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The bill for relief and reconstruction: $50 billion

Repairing the residual damage to and accumulated disrepair of key infrastructure,
industry, and services that resulted from 12-years of sanctions and the 1990-1991 Gulf
war would probably cost $30 - 35 billion. The recent war has probably added between
$15 billion and $20 billion to the bill. In addition, it has created a humanitarian crisis;
managing it may require another $3 billion over the next 18-24 months. Thus, $18-23
billion should be sufficient to return Iraq to the status quo of 2002. Going further: a total
investment of $50 billion should be sufficient to return Irag to a semblance of its
condition circa 1989. (This estimate assumes some overlap between the repair costs of
sanctions and the two Gulf Wars.) As explored below, there are a variety of possible
sources for these funds. Nonetheless, new outside assistance on the order of $16.5
billion to $20.5 billion probably will be needed over the next six years.

During the first Gulf War allied air power systematically destroyed much of Iraq’s
infrastructure and industry, including 92 percent of electric power generating capacity,
80 percent of oil refinery capacity, eight major dams, four of seven major water pumping
stations, 31 municipal water and sewerage facilities, numerous water purification plants,
and dozens of factories producing goods ranging from tires and electrical cable to
medical supplies, fertilizer, textiles, aluminum, cement, and paint." Most airports were
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rendered useless. Hundreds of train locomotives and boxcars were destroyed as well
as more than a hundred bridges and many miles of train track and roadway. Numerous
warehouses and the goods they stored were also destroyed as were nine thousand
homes. The Arab Monetary Fund estimated total material losses at $190 billion (or
approximately $250 billion today), although this figure seems a bit high. A 1991 UN
study estimated that restoring just the key infrastructure sectors -- power, health, food,
oil, water, and sanitation -- would require $22 billion (or approximately $29 billion in
2003 USD).? This need actually increased during the 1990s, principally as a result of
economic sanctions.

Following the 1990-1991 war Iraq drew on existing material stocks to restore some of its
infrastructure, but comprehensive economic sanctions and strict limits on the import of
essential industrial goods and spare parts made recovery impossible.®> Reserve stocks
quickly ran out, recovery faltered, and decline accelerated. In recent years, Irag’s per
capita gross domestic product has been less than 30 percent its 1989 level.* This,
despite increased oil sales because many of Iraq’s recent import purchases have been
held up in the sanctions process and because 25 percent of Iraq’s oil revenue has been
used to pay reparations. With maintenance and recapitalization falling far behind, Iraq’'s
infrastructure continued to deteriorate throughout the 1990s, becoming less productive
with every passing day. On the eve of the recent war it was estimated that Iraqg’s oil
industry and electric power infrastructure alone required an input of as much as $25
billion in order function as well as it did 1989.% Extrapolating from this, renovation of the
broader industrial and service infrastructure may have needed as much as $35 billion --
before the recent war.

The recent war -- and especially the final air-ground assault on Irag’s cities -- has
probably added $15-20 billion to the bill (including the cost of destroyed structures but
not the destruction of military hardware).® This estimate would put the war’s costs close
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to those of the 1999 war over Kosovo, about twice as high as the Afghan war, and far
below the cost of the first Gulf War.’

One thing that distinguished the recent Irag war is that the allies did not seek
intentionally to destroy the economic infrastructure of the country. This accords with the
objective of regime removal and subsequent occupation. By contrast, one important
aim of the first Gulf War was to cripple Iragi power -- going so far as to intentionally
destroy much of the nation’s water treatment, sewage, and electric power systems.®
This plus sanctions ensured that the material wealth of Iraq was much reduced when
allied bombers returned again in 2003. The cost of the recent war might have been
even less had the original “shock and awe” plan worked to quickly crumble the regime
and stifle organized resistance during the first week. Because it did not, a heavier
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resort to aerial bombardment and indirect ground-based firepower was needed. Also,
the concentration of bombing, artillery fire, and ground combat in and around cities and
villages -- rather than open desert -- imposed higher material costs.

In addition to the reconstruction costs of the recent war -- that is, $15-20 billion -- at
least another $2 billion will be needed in 2003 to meet humanitarian needs. As vital
services, infrastructure, and shelter are restored, emergency costs will decline.
Nevertheless, 2004 might require $1 billion in additional emergency funds.’

Although $18-23 billion should be enough to return Iraq to its 2002 condition, it is vital
from a strategic perspective that the material circumstances of Iraqi citizens surpass this
level as quickly as possible. This might be done by devoting $25 billion to relief and
reconstruction during 2003-2006. An additional $25 billion devoted to reconstruction
during the period 2006-2009 might complete the rehabilitation of Iraqg.

Where will the money come from?

There are several possible sources for the required funds: frozen Iragi assets,
resources already in the UN Oil-for-Food program pipeline, future Iraqi oil income
(which might be expanded), and outside relief and reconstruction assistance.®
Subtracting from some of these sources are Iraq’s outstanding debts, contracts, and
reparation obligations. Together these amount to over $400 billion.

Frozen Iraqi assets may provide $1 billion for reconstruction. Regarding the resources
controlled by the Oil-for-Food program: There is currently about $10.1 billion of food and
supplies in the program’s accounts and delivery pipeline.** Food stuffs account for
about $2.4 billion of this total. But this food is meant to meet routine requirements over
10 months, not emergency needs. Thus, it does not reduce the new humanitarian
requirement. However, some of the other $7.7 billion in the pipeline would count
against Irag’s reconstruction needs. These funds cover many industrial and medical
goods whose delivery has been delayed by the sanctions process. The UN office also
has about $2.8 billion in unencumbered funds that might partially apply against
reconstruction and rehabilitation needs. Considering the Oil-for-Food program as a
whole, a feasible estimate of the value of resources that might count against repair and
reconstruction needs is $4 billion. Thus, existing assets and resources barely cut into
reconstruction needs.
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Oil, debt, and reparations

It is tempting to look to Iraqg’s future oil income to substantially defray the remaining
reconstruction costs -- but this source cannot close the gap, for several reasons: first,
most of the current income is already accounted for; second, achieving any significant
increase in production levels would take considerable time and new capital; and third,
creditor nations have substantial, legally enforceable claims against Iragi income.*?

The debt claims on Iragi income amount to approximately $142 billion. Most of this is
owed to Persian Gulf countries, although Russia is due $8 billion as well. In addition,
Iraq has signed about $57 billion in contracts with other nations, notably Russia and
France, and it still owes hundreds of billions of dollars in reparations to Kuwait. The
forthcoming US military government in Irag might be tempted to deal with these
obligations by fiat, dumping them all. But this would precipitate a fundamental,
institutional crisis in the world financial system. Thus, some arrangement must be made
to deal with these obligations in accord with the laws and practices that govern
international financial relations.

Reparations are already handled as part of the existing UN Qil-for Food program. They
absorb about 25 percent of official oil income. As a contribution to reconstruction, future
reparations might be capped at $60 billion and paid over the next 10 years. Iraq’'s
outstanding foreign contracts might be scaled back and traded away for a portion of the
post-war reconstruction work. Regarding its debt load: one plan suggests a 66 percent
write-off -- as was the case with Yugoslavia -- and a 15-year repayment schedule to
retire the rest.** Annual payments would be $1.6 billion during the first five years and
$4.8 billion, thereafter. (This write-off would essentially make Irag’s creditors the
biggest contributors to the entire Iragi Freedom enterprise).

Iragi Oil Revenue, Old and New

In the recent past, official Iraqi oil revenue has ranged around $10 billion to $12 billion
per annum. Black market production and sales might add another $2 billion. Of course,
these estimates date to 2002; the recent war has undercut some of this capability. It
may take an investment of $1 billion and six months time to re-achieve 2002 levels.
Restoring Iraqi oil production to its 1980 peak of 3.5 million barrels per day from its
current level of about 2.1 million will require a $7 billion investment and perhaps three
years. Boosting it further to 5.5 million barrels, as some have suggested, might take a
decade and cost $20 billion.** (The $7 billion investment is included in the $50 billion
reconstruction estimate; the $20 billion is not.)
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Under the rules of the Oil-for-Food program 72 percent of oil revenue has supported the
purchase of food and other necessities. Another 25 percent was devoted to paying
reparations and 3 percent was used to cover UN administrative costs and arms
inspections. Of the 72 percent consumed by Iraq, a portion has been devoted to
recapitalization of the oil industry and some other basic services. But no more than 15
percent of current total oil revenue should be counted toward reconstruction costs --
unless the post-war administration is willing to cut living standards.

Given oil revenues of $14 billion, we might assume an already existing
contribution to recapitalization amounting to $2 billion annually from this source --
beginning as soon as 2002 levels of production are restored. Much of this covers
routine recapitalization, but some of it could count against reconstruction costs.

Near-term debt and reparations payment might be made to fit into the 25 percent
of revenue already devoted to reparations. Under the phased payment plan
outlined above, repayment would rise as oil income does, consuming much of
any new production income during the next six years. Still, new production might
contribute $10 billion to $15 billion total to reconstruction efforts over the next six
years -- with this income beginning to flow three years from now.

In effect, 55 to 60 percent of official Iraqi oil income has been devoted to “income
support” (in the form of food) for individuals. In a post-war order, most of this
portion of national income might be used to pay salaries in the government,
military, health, education, and human service sectors. And it's reasonable to
assume that some portion of the labor this buys will be devoted to reconstruction
tasks. A billion dollars so diverted would represent about 12 percent of the food
program’s outlays.

Thus, a reasonable estimate is that oil income at 2002 production levels could provide
$3 billion annually toward reconstruction, beginning six months from now. Over the next
three years this might contribute $7.5 billion total to reconstruction. For 2006-2009, the
contribution of oil income at 2002 levels would be another $9 billion. New oil production
might provide an additional sum to reconstruction during the second period (2006-2009)
-- say, between $8 billion and $12 billion total, assuming a production level of 3.5 million
barrels a day. Much of the rest of new oil income would go to accelerated debt and
reparation payments. Some would go to a modest improvement in living standards.

Where does this leave us? The Need for Outside Assistance

Against an estimated near-term (2003-2006) reconstruction requirement of $25 billion,
the sources identified above might provide $12.5 billion: frozen Iraqi assets ($1 billion),
relevant resources in the Oil-for-Food pipeline and account ($4 billion), and future oil
income ($7.5 billion). Outstanding would be a near-term requirement of $12.5 billion.

Against a 2006-2009 reconstruction requirement of another $25 billion, the sources



identified above (in this case, future Iraqgi oil income) might make available between $17
billion and $21 billion total. Outstanding would be a requirement of between $4 billion
and $8 billion for this period. Thus, the total outstanding requirement for 2003-2009
amounts to between $16.5 billion and 20.5 billion. This would have to be met by outside
funds.

So far, the United States has pledged $2.5 billion to Iraqi relief and reconstruction,
leaving another $14-18 billion to be raised. Most urgent is the outstanding near-term
requirement for $10.5 billion. Apart from the US pledge, the United Nations has
launched an appeal for $2.2 billion, which still falls short of near-term needs.
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