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Ifrica and Middle East Division

COUNTRY: Iraq
SUBJECT: Country reviev and recormendaticns for Eximbank's pragrams, (Country
= -

Appendix attached.)

T no exposure in Iraq and has not been active in
EACKGROUNBqﬁﬁE*- 5;ingﬁtc:;rizztigrza:han axgecade due to a number of reasong, Iraq
DONIRY S = broke diplomatic relations with the U.S. in 1967 at the time of the
Arab-Israeli var, subsequently embargoed imporcs fromhthe U.S: uwotil
1973, and the country paid cash for oost imporcs in the late '7qq
following the large oil price increases after 1974 and uncil 1981,
Iraq was cited by the U,S. as a country linked to internationaL
terrorisn from 1979 through March 1982 and as sucgichete vere more |
stvingent requiremeants for obtaining U.S. export licenses,

' Iraqi-1.S. Relations.

T -

Iraq broke diplomatic relations with the U.5. in June 1967 at the time of the.-
Arab-lsraell var. Since late 1971 the 9.S. has been represented by a U.5.
Interests Section in the Belgian Embassy in Baghdad,

In 1973 Iraq ended its nolicfeal han on 1.8, and Wase Gorman impores, dactding ea
Separate its economic and political policies. In 1ts desire to proceed as rapidly
as possible with the country's economic development, Iraq turmed Coward using
Hestern technology and capictal imports. The rapid rise in Iraq's 4mporcts from the

U.S. prior to the war with Iran - from Just 923 million in 1972 to $724 milldoen in
1980 - attested to the change. '

The U.S. Government has been villing to resume full diplomatic relations with Iragq
but the Iraql Government has not been prepaced to take this step to date,

International terrorism has been an isgue in relations between the U.S. and Traq.
The Fenwick Awendment to the Export Administration Act of 1979 established more
stringeat rules for the grancing of export licenses for 1.S. exporls to countries
cited for supporting international terrorism. In 1979, Iraq along with Syria,
Libya, and the People's Democratic Republic of Yemen was put cn the list. Iraq
remained on this lisc untd] Harch 1982 when the U.S. Departments of Comnerce and
State removed Iraq; Cuba and Iran were added. ' ‘

S$ince the removal of Iraq from the 1ist of countries supporting internatiomal -
textorism and more recently with the war going against Iraq along with the Iranfan
threats toward blocking o1l shipments in the Arabian Gulf, the U.S. haas shown
Teneved interest in a peaceful solution to the conflice.

l’ In December 1983, che U.S. Special Mideast Eavoy,
Co urge restraint and tg discuss ways the 7.§
Subsequently, the press reported chat the U.S

bonald Rumsfeld, visited Baghdad
« could be of assistance.
» ¥was tilting tevard Iraq,

The official U.s.
peacefwi solution.

posicion 4s one of neutrality 1in the var and of seeking a




o External Dubt
———=2as Jebt

In the Scaff’'s opinion, due to both unsatisfactory country econ:t:t;:ue
conditions and the possibility of physical damage o new prni;c
to the ongoing var, there would not be reasonable asgura:c:olel o
Tepayment f{or any med{uwm and long tern cransactioni age tgesc
Irsqi security. Alchough Iraq has considerable oi r;s:r::;;ent

; ble assurance of re .

ty by chemselves, provide reascoa
g::?i ;he-uar ends and satisfactory soluticns are iound a; ::b::o"ill
will control Iraq's government and how war repara; ONnS an rebes
ble assurance of vepaywment .
s#id, ve could noc find reascona

::dium ;nd long term transactions in the absence of satisfactory

external security arraungements.

Since Iraq 1s seill payi;g for somedo:oé::tc:goﬁzz:rjzysizzzs;e::ch
v could Tecommen

;EIiogg::;:§:; i::fihesc itens. Because of the prioricgozftzzzz

transactions and the short repaymentc, Eximbank supsgz: For thes

transactions yould provide an opportunity to tes: o sl e

market and support some exports while avoidi;g : 3

lower prioriry, larger, longer term transactions.

No official information 1g available on the amount of Irag's current external
debt. Various teports indicate that external debt at the end of 1983 was between
$¥37-35 biilion. wf this amount, §22-30 billion has been Provided by Saudi Arabia
and Ruwnidz sfnzz 1682 Lo Cover Lalance of payuents deficits and no information 4x
available as to when or if these loans are to be repaid. As long as the war
coutinues and withouc Increased o1l exports, the current account deficits of $8~10
billion anoually would add substantially to the external debe, Iraq has
negotiared with COnLTacLors concerning payments dua on cash contracts. It ig
understood that payments on these will be deferred uatil 1985 and Payments will ba
Spread over a three to five Year perdod. Simflfar arrangenents are being
negotiated for pzyments due or. cash contracts for 1984, Nev tenders from Iraq

Tequest deferred terms wich 00 payments for two years even for such ftems as spare
parts,

3alance of Pavmenc Projections

Balance of payment Projections for Iraq carry more than the usuval hazards
the on-going var, the lack of adequate base stacisticas, incomplete data og
éxternmal debc, and pitfalls 4n estirating future oil production ang prices.
Nonetheless, the folloving Scenarios are presented to shov the o

due ro ™

Foreign Ixchianze Reserves. Reflecting the lar
Payment surpluses in the last half of the 1970'g4 aad through 1980, pec foreign
255ets of the banking Jyaten rose from $11 billion at the end of 1978 to $37.
{11ion ac the end of 1980, Sinece then, they have declined to $24 bi1ldon at the
end of 1981 and to abour $6 billion ar the end of 1932, A further erosion taok

place in 1983, While no precise figures are available, liquid foreign exchange
uight approach $2 bilifon,




has emerged in lIraq towards the refinancing of foreign
20§E::z:$rg?li;2r contrac%a involving firms from induscrialized countyies
vhose military or financial support has been, and will be, crucial te the
var effort, Iraq directly negotiates with the firms, or with home councry
govercments or bauk consortia. These countries include Japan, Fraoce,
Germany, and Italy. The refinancing package typically includes & 1-3 year
rescheduling of a certain percentage of the debts, cash payments for anothar
certaln percentage - and, increasingly, the 1ifring of crude oil as partial

payment.

olving firms from non-indusrrialized countries, Iraq
::fig;sczzzzizz:oi:vt;a: %inaucing will end and suggests that they turn to
their home countries for financing. . Iraq will not negociate refinancing,
because 1t does not wish to increase its debt to countries such as India or
the Philippines, which have not been in a position to assist Iraq
finaneially or milicarily.

-
-

Cessation of host{lities wicth Iran 1s critical ¢o Iraq’s economic
recovery. Unfortunately, no end-to the war 1s 1n sight at this time.
To addition, vhen the war does end Iraq will be faced with sericus
obstacles on 1its path to ecomomic TeCovery. Paramount
are repayment of sizeable debt accumulated during the w
the abili{ty fo sell larger amounts of Iraqi o1l.

auvong these
aY years and

Y P

Againasz this batkground of deterioraving economic c¢onditions, rapidly
increasing faraign debe, and zonsdnuing war, Exiuback has teceived
wany inquirles concerning the possibility of financing for
transactions ranging from feed concentrates to large power plants,

- a - - tAm .,

If one continues to assume that the Gulf states will aot -~ or cannot zfford to ~
lec Iraq collapse chrough economic attrition, it becomes clear that a big

part of this debt will be {inanced by Iraq's neighbors. The flow of loans

from the Peninsula states 12 curreatly reported to ba around $6 billion per
year. Unless it increases to aver $10 billion per year during the mext

years, it i3 quite likely cthat Iraq will be forced to abandou more c¢ivilian
projects, seek to reschedule its debts beyond 1985, and Intensify its

efforts to negorizte future payments in oil,

The CCC reports that Iraq is current on the 1983 CCC credit.

take some xisk in chis marker as Iraq is expected to be a pote
for U.S. agricultural sales. 4 few commercial banks contacred
would consider only short term credits for Iraq currencly.

good experience working with the Iraqi Central Bank and wit

The CCC 1s willing to
ntially large market
reported that they
One bank reports very

h Rafidain Bank.

Berne Union cembers Lave recently reported on their ac
nembers are “off cover" for shorr tern and seven are
tern. In certain cases there 43 a red
limit cover to non-war zones,
paid.

-

titude and experience. Two
"off cover” for redium and long
uced percentage of cover offered and g few
Some delinguencies are Teported and claims have been



Hedium-Term Outlook. Considering the low likelihood of the war ending in
;Ezincar future, there are no grounods for optimism concerning the possi-
bility that Iraq's foreign exchange problems may be alleviated anytime soon.
VWich the Gulf terminals and the Syrian pipeline closed, Iraq's export
potential vill recain limited. Under the best circumstances - successful
expansion of the Turkish pipeline capacity to around 960 thousands barrels
per day by oid-1984, and contiouved Saudi and Ruwaiti oil sales credit to
Iraq - Iraq cay be able to expand its effective export volume to }1.1-1.3
million barrels per day by 1985. This, however, will by no means be suffi-
cient to omeet the increasing financilal demands on the country.

During the period between 1983 and 1985, Iraq 1s projected to accumulace
$24.8 billicn in current acccunt deficits. In additiom, there will be over
$1.5 billion of debt deferred to 1985 and 1988 alomne. Thus, by the end of
1985, Igaq w:ll find itself facing a debt of well over $26 billion -
Possibly in the $30-535 billion range. This amount does not include the
soft loans that the Gulf states (Saudi Arabia, Ruwait, the UAE and Qarar)
have made to Iraq so far.

RECOMMENDATIONS: R

It is recomzended that the following program be adopted until the war
has ceased:

D e -
1. Snpnlfer Croddt Trassaciions.

Short-cerm: Consider requ;sts for small amounts of esgential
imports on a case-by-case basis with 2 letter of credit fssued by
the Bank Rafidain or the Central Bank.

HMediun—term: Discourage all requests unless a satisfzctory
external security arrangement can_Bb provided.

2. Direct Credits and Financlal Guaraptees,

Discourage ail requests unless a satisfactory external security
arrangement c¢an be provided.




APPENDIX I

IRAQ

Estimated Potential

Project

Al Mussaib Power Project

- Capital Goods
- Desigun Work
- Turbine Generators

Daura Power Project

— Boiler Forcion
- Tqrbine Generators

Yusifiya Power Project

-—

Baghdad Metro (may be deferred)

~ Design
— Engineering/Procurement
Sonstruction Mgmt.

011 Pipeline-Jordan

— Conatruction
- Engineering/Procurement/
Construction

01l Field Equipment

011 Field Equipment

Scanpers & Computer for Shopping Mall

Arab Company for Detergent Chemicals
Linear Alkyl Benzene Plant

01l and Gas Treatment Equipment

Turnkey Ammonium Storage Plant

Hedical Systems

Transmission Substations

Poultry Farm Equipment

Helicopters for Civilian Ambulance
Service by Alr Force

Antibiotic Planc

Feed Concentrates

Togal

U.5. Costs

(millions)

$ 43.0
14.0
159.0

§ 40.0
50.0

$500.0

$ 10.6
150.0
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$1,510.6 oillico

4 150

Potential U.S. Supplier

Not vet determined
C. T. Hain
Westinghouse

Coubustion Engineering
General Electric

Combustion Engineering
Generzl Electric

Combustion Engineering
General Electric

Deleuw Cather
Bechtel

Poster Wheeler
Bechtel

Hidland Inc'l
Halliburton

NCR

Combustion Engineering

Howe-Baker Engineers
Howe-Baker Engineers
General Electric
General Electxic

E. Holzer/Baxrco Int'l
Bell Helicopter/Lockheed

Foscer Yheeler
Bankers Trust for
Pillsbury




