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Summary

Large-scale reconstruction assistance programs are being undertaken by the
United States following the war with Iraq. To fund such programs, Congress
approved on April 12, 2003, a $2.48 billion Iraq Relief and Reconstruction Fund in
the FY2003 Supplemental Appropriation. On September 7, President Bush proposed
a $20.3 billion reconstruction aid package, as part of a FY2004 supplemental request.
Contributions pledged at the October 24 Madrid donor conference by other donors
may be over $5 billion in grant aid. Security Council Resolution 1483, approved
May 22, allows the United States to draw on Iraqi oil sale profits for relief and
reconstruction purposes.

Former diplomat L. Paul Bremer III is the head of civilian administration in
post-war Iraq. Under him, the Coalition Provisional Authority (CPA), staffed by
officials from the U.S. government and other nations, is implementing assistance
programs.

U.S. policymakers are negotiating with European allies the terms of a new U.N.
Security Council Resolution in an effort to gain greater international military and
financial cooperation in the Iraq stability and reconstruction effort. Criticisms of
Administration reconstruction efforts include accusations of inadequate security, a
failure to rapidlyestablish an Iraqi-led government, prevention of a larger multilateral
role, excessive reliance on the U.S. military, and a lack of openness regarding plans
for the reconstruction process and use of funds.

The report will be updated as events warrant. For discussion of the Iraq political
situation, see CRS Report RL31339, Iraq: U.S. Regime Change Efforts and Post-War
Governance. See also CRS Report RL32090, FY2004 Supplemental Appropriations
for Iraq, Afghanistan, and the Global War on Terrorism: Military Operations,
Reconstruction Assistance, and Other Activities.
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1 For detailed discussion of the Iraq political situation, see CRS Report RL31339, Iraq: U.S.
Regime Change Efforts and Post-War Governance.

Iraq: Recent Developments in
Reconstruction Assistance

Large-scale reconstruction assistance programs are being undertaken by the
United States in Iraq. This report describes recent developments in this assistance
effort. Given the rapidly-evolving situation concerning these aid programs, some of
these reported developments are based on press accounts. The report will be updated
as events warrant.1

FY2004 Emergency Supplemental

On September 7, the President announced he would submit to Congress a new
request for emergency spending for Iraq. The formal request was submitted on
September 17. The $87 billion request includes $20.3 billion for reconstruction
programs, a significant increase over previously appropriated sums.

Earlier funds have been used to support a broad range of humanitarian and
reconstruction efforts. According to the Administration, the new request is intended
to fund the most pressing, immediate needs in Iraq, with the aim of having a
noticeable impact on the two greatest reconstruction concerns that have been raised
since the occupation of Iraq began — security and infrastructure. More than $5
billion would be targeted at improving the security capabilities of the Iraqi people
and government — including training and equipment for border, customs, police, and
fire personnel, and to develop a new Iraqi army and a Civil Defense Corps.
Enhanced efforts to reform the judicial system would also be made.

Most of the remaining supplemental reconstruction request would go toward
rapid improvements in infrastructure, including electricity, oil infrastructure, water
and sewerage, transportation, telecommunications, housing, roads, bridges, and
hospitals and health clinics. The initiative is intended only to address the most
important needs; more long-term concerns in such areas of government reform,
agriculture, economic development, and education are not included in the
Administration request. A relatively small amount of funds — $353 million — have
been requested for programs designed to encourage the growth of the private sector
and jobs training, including establishment of an American-Iraqi Enterprise Fund.
Another $300 million is targeted on grassroots democracy concerns, including local
governance, civil society, human rights, and refugees.

The Senate and House approved measures, S. 1689 and H.R. 3289, on October
17 providing supplemental appropriations for Iraq reconstruction, among other items.
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2 For the full text of the report online, see the World Bank website at
[http://lnweb18.worldbank.org/mna/mena.nsf/Attachments/Iraq+Joint+Needs+Assessme
nt/$File/Joint+Needs+Assessment.pdf].
3 See [http://www.cpa-iraq.org/Budget2003.pdf] for text of the budget.

Both bills reduced funding for reconstruction, the House by$1.655 billion, providing
$18.65 billion, and the Senate by $1.855, providing $18.45 billion. Both bills reduce
or eliminate specific programs — such as prison construction, provision of trash
trucks, postal modernization, construction of new housing communities and a
children’s hospital, and establishment of an American-Iraqi Enterprise Fund — that
Members felt were too costly or unnecessary. The Senate eliminated an additional
$200 million for oil infrastructure rehabilitation, and provides $10 billion of the
reconstruction aid in the form of a loan. The House bill assistance is provided as a
grant, but an October 21 nonbinding resolution instructs House conferees to adopt
the Senate’s loan provision. The Administration has threatened to veto a bill that
provides aid as a loan. A House-Senate conference is expected to meet on October
28 to resolve differences between the two measures. For more details on the
legislation and the debate, including the issue of providing loans in place of grants,
see CRS Report RL32090, FY2004 Supplemental Appropriations for Iraq,
Afghanistan, and the Global War on Terrorism: Military Operations, Reconstruction
Assistance, and Other Activities.

Funding for Assistance: Recent Developments

Until now, the eventual cost of Iraq reconstruction has been based on
speculation and educated guesswork. However, in early October, the World Bank
and U.N. Development Group released a needs assessment of 14 sectors of the Iraqi
government and economy. Resulting World Bank/U.N. cost estimates, derived from
assessments conducted since July, were prepared for the benefit of the international
donors conference held in Madrid on October 23-24. They establish the targets by
which the adequacy of available resources will be judged. The World Bank/U.N.
assessments put the cost of reconstruction for the 14 sectors at $36 billion over four
years, a figure that does not include $19.4 billion estimated by the Coalition
Provisional Authority (CPA) for security, oil, and other sectors not covered by the
Bank/U.N. assessments. Total World Bank/CPA projected reconstruction costs
through 2007 amount to $55 billion, $17.5 billion in 2004 alone.2

A national budget for Iraq, formulated by Peter McPherson, the designated U.S.
advisor to the Iraqi Ministry of Finance, and covering the rest of 2003, was
announced on July 7. It called for expenditures of roughly $6.1 billion in addition
to providing for a Central bank currency reserve of $2.1 billion for a total
requirement of $8.2 billion. New oil revenue, taxes, and profits from state owned
enterprises would make up $3.9 billion of these costs. The remaining $4.3 billion
deficit would be covered by recently frozen and seized assets ($2.5 billion), the
Development Fund for Iraq ($1.2 billion), and already appropriated U.S. assistance
($3.0 billion). Taking into account previous expenditures ($1.2 billion), Iraq was
projected to have roughly $1.1 billion remaining at the end of December 2003.3
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4 Iraq Reconstruction and Humanitarian Relief, Weekly Update Number 2,USAID, October
7, 2003. 90 Day Update Report to Congress Pursuant to Sec. 1506 of Emergency Wartime
Supplemental, July 14, 2003.

The projected $55 billion World Bank/CPA cost estimate makes evident that
available funds for Iraq reconstruction are insufficient to meet current needs. In
addition to new appropriations, reconstruction costs may be supplemented by other
sources of funding, such as contributions from other donors, benefits of debt
reduction or rescheduling, and profits from oil resources. These sources of funding
are discussed below.

U.S. Assistance

In the FY2003 emergency supplemental (P.L. 108-11), $2.48 billion was
appropriated for a special Iraq Relief and Reconstruction Fund for the purpose of aid
efforts in a wide range of sectors, including water and sanitation, food, electricity,
education, and rule of law. Of this amount, $743 million was allocated for relief and
$1.7 billion for reconstruction. The conference report gives the President control
over the Fund, and amounts may be transferred only to the Department of State, the
Agencyfor International Development (USAID), the Department of the Treasury, the
Department of Defense, and the Department of Health and Human Services, subject
to the usual notification procedures. The FY2003 supplemental also provides $489.3
million through the Department of Defense budget for repair of oil facilities.

U.S. Funds Committed to Iraq Relief and Reconstruction as of
6/30/03

($ millions)

Iraq Relief and Reconstruction Fund 2,475.0

DOD - Oil Repair* 502.5

DOD - Cost of CPA 599.0

Other Agency Funds** 529.2

Total 4,105.7
Source: 90-Day Update Report to Congress Pursuant to Sec.1506 of Emergency Wartime
Supplemental. July 14, 2003.
*Includes $13.2 million from Defense Cooperation Account.
**Includes USAID ($460.5million), Department of Treasury ($2.3 million), and Department of State

($66.4 million).

Up to October 7, $2.1 billion in FY2003 funds provided to USAID and the
Department of State had been obligated for relief and reconstruction, of which $1.2
billion was for reconstruction activities. Operational expenses for the Coalition
Provisional Authority (CPA), under the Department of Defense budget, were
projected to reach $599 million through September 2003.4
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5 “Patten Urges U.S. to Back Donors’ Trust Fund for Iraq,” Financial Times, July 16, 2003.
6 Ari Fleisher, February 18, 2003. 90 Day Update Report to Congress Pursuant to Sec.
1506 of Emergency Wartime Supplemental, page. 4, July 14, 2003.
7 Security Council Resolution 1511, October 16, 2003, paragraph 23. “Oil to Come Under
Iraqi Control as U.S. Fails to Form Advisory Board,” Financial Times, August 19, 2003.
“Annan Deals a Blow to U.S. Draft Resolution,” Financial Times, October 3, 2003.
8 Concerns that questions about the legitimacy of the Iraq authority would prevent

(continued...)

Oil Resources and Oil-for-Food Program (OFFP)

Until the start of the war, an estimated sixty percent of Iraqis received their food
supplies through the U.N.-supervised Oil-for-Food Program. Since the end of March,
the U.N. has taken direct control of the program, setting priorities for and directing
delivery of already contracted supplies. U.N. authority over the program was
extended for six months beyond the original expiration date of June 3, 2003, by the
U.N. Security Council resolution approved May 22. During this period the program
will be phased out, and surplus funds will be transferred to the new Development
Fund for Iraq (DFI), under the control of the occupying powers. In mid-July, the
U.N. announced approval, in consultation with the United States, of $2 billion in
projects using remaining funds from the OFFP, including $1 billion in oil industry
spare parts, $794 million for electric power, $54 million for water and sanitation, and
$30 million for youth and sports. Some contracts will reportedly go to France and
Russia.5

It has been expected that Iraq’s oil reserves will help it “shoulder much of the
burden for [its] own reconstruction.”6 The ability of the United States to use oil
reserves for more long-term reconstruction purposes was assured by the May 22
Security Council resolution which ended sanctions. The resolution shifted
responsibility for oil profits from the U.N. to the United States by establishing a
Development Fund for Iraq held by the Central Bank of Iraq. Following the direction
of the Security Council, the U.N. transferred $1 billion in OFFP funds to the DFI.
The resolution gave authority for disbursal of the funds to the United States and its
allies, in consultation with the Iraqi Governing Council. The CPA established a
Program Review Board to prioritize and recommend how DFI resources are used.
Although composed of coalition, multilateral bank, and U.N. officials, the
multilateral bank members have no vote and the U.N. official serves only as an
observer. The U.N. resolution required that an international advisory board to
monitor the sale and use of oil be established, but the CPA has opposed international
institution efforts to create a system of “special audits” that would allow the board
to look at any issue. CPA failure to establish the board has led to international
criticism (see criticism section below). The October 16 Security Council resolution
recommended that the board be established as a priority and that the DFI should be
“used in a transparent manner.”7 On October 21, the CPA announced that it would
soon set up the advisory board.

Efforts are being made to quickly restore Iraq’s oil production capacity; some
oil exporting resumed in mid-June.8 Oil production has been slowed by looting and
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8 (...continued)
companies from purchasing Iraqi oil were alleviated by a clause in the May 22 U.N.
resolution providing immunity for Iraqi sales of oil under most circumstances.
9 Testimony to Senate Appropriations Committee. September 22, 2003.
10 “Donors Weigh Political Cost of Paying for Iraq’s Economic Revival,” Financial Times,
October 3, 2003. “The Struggle for Iraq,” New York Times, October 5, 2003. “Iraq Donors’
Meeting to be Multilateral, State’s Larson Says,” Foreign Press Center Briefing, October
22, 2003.
11 “Donors Heed EU Plea to Pay Through Trust Fund,” Financial Times, October 3, 2003.
12 Paul Bremer, Testimony, House Foreign Operations Subcommittee, September 24, 2003.
13 “Baghdad’s Debt to Paris Club Set at $21 billion — Plus Interest,” Financial Times, July
12, 2003.
14 “G-7 Agrees that Iraq Needs Help with Debt,” Washington Post, April 13, 2003. “U.S.
Plans for Iraqi Economy Hit Friction,” Washington Post, April 11, 2003. “Restructuring,
not Forgiveness,” Financial Times, April 15, 2003.

sabotage. Iraq was expected to sell $5 billion worth this year, $3.5 billion of which
it was estimated could be deposited in the Development Fund. But these estimates
have been, reportedly, downgraded to $2.0-3.0 billion. Current rates of production
are nearing 2 million barrels/day, but Iraqis do not expect to reach 2.5 million barrels
until spring and 3 million until the end of 2004. Administration estimates of the
prewar level range between 2.5 and 3.0 million barrels. Ambassador Bremer
indicated at a Senate hearing on September 22 that he expected Iraq to produce
sufficient oil in 2005 to take care of its basic needs and provide additional funds for
capital investment.9 Undersecretary of State Larson has projected $12 billion in
revenue in 2004 and $19 billion in 2005.10 An association of leading banks and
financiers, the Institute of International Finance, has predicted that oil revenue will
be insufficient to cover the Iraqi operational budget in 2004, leaving nothing for
reconstruction.11

Debts and Assets

The United States has sought to obtain support from creditors for Iraq debt
relief. Debt estimates vary widely; recently some in the Administration have put it
at as much as $200 billion.12 The Paris Club organization of creditor nations has
estimated Iraqi debt to its members at $21 billion and as much as $21 billion more
in interest. Of this amount, the United States is owed $2.2 billion. The London Club
of commercial creditors, multilateral banks, and the Gulf States are owed substantial
additional sums.13

Creditors have agreed to suspend repayment of debt until the end of 2004. But
the United States argues that any new Iraqi government should not be burdened with
debts associated with the policies of its previous ruler.14 Some large holders of Iraqi
debt are more inclined to reschedule debt than to forgive it. Prior to the donor
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15 “U.S. Seeks Billions in Pledges for Aiding Iraq,” Washington Post, October 23, 2003.
16 Undersecretary for Defense Dov Zaheim. Testimony to Senate Foreign Relations
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21, 2003.
19 U.N. Office for the Coordination of Humanitarian Affairs. Summary of Requirements and
Contributions by Appealing Organization. September 30, 2003.
20 Down from $2.5 billion reported in the July 14, 2003, 90 Day Update Report to Congress
Pursuant to Sec. 1506 of Emergency Wartime Supplemental. This figure may also include
part of the U.N. appeal donations. Testimony of Paul Bremer to House Foreign Operations
Subcommittee, September 24, 2003.
21 “Iraq Pledges Roll In,” BBC News, October 24, 2003.

conference, both Germany and Russia indicated they wish to have their debts
repaid.15

On March 20, President Bush issued an executive order confiscating non-
diplomatic Iraqi assets held in the United States. Of the total assets seized, an
estimated $1.74 billion worth were available for reconstruction purposes, including
salaries for civil servants. Another $795 million in assets located by the United
States in Iraq were also used for these purposes. These funds have, reportedly, been
exhausted.16 In addition, foreign governments were reported to hold an estimated
$2.9 billion in seized or frozen assets.17 It is also reported that Syrian banks may hold
$3 billion in assets. On August 29, Japan transferred $98 million of an estimated
$150 million in frozen assets to the Development Fund for Iraq, and about $275
million of an estimated $585 million in the Bank of International Settlements in
Switzerland has been transferred.18 Security Council Resolution 1511 urges member
states to deposit seized assets in the DFI immediately.

Other Donors

Since March, U.N. appeals for postwar humanitarian relief to Iraq totaling $2.2
billion have been met with nearly $2 billion in pledges and contributions as of the
end of September.19 U.S. officials have sought to encourage international donor
contributions, and international contributions pledged or received by September
amounted to $1.5 billion, according to Ambassador Bremer.20 The Madrid donor
conference, held on October 23-24, has produced more than $5 billion in pledges of
grant aid from other donors, including $1.5 billion by Japan, $1 billion by Saudi
Arabia, $1 billion by Kuwait, $835 million by the United Kingdom, $300 million by
Spain, $231 million by the European Union (EU), $200 million by South Korea,
$174 million by Italy, and $150 million by Canada. Additionally, Japan has
promised $3.5 billion in loans and the World Bank has offered between $3.4 billion
and $5 billion in loans.21
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Donors have been reluctant to contribute to reconstruction because they have no
say in where the funds are to be allocated.22 To deal with this concern, a multi-donor
trust fund, the International Reconstruction Fund Facility for Iraq, is being
established in conjunction with the Madrid donor conference. It would encourage
contributions by keeping them outside the control of the United States, but would
support needs identified in the World Bank needs assessment. The fund will have
two windows, one run by the Bank and one by the United Nations, the latter of which
will allow countries to earmark funds for specific purposes.23

U.S. Aid Policy Structure on Iraq

To prepare for the use of aid, a post-war planning office — the Office of
Reconstruction and Humanitarian Assistance (ORHA) — was established on January
20, 2003, by a presidential directive. On June 1, it was subsumed into the Coalition
Provisional Authority (CPA).24 While immediate overall responsibility for the war
and management of U.S. militaryactivity in post-war Iraq belongs to the Commander
of U.S. Central Command, the CPA is responsible for administration of Iraq and
implementing assistance efforts there.25 The Authority is headed by L. Paul Bremer
III, appointed by the President on May 6. He reports to Defense Secretary Rumsfeld.
The CPA is staffed by officials from agencies throughout the U.S. government as
well as personnel from other coalition member nations.26 It has eleven directorates
— oil policy, governance, operations and infrastructure, management and budget,

economic development, private sector development, civil affairs, interior affairs,
USAID, security affairs, and press and public affairs. A Council for International
Cooperation provides liaison with NGOs, donor countries, and U.N. agencies and
directs humanitarian affairs. In July, the CPA opened a support office in
Washington, the Office of the CPA Representative, headed by Reuben Jeffrey III.

Responding to concerns that Iraq policy, including reconstruction, was not well-
coordinated among U.S. government agencies, the Administration, in early October,
established an “Iraq Stabilization Group” in the White House that will be led by
National Security Advisor Condoleezza Rice. Two of the four coordinating
committees — economic development and political affairs — involve reconstruction
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(continued...)

issues. The move’s impact on the reconstruction process, however, is unclear.
Secretary Rumsfeld has suggested that it merely directs the NSC to play its normal
coordination role. Others suggest that it signals a diminution in Pentagon control
over reconstruction decisionmaking.27

Security Concerns

The successful conduct of much relief and reconstruction work is contingent on
an environment of order and stability. As the battle phase of the war ended, however,
Iraq was besieged by looting and lawlessness. Six months into the U.S. occupation
violence persists against both U.S. forces and Iraqis cooperating with the occupation.
The August 19 bombing of the U.N. headquarters in Baghdad and the August 29
bombing of the Najaf mosque and assassination of the moderate Shiite cleric Al-
Hakim drew media and international attention to the failure of U.S. forces and the
CPA to cope with the problem. One likely impact of the continued instability has
been an increase in reconstruction costs and delay in implementation. For example,
sabotaged oil pipelines must be repaired, and many aid implementors have been
withdrawn from the country.28 Further, as institutions of commerce and securityhave
yet to be fully reestablished, the trust of the Iraqi people in U.S. leadership to bring
about a democratic transformation in Iraq has been undermined, opening the door to
political discontent and opposition.29

U.S. Response

As security concerns have continued to dominate the attention of policymakers,
greater efforts have been made to encourage other countries to provide peacekeeping
forces. However, participation of other countries has been hindered by previous
opposition to the war, lack of a U.N. mandate, and other factors. The U.N. Security
Council resolution (1511) approved on October 16 authorizes a multinational force
under unified, i.e. U.S., command, and urges nations to contribute to it. But many
analysts think it unlikely that the United States will get the military support it seeks.
Reversing its previous position, India, for example, announced it would not send
troops regardless of the outcome of a resolution.30 Although Turkey agreed on
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Ruled Out Sending Troops to Iraq, UN Mandate or Not,” Agence France Presse, September
12, 2003.
31 One report even put the number of U.S. troops at 116,000. “U.S. Reduces Number of
Troops in Iraq to 116,000,” USA Today, September 11, 2003. “U.S. Cuts its Hopes for Help
in Iraq,” USA Today, September 15, 2003. “GIs Doubt Foreign Troops’ Readiness,” Chicago
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York Times, September 3, 2003.
32 “Iraqi Police to Train in Hungary,” International Herald Tribune, August 26, 2003.
33 “Iraq’s New Military Taking Shape,” Washington Post, September 16, 2003. “Iraqis’
New Army Gets Slow Start,” New York Times, September 21, 2003.
34 Coalition Provisional Authority Request to Rehabilitate and Reconstruct Iraq, September
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35 “New Ministry to Recruit Paramilitary Force in Iraq,” Washington Post, September 2,
2003. “Loyalties in New Iraqi Police Forces Scrutinized,” Washington Post, September 4,
2003.
36 “Iraqi Factions Seek to Take Over Security Duties,” New York Times, September 19,
2003.

October 8 to send as many as 10,000 troops, opposition by the Iraqi Governing
Council has stalled this initiative. There are no official figures; but credible estimates
at this time put the number of U.S. troops at between 129,000 and 145,000, British
troops at roughly 12,000, and troops from 29 other countries at between 11,000 and
22,000.31

About 37,000 Iraqi police, half the goal, have returned to work. About 28,000
police trainees are expected to be sent to Hungary for accelerated training.32 Within
one year, a reconstituted Iraqi army of 40,000 — half soldiers and half supply and
administrative personnel — is expected to be ready.33 The first 3,000 troops will
have completed a nine-week training course by January. The CPA also proposes that
more than 4,500 more border/customs police be recruited and trained; that 20,000
facility protection guards be deployed; and a roughly 10,000 strong Civil Defense
Corps to support the coalition forces be established.34

In early September, the Interior Ministry proposed a new 5,000 man Civil
Defense Battalion aimed at combating the security threat from militants.35 This move
has not yet been approved by CPA Administrator Bremer. Some Iraqi leaders have
recently proposed the withdrawal of U.S. forces to their bases and the turnover of
military duties to existing Kurdish and Shiite militias that, up to now, the U.S.
military has tried to disarm or restrict.36

Reconstruction Assistance: Recent Developments

Among the key policy objectives laid out by the Bush Administration in
conjunction with the war in Iraq was the economic and political reconstruction of the
country. Discussion and debate within the United States government and the
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diplomatic community have been ongoing regarding responsibilities for
reconstruction programs and the effectiveness of aid implementation. Serious
criticisms have mounted over the past six months regarding all aspects of the
reconstruction effort.

U.N. Resolution and the Role of the United Nations

On October 16, the U.N. Security Council unanimously approved resolution
1511, addressing continuing post-war occupation issues. The vote was the
culmination of weeks of negotiations between the United States and other Council
members.

The August 19 bombing of the U.N. mission in Baghdad had highlighted the
failure of U.S. forces and the CPA to establish security in Iraq. Following the
bombing, two previously announced U.S. objectives — obtaining greater
international military support for peacekeeping and donor financial contributions for
reconstruction purposes — became significantly more important to U.S.
policymakers. In this view, security could best be established if there were a greater
military presence and a more visible, high-impact reconstruction effort. To avoid
having to bear the financial and military burdens alone, the United States would have
to seek greater international support.37 As the support of the U.N., possibly including
a stronger U.N. role in Iraq reconstruction, might facilitate U.S. goals in each case,
U.S. Administration officials and legislators debated a shift in policy from a
continuing post-war position opposing a U.N. role to a moderation or outright
reversal of this position.38 (See Background section below for events and views prior
to August 19.)

Many countries, especially those that opposed the war, appear to believe it may
legitimize the U.S. occupation if they provide substantial military or reconstruction
assistance. A number of countries have indicated that they would not be able to
participate in a peacekeeping force unless the U.N. provided some “political cover”
through a resolution creating a multilateral force. Security concerns as well as
absence of a strong U.N. role in governing Iraq have also been suggested as a
possible obstacle to large donor contributions toward the reconstruction of Iraq.39

On September 2, the President agreed to seek a U.N. SecurityCouncil resolution
that might encourage international financial and military support.40 Subsequent
negotiations with other countries on the Council focused on two key questions — the
extent of a U.N. role and the timing of full Iraqi sovereignty. When the leaders of
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France, Germany, and Britain met on September 20 to discuss Iraq, among other
issues, they all agreed that the U.N. should play a major role and that sovereignty
should be transferred to an Iraqi civilian government as soon as possible. However,
they did not agree, in Chirac’s words, on “the practicalities and the timetable” for this
transfer of power.41 The position of France and Germany is that full authority over
Iraq should be transferred from the occupation coalition to the United Nations. In
addition, France promoted the view that the transition to full Iraqi sovereignty should
occur more rapidly than envisioned by U.S. leaders. The French argued that steps
toward handing over power to the Governing Council should begin within a few
months. On September 21, President Chirac presented a plan in which symbolic
sovereignty would be transferred immediately to the Governing Council, followed
by a gradual six- to nine-month process of transferring real power from the CPA to
the Iraqis.42

The United States position, as suggested in the President’s September 23 speech
to the U.N. General Assembly, was that the existing timetable of U.S. control during
a process of drafting a constitution and eventual elections should continue, and that
the U.N. could play a major, but unspecified, role in supervising the constitution and
election efforts.43 This position was viewed by many as unlikely to satisfy critics and
unlikely to lead to increased donor contributions.44

By late September, the European Commission continued to display a lack of
enthusiasm regarding reconstruction and was expected to pledge only $232 million
at the forthcoming donor conference. German Chancellor Schroder, however, agreed
with President Bush to put aside differences on the war and work cooperatively in the
future. Germany offered to assist with police training.45 Russia’s President Putin
indicated a willingness to assist as well, although he also indicated strong support for
an active U.N. role.46

Despite the international support for a larger U.N. role, the existing role was
further diminished on September 25 as Secretary Annan ordered another reduction
in international U.N. staff in Baghdad in response to a second bomb attack on
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September 22.47 Annan suggested on October 2 that the U.N. might resume its
political role if security improved and if a provisional Iraqi government was rapidly
established. His reluctance to involve the U.N. under the terms proposed by a draft
U.S. resolution appeared to short-circuit the draft which reportedly received a “tepid”
response from diplomats.48 Although the Administration considered dropping the
effort entirely, negotiations continued and a new draft was unanimously approved by
the Security Council on October 16.49

Chiefly, Resolution 1511 authorizes establishment of a multinational force
under unified, i.e. U.S., command and urges nations to contribute to it. It also calls
on member states to contribute to training and equipping of Iraqi police and security
forces. The resolution further urges members to support reconstruction and
contribute to the donor conference. Apart from this language, there are several
additional notable points. The resolution emphasizes the temporary nature of the
authority exercised by the CPA and supports efforts to move toward Iraqi
sovereignty. In this respect, it asks that the Governing Council provide by December
15 a timetable for the drafting of a new constitution and holding of elections. It
provides the authority for the U.N. to play a greater role in Iraq reconstruction,
especially in offering assistance in the political transition, but only “as circumstances
permit,” a reference to existing security concerns. It notes that the Governing
Council (and its ministers) “embodies the sovereignty of the State of Iraq during the
transitional period.” It urges international financial institutions to “provide their full
range of loans” to Iraq. The resolution presses for the establishment of the
International Advisory and Monitoring Board that was supposed to be set up to
monitor the Development Fund for Iraq, and it calls on countries to immediately
transfer funds, i.e. mostly seized Iraqi assets, to the DFI.

In the end, it is unclear what impact the resolution will have on Iraq
reconstruction. Most observers did not expect it to generate significant military or
financial support. Following the vote, France, Russia, and Germany issued a joint
statement that the resolution did not go far enough in pushing a greater U.N. role or
a more rapid transfer of power to the Iraqis. They also announced they would not
provide military or further economic aid.50

Background on U.N. Role. The current debate on the role of the United
Nations in post-war Iraq is a continuation of a discussion begun in March 2003 both
within the U.S. Government and internationally. As the war ended, the U.S. position
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was that the U.N. may play a major role in humanitarian and other assistance, but
should have no political authority. Secretary Powell suggested that the United States
and its allies must play the “leading role” in post-war administration because it was
they who took on the mission to establish democracy in Iraq. Some observers also
argued that unilateral U.S. rule might make reconstruction “quicker and more
efficient.” Administration officials, however, disagreed over the role of the U.N.
Many in the State Department reportedly argued that a U.N.-run post-war Iraq would
attract more financial support from the international community while being more
acceptable to the Iraqis.51

A number of European leaders, including those of France and Germany, argued
that administration of Iraq should be turned over as soon as possible to the United
Nations.52 Theyargued that prolonged U.S. militarycontrol will be opposed by Iraqis
and antagonize the Arab world. They supported a role for the U.N. such as it has had
in Kosovo. They appeared reluctant to offer reconstruction assistance unless the
U.N. was provided a lead role, and there was speculation that they would use the U.S.
desire for a U.N. resolution ending sanctions as leverage to win support for a greater
U.N. role in reconstruction.53

The European position on the U.N. role was significantly strengthened by the
persistent advocacy of British Prime Minister Blair. The issue, raised at the Belfast
Summit on April 7-8 as it had been in previous talks between the Prime Minister and
President Bush, resulted in a pledge that the U.N. would play a “vital role” in
reconstruction. The President described the U.N. role as providing aid, channeling
international donor contributions, and suggesting people to serve on the IIA.54 The
U.N. resolution submitted by the United States to the Security Council on May 9
appeared to match the President’s description, giving the U.N. a purely advisory role
on assistance. The United States and Britain in the draft resolution supported the
appointment of a U.N. Special Commissioner who would act as liaison between the
U.N. and ORHA.

In part because Germany and France were much less inclined to appear as
obstacles to U.S. intentions, the U.S. position was not strongly challenged.55
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Subsequent negotiations only slightly strengthened the U.N. role.56 The final
resolution gave the United States the nearly complete control it sought over the
administration of Iraq’s reconstruction.

On May 22, 2003, the U.N. Security Council approved (14-0) resolution 1483
ending sanctions on Iraq.57 It recognized the United States and United Kingdom as
the occupying powers until an internationally recognized government is in place. It
extended the Oil-for-Food program for six months, and transferred $1 billion to
establish a new Development Fund for Iraq. The Fund, the depository of future
profits from the sale of oil, would finance reconstruction programs. It would be
controlled by the coalition, but be monitored by an international advisory board and
audited by independent accountants.

On May 23, Sergio Vieira de Mello, a Brazilian diplomat, was named U.N.
Special Representative, and assumed a central role in coordinating U.N. humanitarian
and reconstruction activities. He was credited with making the U.N. a more active
player in the unfolding Iraqi political process than his formal role would suggest. On
July 14, the U.N. announced it would soon send a team of experts to help prepare for
elections expected to be held next year. Further, on July 18, in an assessment of the
Iraqi situation, U.N. Secretary General Kofi Annan called for the coalition partners
to quickly restore power to the Iraqis and produce a clear timetable leading to self-
rule.58 On August 14, the Security Council approved Resolution 1500 which
established the United Nations Assistance Mission for Iraq (UNAMI). It also
approved the U.S.-appointed Governing Council as a step in the direction of an
internationally recognized sovereign government for Iraq.59 On August 19, a bomb
destroyed U.N. headquarters, killing Vieira de Mello and leading to the withdrawal
from Iraq of more than two-thirds of the 300-member international U.N. staff.

Governance of Post-War Iraq

How Iraq is administered in the post-war period will strongly affect the outcome
of U.S. assistance objectives and programs. Under the May 22 Security Council
resolution, the United States and United Kingdom are recognized as “occupying
powers,” responsible for administration until a permanent, internationallyrecognized
government is in place. Although U.S. officials have repeatedly stressed the desire
to return the governance of Iraq to its people as soon as possible, there have been
predictions, but no official deadlines, for completion of all U.S. objectives. On May
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9, Secretary Rumsfeld said that U.S. administration might take longer than a year.60

Some, including a delegation of Senators returning from Iraq in July, had suggested
that the nation-building effort may take years.61

As noted above, the United States has resisted recent calls from France and
Germany for a rapid transfer of sovereignty to an Iraqi government. CPA
Administrator Bremer currently envisions a seven-step process leading to transfer of
sovereignty to the Iraqi people. The first three steps have already taken place:
creation of the 25-member Governing Council which took place on July 13; naming
by the Council of a committee to propose a plan for writing a constitution (August
12); and appointment of 25 ministers to run the government (September 3). The
final four steps are drafting a constitution; ratifying the constitution by the Iraqi
people; electing a government; and transferring power from the coalition authority
to the new government.62 On September 25, Secretary Powell set a deadline of six
months for Iraqis to write a new constitution. Some Governing Council members,
however, believe this is too short a time, because the committee to determine how
the constitution is written has been unable to agree on a recommendation and has
missed a September 30 deadline for reaching a decision.63 A Shiite-backed proposal
to elect members of a constitutional convention threatens to delay the process even
longer.64 The October Security Council resolution asks the Governing Council to
provide a timetable by December 15 for drafting the new constitution and holding of
elections.

Throughout the summer, the CPA-handpicked Council, fractured along ethnic
and religious lines, had been encouraged by the CPA to move forward with its
appointments of the cabinet and preparatory committee for the constitution.
Although decisions of the Council and the cabinet must ultimately be approved by
Bremer, the Council has increasingly taken steps independent of the CPA, including
approving a law on de-Baathification and announcing it publicly before the CPA
could respond.65 Several individual members of the Council pressed the CPA to turn
over sovereign power to the Council, thereby making more difficult the U.S. position
in discussions regarding a new U.N. resolution.66 Further, the Governing Council is
said to be unanimously opposed to the use of Turkish troops as peacekeepers. In
opposition to the CPA, the Council is supporting the merging of existing party
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militias into a security force under the Ministry of the Interior.67 For discussion of
the internal politics of Iraq, see CRS Report RL31339, Iraq: U.S. Regime Change
Efforts and Post-War Governance.

Reconstruction Implementation

Since his appointment in early May, civilian administrator Bremer has taken
steps to demonstrate U.S. control and its intention to “remake” Iraq. Among these
were the appointment of the Governing Council noted above. Although an Iraqi
cabinet is now in place to run the government, one or more U.S. advisers are attached
to each of the 25 Iraqi ministries to provide technical expertise.68

On July 7, 2003, Bremer announced a $6.1 billion budget for Iraq through the
rest of 2003. This amount is derived from future Iraqi oil sales, frozen and seized
assets, and U.S. assistance. Aside from normal operational costs, the budget includes
funds for what Mr. Bremer described as “key priorities”: the improvement of security
and justice ($233 million, 4% of the total), electricity ($294 million, 5%),
construction ($257 million, 4%), health ($211 million, 3.5%), water and sewerage
treatment ($73 million, 1%), and telecommunications ($150 million, 2.5%).69 These
priorities are reflected again in the CPA’s more long-term plans as indicated in its
justification of the $20.3 billion FY2004 supplemental request.70 If its full request
is met, it would spend $5 billion on security and justice concerns, including training
for the police, army, and other security forces. Infrastructure rehabilitation in a wide
range of sectors accounts for nearly $15 billion of the request. Technical assistance
and small-scale grants in such areas as civil society, microenterprise, education, and
policy reform make up only a small portion of the request, but, much less costly than
infrastructure and security, are likely to be funded out of the Iraq budget, already
appropriated U.S. funds, and contributions from other donors.

Actual reconstruction project work on the ground is well underway, but there
is no report card measuring the degree to which U.S. reconstruction objectives are
being met nationwide. Anecdotal accounts from USAID and government officials,
provide a generally positive picture. The dredging operation at the port of Umm
Qasr, necessary to allow import of relief and reconstruction materiel and to enable
oil exports to flow, has been completed. Neighborhood councils, intended to
determine priorities and implement small projects, have been established in 88
Baghdad locations and are being set up in 14 other places throughout the country.
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USAID grants are being provided to meet identified community needs. Sixteen of
the 25 ministries have been rehabilitated and reequipped. School materials are being
provided, schools inventoried, and hundreds of schools renovated. All schools
opened in October. A broad range of economic policy reform efforts are being
launched. These and many other reconstruction activities are countered by reports
in the press of slow and ineffective implementation.71

While most reconstruction activities provide needed infrastructure and services,
some far-reaching economic and political policy reforms are likely to stir controversy
in Iraq, especially as they are viewed as imposed by an occupying administration. In
a move to establish an open and free market economy, on September 21, the new
Iraqi finance minister announced new laws signed byAmbassador Bremer abolishing
all curbs on foreign direct investment except in natural resources. Like donor
assistance and oil income, foreign investment would be a way to obtain revenue to
meet development needs and stimulate the economy. However, securityconcerns are
likely to prevent significant investment at this stage, no matter how appealing the
terms offered. Further, nationalist sentiment in Iraq as in other Arab countries has
in the past severely restricted foreign ownership, and investors would have to wonder
whether a future Iraqi government might restore restrictions. Already several
members of the Governing Council have criticized the reforms as announced by the
Finance Minister, while being careful not to attack the CPA itself. According to the
Financial Times, the reforms are “near universallyunpopular,” Iraqi businessmen and
unions fearing they would be unable to compete.72

Reconstruction Contract Issues. Reconstruction of Iraq is expected to
cost billions of dollars and utilize the services of dozens of U.S. and international
companies and NGOs. As a result, government agencies implementing these
programs have been besieged by expressions of interest from potential contractors.73
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Continuing security and other concerns in the unpredictable Iraqi environment may
pose problems for firms interested in reconstruction work.

The main contracting agencies for relief and reconstruction activities are the
Army Corps of Engineers, which is responsible for oil well repair and maintenance;
the Department of State, which is handling police training; and the Agency for
International Development (USAID), which is managing the widest range of
economic, social, and political development programs. To date, USAID has awarded
contracts in seaport and airport administration, capital construction, theater logistical
support, public health, primary and secondary education, personnel support, local
governance, agricultural development, and higher education.74 It has also requested
submission of proposals for a second phase of infrastructure reconstruction.
Increasingly, the CPA itself is directly soliciting bids for contracts — for equipment
and projects — bypassing traditional government channels for related procurement.
The Wall Street Journal has reported that there are plans for all future contracts to be
awarded and managed through a new DOD-run Project Management Office in
Baghdad.75

An Administration decision applied to the early reconstruction contracts to
waive the normal competitive bidding requirements and request bids from specific
companies which were seen to have preexisting qualifications received considerable
attention by the business community. The closed bidding and lack of transparency
disturbed a number of legislators, and some Members of Congress asked the GAO
to determine whether contracting agencies are following appropriate procedures.76

U.S. officials explained that only a few select firms possess the particular skills that
would qualify them for the job specifications for Iraq reconstruction, and that time
and security clearances were also critical factors. Foreign entities, potentially
excluded by “buy America” provisions of law, and other U.S. firms, they noted,
could participate as sub-contractors to the selected American firms. Sub-contractors
are likely to compose half or more of the total cost of each contract. Ambassador
Bremer has said that all future contracts will be competitively solicited.77 Both
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House and Senate versions of the FY2004 emergency supplemental contain
provisions that restrict the use of non-competitive contracting.

Seeking to encourage economic growth and decrease unemployment, the CPA
is making special efforts to insure that Iraqi business has an opportunity to participate
in contracts, including putting contract solicitations on its website and appointing
business liaison representatives. Bechtel reportedly has provided 102 of 140
subcontracts to Iraqi businesses, thereby providing employment to 40,000 Iraqis.78

In particular, it was the sole source contract for oil well repair provided to
Kellogg Brown and Root, a subsidiary of Halliburton, whose former chief executive
is Vice-President Cheney, that was and continues to be the focus of some media
attention, raising concerns of favoritism and reinforcing suspicions that the war was
fought for oil. The repair work, conducted by KBR for the Army Corps of Engineers,
was valued at $948 million as of early September. With the war over, the Corps
announced that remaining oil repair work would be competitively bid. However,
KBR continues to carry out work orders pending a delayed decision on two new
contracts worth up to $500 million each.79 Favoritism concerns have persisted as
press reports appear regarding well-connected lobbyists seeking to profit from the
reconstruction effort.80

Criticism of Reconstruction

There has been a chorus of criticism — from American soldiers, coalition
partners, analysts, NGOs, U.S. policymakers, and the media — regarding the way in
which the reconstruction effort is being carried out. In early July, the Administration
itself requested that a team of specialists examine Iraq reconstruction with a critical
eye. The resulting report warned that the “window for cooperation may close
rapidly” if progress is not made on security, delivery of basic services, and providing
opportunity for political involvement. U.S. officials indicated they would take the
report’s recommendations seriously.81 Subsequent incidents demonstrating the
continued failure of security, such as the August U.N. headquarters bombing, and
slow pace of reconstruction appear to have led the Administration to request its $20.3
billion supplemental in order to address pressing security and infrastructure concerns
and accelerate the political process. However, some Administration officials, Vice-
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President Cheney most notably, have insisted that there is no reason to “think that the
strategy is flawed or needs to be changed.”82

Disparate critical views can be categorized and summarized as follows:

Inadequate Security. Lack of security and order continues to threaten
reconstruction efforts, including supply of electrical power, oil resources, and
movement of assistance personnel. As a result, many Iraqis have been angered and
alienated by the occupation. Critics point to a lack of readiness on the part of the
U.S. military to anticipate security needs and provide support to reconstruction
implementors and call for an increase in force deployment, including international
help. Some also criticize the early decision of the CPA administrator to disband the
Iraqi military as contributing to the initial disorder.83

Slow Establishment of Iraqi-Led Governance. Perhaps as important to
many critics as the lack of order has been the slow pace of forming an Iraqi authority
which could provide Iraqis with a sense of ownership in the reconstruction and
democratic processes. Until September, foreign aid workers had no counterpart in
the Iraqi ministries able to make decisions that might advance reconstruction.
Appointed, instead of elected or chosen by an Afghan-like national assembly, the
Governing Council will have to establish its legitimacy in the eyes of Iraqis and the
international community to be fully effective — members are already disputing CPA
decisions. Until the Council is embraced byIraqis, however, serious policydecisions
likely to be made by it and the CPA, such as on liberalization of the economy and
privatization of state-owned enterprises, may have little long-term legitimacy and
support.84

Too Fast Establishment of Iraqi-Led Governance. Conversely, some
analysts argue that the pace of self-governance may now be too hurried, driven by the
timetable of the U.S. presidential election or the need to appease Europeans to obtain
Security Council and financial support rather than Iraqi needs. They argue that time
must be allowed for democratic institution building.85 Some U.N. officials have
reportedly questioned the need for a deadline on approving a constitution, noting that
a legitimate process might take longer.86
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Preventing the U.N. and International Community from Playing a
Major Role. As noted earlier, the Administration has sought to keep control of
post-war reconstruction in U.S. hands, rather than internationalizing it as had been
done in Kosovo and Bosnia. Critics assert that were the U.N. in a position of greater
responsibility, it would deflect Iraqi criticism of the United States, legitimize
occupation policies, and encourage financial and peacekeeping participation by
bilateral donors. Some Members of Congress have criticized the current modus
operandi because of the financial cost and strain put on the U.S. military. Senator
Hagel has urged, “We need to internationalize this as quickly as we can.” Donors,
reportedly, have been unresponsive to U.S. pleas for either military or financial
assistance, partly because they are not being offered a “seat at the table” in
determining the future of Iraq.87

Inadequate Civilian Administration. Though a part of the Department of
Defense, the civilian reconstruction effort led by ORHA, some assert, was never
given sufficiently high priority by the Department’s leaders to receive the security
and technical support it needed to be effective. Its successor, the CPA, has also been
described as understaffed, lacking experience and knowledge of the country, and too
isolated from the Iraqi people (with headquarters in a former palace and requiring a
military bodyguard when they venture outside).88 Early on, a British official was
quoted as saying of the CPA, “this is the single most chaotic organization I have ever
worked for.”89 Some suggest that post-war planning, although begun as long ago as
November 2002, was inept. In its defense, Administration officials argue that they
were planning for a humanitarian crisis that never came, and had not expected the
problems with reconstruction that they did encounter.90

Excessive Reliance on the Military. For some, placing control of
reconstruction in the hands of the Pentagon led to the shutting out of those parts of
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the government familiar with development and cultural concerns whose advice might
have avoided some of the problems associated with the first months of the
occupation. For example, the State Department’s 2002 Future of Iraq Project
utilizing dozens of Iraqi experts to anticipate post-war concerns, including the
possibility of widespread looting, reportedly was studiously ignored by DOD.91 As
a result of the October shake-up in coordination of Iraq policy, the State Department
is expected to greatly increase its representation in the CPA, growing from 55 to 110
staff.92

Although actual reconstruction is inherently a civilian effort, in Iraq much of its
early stages were implemented by military personnel. Prior to the war, it was
anticipated that the military would fill some initial humanitarian needs — a role the
military has played to some degree in other crises. In part because the reconstruction
phase of assistance arrived earlier than expected, military civil affairs teams have
been making decisions at the grassroots level regarding election of local councils,
selection of community leaders, prioritization of needs, and other reconstruction
activities. Some assert that these are roles for which they have not been prepared and
which emphasize to the Iraqi people the “occupation” character of the U.S. presence.
Some critics suggest that a corps of civilian reconstruction specialists should have
been deployed around the country.93 Along these lines, the July 17 Assessment
Mission report recommended that 18 provincial CPA offices should be established
in Iraq, with 20-30 staff in each.94

Wasted Funds and Overpriced Contractors. A number of accounts,
whose accuracy is not known, have emerged recently suggesting that U.S. and Iraqi
funds are being squandered. For example, a congressional delegation was reportedly
told that a cement plant’s renovation, estimated to cost $15 million by U.S.
engineers, was repaired by Iraqis for $80,000.95 The Governing Council questioned
a decision by the CPA to spend $1.2 billion training 35,000 police in Jordan rather
than in Iraq at, in its view, “a fraction of the cost.”96 Halliburton subsidiary KBR has
been challenged recently for receiving $300 million for importing 190 million gallons
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of gasoline and other fuels into Iraq — $1.57 per gallon — compared to the
“between 90 cents and 98 cents per gallon” Iraq’s State Oil Marketing Organization
says it pays to buy and transport oil to Iraq.97 Many expenditures proposed by the
CPA in its FY2004 supplemental request have been questioned by Members of
Congress, and both House and Senate versions of the legislation reduced or
eliminated programs deemed inappropriate or excessively costly.

Lack of a Clear and Open Strategy. The Administration has been
criticized for a lack of openness regarding its plans for the reconstruction process,
negatively impacting Iraqi trust in the CPA and support for reconstruction aid by the
American people. Some attribute problems in reconstruction to “secretive decision-
making by the Defense Department civilians who led the planning,” or to a lack of
coordination between U.S. government agencies responsible for reconstruction.98

Indecision and changes of mind regarding reconstruction policyhave been common.99

There has been no clear plan for a long-term process leading to final Iraqi
government control.100 The recent formation of an Iraq Stabilization Group in the
White House is designed to address coordination concerns. Formation of a long-
delayed International Advisoryand Monitoring Board to audit Development Fund for
Iraq expenditures may help with Iraqi and international concerns regarding a lack of
transparency by the CPA.101

On the domestic front, Members of Congress have long complained about the
failure of the Administration to provide a clear accounting of anticipated costs and
plans for the future of Iraq.102 For example, there is no publicly available report of
planned budgets, obligations, and expenditures from all agencies undertaking
reconstruction work. Reporting requirements in House and Senate versions of the
FY2004 supplemental may help address these concerns.


