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SUBJECT: ADMINISTRATOR’S WEEKLY ECONOMIC REPORT:  DECEMBER 10, 2003
1.  Summary.  Headlines of paragraphs 3-11 reflect goals in the Coalition Provisional Authority Strategic Plan.  End Summary.
2.  HIGHLIGHTS
-- Trade Bank of Iraq issues first letters of credit
-- Iraqis head for Geneva for WTO observer consultations
3.  BUILD FINANCIAL MARKET STRUCTURES
Foreign Bank Licenses:  Eleven applications for foreign banking licenses were received by the December 5th deadline.  A broad cross-section of regional and international financial institutions applied.
Dinar Auction:  The Central Bank’s daily foreign exchange auction has become a smoothly functioning exercise.  The New Iraqi Dinar (NID) has demonstrated a steady, stable trend, particularly over the past week, with the price at the CBI auction reaching NID 1,890 per US dollar on December 7, 2003.  Concurrently, demand for dollars has eased from its height at the end of Ramadan, to below $10 million per day.

Check Clearing:  A new check clearing agreement between the big state banks and private banks went into effect December 1.  Previously banks did not clear checks drawn on other banks.  This agreement represents a step away from the cash payments that have been a drag on economic transactions.

Insurance:  The functional infrastructure for a new Iraqi insurance sector has been developed.  A full audit to realize the asset values of the existing companies is complete.  The Iraqi Minister of Finance has approved the audit.  Independent regulatory offices have been created and amendments are currently with the Minister of Finance for approval.  Furthermore, the Insurance Association of Iraq has been created and is endorsed by the Minister of Finance and CPA.

Currency Exchange:  The Iraqi Currency Exchange has received NID 5,332 trillion of the 6.36 trillion total.  Of this amount, two trillion will be used for reserves.  NID 3,357 trillion is in circulation or 77% of the goal of 4.36 trillion.  The exchange has completed almost two months of the three-month period (15 October 2003 – 15 January 2004).

4.  DEVELOP FRAMEWORK FOR SOUND PUBLIC SECTOR FINANCES AND RESOURCE ALLOCATION

Supplemental:  OMB Baghdad has identified urgent non-construction spending projects, such as funding for the New Iraqi Army, judicial security, human rights, and democracy building, that require pre-January Supplemental funds.  House Appropriations Committee staff recently approved the project list with some slight changes.  OMB and the Project management Office are currently working on a longer report, the “January 5th Report,” to send to Congress concerning the spending of all Supplemental funds. 

Final Budget and Salary Payments:  Cash tranches of over NID 340 billion are being shipped to all regions of Iraq for final payments of FY03 salaries and budget allocations. 

5.  PROMOTE PRIVATE BUSINESS/SMALL AND MEDIUM ENTERPRISES
Company Law Revision:  The near term revision to the Company Law facilitates increased capital infusion, reduces state control over company formation, removes restrictions on ownership, removes certain state controls on business decisions, and indexes fees, capitalization requirements, and penalties to account for the significant inflation that has occurred since the Company Law was passed in 1997.  This revision of the Company Law will be submitted to the Governing Council for its review, and has already been submitted to the IMF and the World Bank as well as London, Canberra, and Washington for review and comment.

6.  COMMENCE REFORM OF TAX SYSTEM
Tax Administration/ Modernization:  Many of the local tax offices have been destroyed or looted as a result of the war.  A report from the local tax offices has been compiled estimating that $1 – 1.5 million will be required to repair the physical infrastructure so that operations can continue.  In order to reduce costs and to get the tax offices functional as soon as possible, the merger of several branches has also been suggested to the Minister of Taxation.

2004 Tax Strategy:  Provides for a flat tax of 15% on companies and a maximum tax rate of 15% on individuals and also indexes exemptions to account for inflation.  A proposal for suspension of the 25% social welfare tax is being reviewed, as that tax is onerous for business without providing any benefit to employees due to its method of implementation.  The Order was drafted in close coordination with the Ministry of Finance and the Tax Commission, and has been submitted to Washington, London, and Canberra, as well as the IMF and the World Bank.  Following meetings with the IMF, the draft will be submitted to the Governing Council for review and comment. 

7.  REMOVE SUBSIDIES/DEVELOP SOCIAL SAFETY NET

Food Basket Monetization:  Plans for implementation of the monetization of the Food Basket will be presented to CPA’s Executive Board on December 14.  Preliminary collection of data and groundwork continue to take place in preparation for trials.

8.  IMPLEMENT POLICY TOWARDS STATE-OWNED ENTERPRISES

SOEs Salaries:  CPA’s Office of Management and Budget is working with CPA Private Sector Development to resolve budget and salary issues with the Ministry of Finance.  The offices are specifically looking at SOE salaries to determine what assistance these companies may require in 2004. 

9.  LAY FOUNDATION FOR AN OPEN ECONOMY

Reconstruction Levy:  CPA’s General Counsel is finalizing the 2004 Trade Liberalization Policy, which contains the Reconstruction Levy (a 5% duty on imported goods).  The order provides exemptions to the Reconstruction Levy for imports by the CPA, Coalition Forces and contractors engaged in the reconstruction of Iraq, as well as certain other categories of exemptions.  The IMF and the World Bank have provided comments, and further discussion was expected in meetings with CPA in Amman this week.  The Iraqi Ministry of Finance and the Iraqi Customs department have been consulted and a draft has also been provided to London, Canberra, and Washington for review and comment.
WTO Accession Activities in Geneva:  On December 4 and 5, 2003, a delegation of senior Iraqi ministerial representatives, accompanied by Senior Advisor to the CPA Ministry of Trade Susan Hamrock, met with representatives of the World Trade Organization [WTO] in Geneva to discuss Iraq’s planned accession to WTO.  The delegation included Deputy Minister of Trade Rashan and others.
First Letters of Credit for Trade Bank:  Export credit agencies have committed more that $2 billion in export credit lines to Iraq.  They complement facilities offered by the recently-formed Trade Bank of Iraq which is issuing it first seven letters of credit through a JP Morgan-led consortium.  The letters will facilitate $7.9 million of purchases of medical supplies.
CPA CPI:  CPA is working to establish a crude nationwide price index.  A test basket consists of food and fuel items.  The first results from all 18 governorates are expected in early January.
10.  RESTORE AND IMPROVE OIL PRODUCTION
Iraq’s daily output stands at 2.1Mbbl per day.  Of this amount, 1.7Mbbl per day are exported each day.  Finally, revenues from oil production in the post-war period have grown to $3.6B.
11.  PURSUE NATIONAL STRATEGY FOR HUMAN RESOURCE DEVELOPMENT

In the Jobs Generation Program to date: 

--4,289 Supervisors and 44,713 workers have been hired.
--240,969 tons of debris have been removed.
--211,283 M3 of rubble have been removed.
--16,190 kilometers of land have been cleared

Ministry of Labor Study:  Statistics reflect answers of 2,000 of the 20,000 people who were in line waiting to register for services at the Ministry of Labor (Baghdad) 26-October-2003 to 23-November-2003.
Gender:
-------
Male:  1,621; 78.01%
Female:  457; 21.99%
Total:  2,078; 100.00%

Weekly Hours Worked:

-------------------
Not working:  1,294; 62.27%
Less than 10: 11; 53%
11 - 15:  6; 0.29%
16 – 20:  5; 0.24%
21 – 25:  5; 0.24%
26 – 30:  15; 0.72%
31 – 35:  11; 0.53%
35 – Above: 724; 34.84%
Total: 2,078; 100.00%
How many people have a job in your family:
------------------------------------------
1,120; 53.90%
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