pika, Khashm al Ahmar, Mansuriya) located in Kirkuk and Diyala provinces. In February 2000, Iraq's Oil Ministry named Agip and Gaz de France as leaders on a $2.3 billion PSA (production sharing agreement) project to develop these fields, which reportedly have total recoverable reserves of more than 10 Tcf. 

Currently, Iraq has a major natural gas pipeline with the capacity to supply around 240 MMcf/d to Baghdad from the West Qurna field. The 48-inch line was commissioned in November 1988, with phases II and III of the project never completed due to war and sanctions. The last two phases of the pipeline project were meant to supply Turkey. Iraq's Northern Gas System, which came online in 1983, was damaged during the Gulf War as well as by the Kurdish rebellion of March 1991. The system supplied LPG to Baghdad and other Iraqi cities, as well as dry gas and sulphur to power stations and industrial plants. Iraq also has a Southern Gas System, which came online in 1985.more... 

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, Iraq's maximum available electric generation capacity was estimated (by Iraq) at around 4,000 MW, while the U.N. Iraq Program estimated in November 2002 that generating capacity was 4,300-4,400 MW. The U.N. Iraq Program further stated that, by the summer of 2004, Iraq's generating capacity could reach 5,900 MW, with several power stations (Al-Quds, Beji, Himreen,Yousfiya, Rumaila -- all gas-fired) under construction and several others (Dibs, Hart, Najaf, Nassriya -- gas and thermal) awaiting approval and/or funds.

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 southern Iraq announced that two new power plants, with a combined capacity of 20 MW, had come online. more...


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; The Economist; Economist Intelligence Unit; Energy Compass; Financial Times; Global Insight; 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. 
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