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A popular Government,
without popular information or the means of
acquiring it,
is but a Prologue to a Farce or a Tragedy; or
perhaps botn.

Knowledge will forever govern ignorance;
And a people who mean to be their own
Governors,
must arm themselves with the power which
knowledge gives.

JAMES MADISON to W. T. BARRY
August 4, 1822
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HOW
HAS SADDAM HUSSEIN
SURVIVED?

ECONOMIC SANCTIONS: 1990-93

PATRICK CLAWSON

Sanctions have lately become a mechanism of choice for
addressing international disputes—but do they work?

in its first 45 years, the Security Council of the United
Nations (U.N.) had imposed sanctions only twice—on
Rhodesia in 1966 and on South Africa in 1977, Then in
August 1991 the Security Council put comprehensive
sanctions on Irag (Reselution 661). These were followed
in 1991-92 by arms embargoes on the republics of the
former Yugoslavia (Resolution 713, September 1991) and
Somalia (Resolution 733, January 1992). That spring Libya
was put under an arms embuargo, a ban on aircratt fights,
and a requirement to reduce diplomatic staft (Resolution
748, March 1992).' The sanctions against Yugoslavia

1. For a hastory of UN. sanction resolutions, see Paul Frtoon, "Functions and
Powers and Inventions: UN - Action i Respect of Human Rights and

Humantatian Intervention.” i Nigel Rodiey. ed.. To Loose the Bands  of
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2 HOW HAS SADDAM HUSSEIN SURVIVED?

(consisting then only of Serbia und Montenegro) were
widened to include many economic and financial transac-
tions (Resolution 757. May 1992, und Resolution 787,
November 1992). Even the Organization of American
States, for the first time in its history, imposed sanc-
tions—on Haiti in October 1991.

The Iragi experience offers some rich lessons about the
ambiguity over the wims of sunctions, the varied mecha-
nisms that a government can use to adjust to sanctions, and
the impact of sanctions on living standards.

1 What Have Been the Aims of Sanctions?

[t is not easy to judge whether the sunctions against Iray
have been successtul because what they were meant to
accomplish is not clear. The viewpoint. "there is abundant
proof that sanctions can work.™ is hard to evaluate without
clear agreement about what "working” means. Success
cannot be judged in the abstract.

Sanctions Prewar

Betore the war, there was a vigorous debate in the United
States about the sanctions. Senator Sam Nunn (D-Ga.)
described the differences as "at the heart of the debate”
about what policies the United States should adopt toward

Wickedness: International Intervention in Defence of Human Rights, London:
Brassey's, 1992

2. Gary Clyde Hufbauder and Kimberly Ann Efhotn. “Sanctions Wall Rite—and
Svon.” New York Tones, 14 January 1991

o -




PATRICK CLAWSON 3

Irag.” One group guestioned the effects economic sanctions
could have on lrag. but another group asked what goals
sunctions were meant to achieve.

Prewar, there appear to have been four major schools of
thought about what the sanctions were designed to do: (1
devastate the Iragt economy to foree lrag to withdraw
quickly from Kuwait: (2) warn Iraq that the world commu-
nity would—later if not sooner——force Irag to leave Kuwait:
(3) weaken Iraq’s ability to defend itselt it allied use of
torce proved necessary: (4) signal worldwide disuapproval
immediately while deciding on other action.

ECONOMIC DEVASTATION. Suanctions were dismally
inettective at forcing fragi withdrawal in the short run und
there were no reasonable prospects of success. As Director
of Central Intelligence William Webster wrote Congress at
the time. "Economic hardship afone is unlikely o compel
Saddam to retreat from Kuwait.™

WORLDWIDE PRESSURE. Steadily escalating worldwide
economic pressure on lrag might have given Saddam uan
excuse to climb down and o motivation to do so. The sanc-
tions might also have induced Iraq to be torthcoming in
negLLations,

The success of sanctions at achieving these goals is
debatable, but it seems unlikely Saddam would have agreed
to withdraw despite sustained sanctions. As Congressimun
Stwephen Solarz (D-N.Y.) wrote, "It six weeks of the most
intense aerial bombardment in history was not sufficient to
bring about an unconditional fragi withdrawal from Kuwait,
it is simply not plausible to suggest that six more months

3 Sam Nunn, War Should Be a Last Kesort,™ Washington Pose. T Tasuary
199t.

4. R lettrey Smuth, Washuington Pest. |1 Lanuary 1991,
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of the rekatively bentgn application of sanctions would have
done so.

MILITARY WEAKENING. Sanctions have generally been
considered a substitute tor the use of nubitary torce. Bt
another aspect of those sanctions was to cause a deteriorg
non n the Iragy military ~o that when frighting took place
the allies could quickly preva!. Analvses anticipated that
sanctions, when tmposed. could noparr the readiness o
Irag’s advanced weapons systems. The thinking was cither
Irag would continue tratning with the systems and spare
parts would become scarcer or traininy would be halted.
spare parts would be adequute. but crews would be unable
to use the systems effectivedy.

(n the event, the sanctions do not appear to e had
much effect on the Tragi military . The detertoration due to
the sunctions was slow. CEA Director Webster testitied
December 1990 that the sanctions "are atfecting the Tragi
military only at the margins™ and that the fragi mihany
would not be sertously aftected tor some months o ome
More important. the sanctions seem to have had dude
tmpact on Irag’s use ot its advanced weapon systems,
Those systems proved so madeguate relative to the 1S
torces that they were rapidly put ot action. Faced with the
overwhelming technological superiority ot the 1S, torces,
the Iragi performuance would not likely have been ditterent

had they had betier access to spare parts. The presence of

toreign advisors, however. might have made a noticeable
difference. Much of the advanced equinment appears to

S Don't Argue with Victors " New York Tomes IR Mach 1991

£ Testimony Betore the House Armed Services Commuttee, 101a Cong .
24 Sess S Decemnber 940,
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cesolve amd o send signals aboat wtentions. Lasa Marun
has analy zed how g state can best use sanctons o demon-
strate that 1t viesws o sttuation serioushy. She argues thar the
sending state must signal its resolve by willingness to sutter
ceonomic loss trom the sanctions. The sender s also most
likely to get the message across it it works through multi-
tateral isututions ttor example, the United Nations). Murtn
notes that once @ momentum has been establishea such that
it appears that the most relevant states will appls the
sanctions, a hundwagon eftect devetops which brings along
other stutes. Consistent with this theory, sanctions against
Irag may have been usetul to show Baghdad how serivusia
the international community viewed 1t violation of merna-
tional law.

Sanctions Postwar
Postwar, the situation becunie even more comphicated. The
sanctions may have continued because ot inubility to agree
about the circumstances tor hittng them. fodeed. the
sanctioas turned out to be harder to lift than had been
reafized when adopted. Experts on the Umited Nations. on
sanctions. and on the Middle East in the midst ot the war
were by no means sure that the sanctions would continue
atter the war. The inerna of the ULN. system appears to be
symmetrical: while hard to stir into action. the United
Nations is hard to stop once in motion.

The main criteria that have been oftered tor judging the
success of sanctions postwar have been: (1) to keep lruy
from rearming: (2) to secure full comphance with UUN,

For example, David Baldwin, Foononne Statecratt (Ponceton, N
Princeton University Presse 19585 and Lisa Marin, Coercive Cooperatuon
Faplavune Multddateral Econopuc Sanctions (Poneeton, N0 Pronceton
University Press, 1992)
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resolutions: (3) to end Saddam Hussein's rule: (4) to punish
lraq.

PREVENTING REARMAMENT. The least ambitious goal for
the sanctions is to keep a tight arms embargo on Irag to
prevent rearmament and progress with its unconventional
weapons program. Through a tight international inspection
regime on shipments to Irug. the embargo would make
suppliers unwilling to deal with Irag, and through occasion-
al missions by international observers gross violations
would be detected. Perhaps most important, Iraq would
lack the dollars for large-scale arms purchases.

The sanctions regimie has achieved much in this regard.
However, Kenneth Timmerman has marshalled the evidence
to show that Iraq has been able to rebuild muny of its
military industries.” although admittedly many of the
restored tuctories can probably produce only at a very low
rate, if at all. given shortages of material. In addition,
Michael Eisenstadt has shown that Irag has restored to
service enough military equipment and has maintained
enough units to give Baghdad the most powerful military in
the Gulf.” The Iraqi military remains formidable by
regional standurds. the largest in the region, with 2,100
tanks. 3.300 armored personnel carriers. and 1,100 artillery
pieces."

SECURING FULL COMPLIANCE WITH U.N. The ceasefire

N Arag Rebwidds [ts Miliary Industries. Statt Report to the House Committee
on Foreregn Aftars: Subcommuittee: on International Security, Internationad
Orgamzanons, and Human Rights, 13d Cong.. Ist Sess., 29 June 1993,

Y. Clrag’s - Current Conventional Military - Capabihines”  PolicyWatch
(Washington Institute for Newr East Pohey)y . 1 buly 1993,

10. Kenneth Katzman, “Trag: Future Policy Options.” Congressional Research
Service Report to Congress, 12 December 19491

o



8 HOW HAS SADDAM HUSSEIN SURVIVED?

cesolution (Number 687) includes the dismantling of Iragi
chemical, biological, nuclear. and long-range missile weap-
ons programs: the payment of reparations: and the recogni-
ton of Kuwaiti independence within the U.N.-demurcated
horder. Other resolutions the United States has said it
would want to implemented betore ending the sanctions
include resolutions on human nghts for the Kurdish and
Shitte minorities.

Iraq’s record of compliance with the U.N. resolutions has
heen spotty at best. With regard to its arms programs.,
Baghdad has impeded the work of vanous UN. inspection
missions, leading to several confrontations. It retused untl
July 1993 to agree to the Resolution 715 provisions for
Jong-term monitoring of arms production. and tt continues
to hide information about its toreign suppliers required
under Resolution 687 With regard to 1ssues such as the
demarcation of Kuwait's borders or human rights for Kurds
and Shiites. Saddam’s record has been one of near total
disregard for the LN resolutions,

Sanctions do not appear to have been a major factor in
Saddam’s decisions about how tur to comply with the U.N.
resolutions. Whenever he has backed down from an initial
retusal to comply with a U.N. demand. the principal

motivating factor would seem to have been the threat of

force. combined with a UNL willingness to compromise on
the points to which he is most sensitive. [t would be
difficalt o cite any case in which sanctions fed Saddam to
back down trom resistance to ULN. resolutions.

END SADDAM HUSSEIN'S RULE. The averthrow of Saddam
Hussein was not originally a goal as detined by spokesmen

e it b
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for the U.S. government.' but had become one by sunimer
1991, Deputy National Security Council ady iser Robert
Gates signalled the new policy in a7 May 1991 speech:
"Saddam is discredited and cannot be redeemed .. Al
possible sanctions will be maintained until he v gone. ™'
On the tirst anniversary of the war’s sturt, President Bush
stated, "The American people and I remain determined o
keep the pressure on Saddam until a new feadership comes
to power in Irag.” although White House press secretary
Marlin Fitzwater stressed that the change "is not something
we cin do from the outside. "

Bill Clinton. the weck before his presidental inaugura:
tion. seemed to signal o willingness to work with Saddam
Hussein when he stated. "1 always tell everybody, "' a
Baptist: { believe in deathbed conversions.” I he wants o
different relationship with the United States and with the
United Nations. all he has to do is change the behavior, ™
Later the Clinton administration clarified that its stance was
the same as Al Gore had set out in September 1991 “The
only way we can hope for long-term relief from Saddum
Hussein is it Saddam Hussein ceases to hold power and it

1. On the debate immediately postwar about whether the Prated Stdes should
aim for the elimunation of Saddam Hossen s rules see Dan Balz and A Kamen,
Washington Post.and Andrew Rosenthat, New Yook Tomes. both trom 23 Mardh
IEDI

120 Jun Hoagland, “Sanctions o Topple Saddamy.” Wasfuneton Pose. 20 My
1991,

13 Washington Poste Fazwater also sad ousting Saddinm “was neser an
objective,” 17 January 1992

14, Rill Chnton, mierview i New York Times, 14 January 1992
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his Baathist regime is dismantled as well.""” Martin Indyk,
senior director for Near East and South Asia at the National
Security Council, gave ¢ major address on 18 May 1993, in
which he explained,

Some have tried te portray our policy as a sofiening of previous
policy. By now it should be clear that we seck tull compliance for
all fragi regimes. We will not be satistied with Saddiun’s overthrow
before we agree to Lt sanctions. Rather, we will want to be
satistied that uny successor government complies fully with all UN.
resolutions. Nor do we seck or ev=ect a reconciliation with Saddam
Hussein's regime. ... Ouwr policy «. " liberate: it is 10 establish
clearly and unequivocally that the carrent regime in ray is a
criminad regime. bevond the pale of internationad society and. in our
judgment, tredeemable. We are adso providing stronger backing for
the Iragi National Congress (INC) as a democratic alternative to the
Saddam Hussein regime. '

It is hard to see any scenario in which economic sanc-
tions lead to Saddam’s overthrow in the short term. That
overthrow would have to come from a popular rebellion or
a coup, or some messy combination of the two. Popular
rebellion would be difficult to stir up as long as the poor
receive their daily bread from the regime, in the form of
ration coupons that are more valuable thun their cash
wages. In addition. the economic situation has stabilized
and seems to be improving slowly—again, hardly the ideal
conditions for provoking a popular rebellion. To be sure.
the sanctions may undermine the regime’s economic control
mechanisms and may contribute to popular dissatisfaction.

IS, Al Gore, "Defeating Hussein. Once and tor AIL” New York Times. 26
September 1991,

t6. Martin Indyk. "Clinten Adminsstration Policy Toward the Middle East.”
PolicsWatch (Washington Institute for Near East Policy). 21 May 1993,
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These can be powertul farces in the long run but are
unlikely to lead to revolt within the next year.

Any coup would have to be organized by the elite. but
imports are high enough to sustain their consumption
comtortably. Furthermore, Saddam has some basis for
arguing to his subordinates that his policies are working:
the sanctions regime is eroding without Iraq’s bending its
neck. It is unclear why a general would want to stage a
coup that could lead to his own castigation as an American
stooge who gave up Iraq’s independence just as the bruve
nation had come through its darkest hour into the breuking
dawn.

TO PUNISH IRAQ.  Punishing Iraq. to keep Iragis poor.
is not a goal offered by any government as an argument for
sustaining sanctions. [t is, however, a goal that has been
imputed to the sunctions by the governments of [rag and
Jordan, among others. The theory that sanctions are
designed to punish Iraq has great currency among the
private voluntary organizations working in Iraq. A key
element in this view is that Iragis have a right to better
living conditions than the sanctions permit (which some
would justify on the grounds that a people should not be
held responsible for the actions of an authoritarian ruler). '

2 Adijusting to Sanctions

Iraq has adjusted to sanctions to a degree not anticipated by
people who placed high hopes in the sanctions when they
were first adopted.  Gary Hufbauer and Kimberly Elhott,

17. For example, Jean Dreze and Harris Gazdar, Hunger and Poverty in lruy.
1991, Development Economics Rescarch Programme Discussion Paper 32,
Suntory-Toyota International Centre for Econonnes and Related Disciplines,
London School of Economics and Political Scierce. September 1991, p. S8

RO
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the authors of a respected und  detailed study of 115 Cases
of sanctions since World War 1 concluded. "The evidence
suggests that sanctions will begin to bite sometime in the
spring or carly summer Jot 191 with 4 high probabilin
of forcinyg Irag from Kuwait as early as the fall.”™ This
view turned out to be vastly  overoptimistic. So too did the
postwar optimism of Henry Kissinger, who wrote in My
PO, "Suncuons are more likely o work now than betore
hostilities [because] the war has ravaged Trag's economy
and mulitary capaaity.” In tact. the sanctions have not led
Saddam to cooperate with the United Nations. much less
fed 1o his overthrow.

What led many analysts to believe that sanctions would
have a strong impact on Trag?  And how did brag adpust to
the sanctions so as to prove these analysts wrong!

Vuinerability to Sanctions
Irag would seem remarkably vulnerable to sanctions tor
three reasons. First and most unportant, the ragi cconomy
is based on oil production. Oil sales used to account tor
between Y0 percent and 95 percent ot export earnings,
depending on the vear. Qil output pre-crisis was about 60
barrels a person arne I+ (3.0 miltion barrels a day). If the
price of oil was $16.70, Tragi oil output was worth $1.000
a person a vear. Put another way. ¢ff production was equal
to roughly 0 percent of GDP.

A second reason tor Irag’s high vulnerability to sanc-

IX. Hutbauer and Efhot, “Sanctions Wil Rae.” See alse Gary Clyde Hutbauer,
Jettrey 1 Schote and Kanberly Ann Elbot. Econonne Sancuons Reconstdered -
History and Current Policy, and Economic Sanctions Reconsidered: Suppiemen
tal Case Histories, 24 ed. (Washington, D.CoInsutute foi onternation
Economies, 199y

19 Henry Kisstnger, Washingten Pest. S May 1991

e el



PATRICK CLAWSON 13

tions was its economy’s high dependence on trade. The
ratio of trade to GDP was high: exports and imports were
each between 35 percent and 50 percent of GDP, while the
average for middle-income countries in 1989 was 25
percent.”’ Furthermore, Iraq relied on imports for many
vital goods that could not be produced at home, instead of
using trade as a low-cost supplement to a diversitied
domestic industrial base. Indeed, what industry there was
in Iraq was largely assembly of foreign parts or manufac-
ture of a few simple or bulky items, for example, cement.

A third factor in Iraq’s vulnerability to sanctions was
the ease of blocking its main export’s routes. Because oil
has such a low ratio of value to volume, Iraq’s exports were
extraordinarily bulky: 140 million tons a year. Sheer
volume made Irag’s oil hard to smuggle, and therefore
made Iraq vulnerable to sanctions. Other than a maximum
of about 150,000 barrels a day ($1 billion a year) that could
be trucked out via Jordan and Turkey, the rest of Iraq’s 2.8
million barrels a day in oil exports had to pass through
three easy-to-block channels: a pipeline to Turkey, a
pipeline to Saudi Arabia, and a port on Iraq’s narrow
Persian Gulf coast. The alternative routes lay through
neighbors, Syria and Iran, with which Iraq was on bad
terms. However, had either of these neighbors been so
minded, Iraq could have exported significant amounts of oil
through them.

While it would therefore seem that Iraq was especially
vulnerable to sanctions, caution should have been in order.
Information about the Iraqi economy was scarce. Iraqi
governments have been as secretive as any in the world.

20. For middle-income countries, World Bank, World Development Report
1991, Washington, D.C., p. 220. For Iraq, author’s estimates, using GDP of
$45 billion.

bt anietrion
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14 HOW HAS SALUAM HUSSEIN SURVIVED?

Outside analysts therefore had only the vaguest idea of
what Irag had in the way of stocks and adjustment capacity
when the sanctions started. Indeed, as explained below,
right up to the start of the war the U.S. government had
seriously underestimated Iraq’s stocks of foodstuffs. The
intelligence community thought Iraq would run low on
foods before the spring 1991 harvests, but Iraq in fuct had
ample supplies.

Caution should have been called for because the U.S.
government had systematically underestimated the Irayis in
the preceding two years. The U.S. government had been
surprised by at least three major developments: the more
than $2 billion spirited away from the Banca Nazionale del
Lavoro branch in Atlanta, the launch of an Iragi multistage
rocket, and the Iraqi progress in developing “super gun”
technology rejected in the West. In each case, Iragis turned
out to be remarkably skilled at concealing their actions
from what were in theory tight supervision by U. S. and
other Western authorities. This should have suggested the
possibility that Irag might turn out to be less vulnerable to
sanctions than available information might have implied.

Furthermore, vulnerability to sanctions is as much a
matter of politics as economics. On the political front, the
Iragi government’s vulnerability to sanctions was limited by
at least four factors. First, the Baath government did not
care particularly about welfare of the people, so suffering
for the masses would cause the country’s leaders few
qualms. Indeed, as subsequent events showed, Western
public opinion appears to be at least as concerned about
famine and epidemics in lraq as are the leaders in Baghdad.
It was not clear how the sanctions would cause suffering to
the elite, given their myriad ways of diverting to their own
use whatever supplies were available.

Second, even if people became discontented because of

a1 m—




PATRICK CLAWSON 15

declining living standards, they had few opportunities to
influence government policy. Saddam had organized an
extensive security apparatus to detect and eliminate dissent.
so opponents of his policies could not express their
viewpoints, much less act on them. The elite had found
that Saddam was not open to criticism, as evidenced by the
famous 1984 episode in which Saddam had invited criticism
at a cabinet meeting only to kill the one minister who
voiced mild complaints. Saddam had acquired a world-
class expertise at avoiding assassination and coups.

Third, Iraq is split between three major ethnic groups,
and the regime always had the option of withholding
supplies from the Kurdish and Shiite three-fourths ot the
population in order to provision better the Sunni Arab
minority that provides the backbone of the regime.

Fourth, Iraq’s history at stubborn confrontations demon-
strates its people’s deep nationalistic. if not xenophobic,
streak. lIragis seem proud that their governments—royal.
liberal, and Baath—deprived Iraq of badly needed oil
revenues through two decade-long confrontations with
international oil companies, one in the 1930s and one over
the southern fields in the 1960s.

Indeed, modern Iragi history is a succession of one
political obstacle to growth after another. A summary of
Iraq’s economic history by the Economist Intelligence
Unit*' lists some of the disputes other than the last two
wars, which were, of course, the biggest drains on the
economy:

Growth of pational income has been erratic and generally poor for
an oil economy. Much of the problem arose from political events
which caused prolonged pauses in the rate of economic advance. An

21. Economist Intelligence Unit, 1990/9¢ Country Profile. Londan, p. 13.
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oil dispute with the Iraq Perroleum Company began in 1960 and
persisted in a variety of torms until 1973, inhibiting capitad forma-
tion and vadue added in oil. The revolution of 1958 brought land
reforms and other changes in the ownership of productive factors
that adversely atfected the private sector and left individual enter-
prise all but stultified. Perennial fighting in Kurdistan has been a
turther retardant on growth, while bad relations with Syria have
interrupted use of pipeline facilities to the castern Mediterranean
ports and made Iradgi o1l exports unreliable and depressed.

Adjustment Techniques

To illustrate the techniques Irag has used to adjust to
sanctions, food supply is the best case. From the day
sanctions were imposed, foreign analysts and Iragis concen-
trated on food supplies. At first glance, that seems peculiar,
given that the sanctions resolution exempted imports of
"supplies intended strictly for medical purposes, and, in
humanitarian circumstances, foodstuffs.” * Food mattered
despite this partial exemption. For one thing, the exemp-
iton was only partial, and the sanctions committee autho-
rized few shipments of food prewar. As important, Saddam
would have suffered a major political defeat if he had had
to agree to the U.N. conditions for imports, namely, that
food should be distributed by charitable organizations.**
Saddam made a point of pride that lraq need not cooperate

22. Resolution 661 of 6 August 1990, paragraph 3(a). Paragraph 4 permitted
"payments exclusively for strictly medical or humanitanan purmposes and, in
humanitanan circumstances, foodstuffs.”

23. Resolution 666 of 13 September 1990, provided for humanitarian relret.
Paragraph 6 "directs the [Sanctions] Committee that in formulating its decisions
it should bear in mind that foodstuffs should be provided through the United
Nations in co-operation with the Intemational Committee of the Red Cross or
other appropriate humanitarian agencies and distributed by them or under their
supervision in order to ensure that they reach the intended beneficianes.”
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with the United Nations and that Iraq could make do
despite the sanctions; he therefore placed great importance
on muddling through.

The potential for providing food during sanctions has
depended upon four factors: reducing consumption, using
up stocks, increasing local output, and smuggling.

BELT TIGHTENING. The Iragi government moved quickly
to implement a rationing system, which functioned rather
smoothly by late September 1990. The system of food
distribution in Iraq combined two elements: what the Iraqi
government called rationing—that is, guaranteed access at
low fixed prices to specitied quantities—plus a free market
essentially without price controls for all other goods. The
ration system was described by one of the world's leading
experts on hunger, Jean Dreze, and Harris Gazdar:

Food is supplied to the agents ["most of whom are ordinary grocers
with a small clientele”] every month according to the number of
‘coupons’ which they are able to produce. These coupons are
collected by the agents from their customers, who detach them trom
the ration cards . . . [The agents] charge the official ration prices
and collect a commission of 10 percent on sales (the remainder of
the proceeds belong to the government). . . . In August 1991 there
were (according to the Ministry of Trade) 48,023 agents.”

The ration system is described in more detail in the next
section. Briefly. the rations generally cover flour (usually a
wheat/barely mix), rice, cooking oil, sugar, tea and some-
times other goods, such as chickpeas. These rations have
provided between 1,200 and 1,750 calories a day; the
government changed the ration allocations monthly. There
are few reports of distribution’s falling short of the
declared allocation in the areas under government control,

24. Dreze and Gazdar, Hunger and Poverty in Iraq, pp. 32-34.
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although reports of delays in delivery of 4 month’s rations
are frequent. The rations are inadequate for sustenance, but
they provide a safety net—a guarantee that the basic goods
covered would be available in shops and that the price
would be low. so that the free market could be used us u
supplement rather than as the basic supply source. The
ration system has been particularly useful for the poor
because the rations are sold at extremely low prices.

USE UP STOCKS. In retrospect. Irag was able to draw
much more extensively on food stocks than had been
realized in August {990, U.S. intelligence based itselt on
evidence from the U.S. Agricultural Attaché in Baghdad.
who had extensive experience and was highly regarded. The
estimate of the July 1990 cereal stocks was 1 1 million
tons. It now appears that Iraq had not 1.1 million tons but
2.5 million tons in July 1990, hardly a trivial difference.
The extra 1.4 million tons is six months of human con-
sumption at the crisis level. The earlier estimate suggested
that Iraq would have difficulty teeding itself before the May
1991 harvests, but according to the later estimate, Irag had
ample stocks to last through fall 1991 and possibly through
winter 1991/92. That difference in perception could be
significant in evaluating the effect of sanctions on Irag’s
need to cooperate with the international community, at least
to the degree necessary to obtain humanitarian food aid.

CIA Director Webster had testified to the House Armed
Services Committee on 5 December 1990, that Iraq would
be able to maintain grain consumption at only two-thirds of
last year’s level until the next harvest and that Irag would
be short of sugar und edible oil. Editorial writers interpret-
ed this testimony as evidence that sanctions were having a
considerable effect on Irag. In fact, Irag did better than
Director Webster expected on each count. In retrospect, in
the area where the U.S. government thought it had the best

[N
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information about the Iragi economy, the data were way
ott, and the difference was of potentially considerable
importance to U.S. policy formation.

INCREASE LOCAL OUTPUT. The lragi government has
taken vigorous action to increase local food output. On the
whole, those steps have been successful.

In 1990/91, food supplies increased primarily due to
slaughtering of animals. Meat supplies surged and prices
fell as farmers trimmed their herds when grain was diverted
from animal feed to human consumption. "Just prior to tue
January air war, meat prices were comparable to a year ago
because of continuing livestock herd liquidation,” despite
substantial increases in prices for other foods.”® In fall
1990, Baghdad raised the prices paid to tarmers and
released farm lubor from army duty during the planting
season. Nevertheless, the 1990\91 food crop output was
mediocre (with a large wheat crop but a much smaller
barley crop), because the spring harvest was disrupted by
fuel shortages in the aftermath of the war.

Domestic output has been rather solid in 1991/92 and
1992/93. Indeed. the bountiful spring 1993 harvests have
provided sufficient cereal stocks to last until autumn 1993
with few if any additional imports.

IMPORTS. Importing has continued both with and without
U.N. permission. Prewar, the United Nations permitted
essentially no shipments, and sanctions-busting appears to
have been on small scale. The governments of the coun-
tries bordering Iraq all took action to prevent lragi imports.
The Jordanian authorities acted under U.N. pressure, which
took the form of boarding and searching ships bound for

25. Susan Epstein. frag’s Food and Agricultural Situation During the Embargo
and the War (Washington, D.C.: Congressional Research Service). 26 February
1991, p. Y.
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Jordan’s only port, at Aqaba. From August 1990 through
March 1991, the import restraints appear to have worked
well enough that the Iragi government did not use up all of
of its avatlable foreign exchange to import goods.

While the Iragi government was unable to arrange rauch
in the way of imports, the lraqi private sector stepped up its
smuggling activities. The Iraqi government removed all re-
straints on imports, that is, all taxes and all permits. The
Iragi traders only had to smuggle out of the country of
origin. Many communities in the Middle East have a long
tradition of smuggling: for instance, the smuggler-hero is a
staple of Iranian modern literature set in villages. With all
the dedication in the world, the Iranian government could
not have stopped all smuggling across its long and open
border: compare the U.S.-Mexican experience.

Postwar, the United Nations provided for expedited
procedures for lraqi requests to import foodstuffs. As
discussed below, Iraqi food imports are running at or above
$1 billion a year. These imports provided about a half of
the calories that Iragis consumed in 1992, Iraq has been
able to finance this level of imports without full cooperation
with the United Nations, thanks to methods discussed in
section 3, below.

Relying on the Private Sector

In the first two years of the sanctions, Iraq followed
remarkably market-oriented policies to deal with sanctions-
induced shortages. Prices were allowed to rise to the level
that clears the market. The result was well stocked stores,
with goods readily available to anyone ready and able to
pay the price. Consumers did not have to waste time
searching, or lining up, for scarce goods; instead, they could
concentrate on earning additional income to buy these high-
priced goods. Dedicating effort to production instead of

e st
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waiting in line was much better use of Iragis’ time.

Consider the case of food during the first two years of
sanctions. To be sure, food was "scarce” in Iraq in the
sense that people ate less than they did pre-crisis. But food
was not scarce in the sense that sanctions left the stores
empty. Indeed, there is little evidence thai the sanctions on
imports into Iraq had much effect on food supply. Mer-
chants were able to supply enough food to Iraq to keep
prices the same as in Jordan, converting from Iragi to
Jordanian dinars at the black market exchange rate.™

Indeed. the food problem in Iraq was a lack of income
not of ways to import. This points to the key role of
restraining lIraq’s income: sanctions on exports had much
more effect on Iraq than did the import constraints. Lifting
all sanctions on civilian imports would have had little effect
on Iraq in 1991-92 because Iraq could not have afforded to
import much more than it did.

In the first two years of sanctions, Saddam Hussein did
not implement the classic populist employment policies so
common in the Middle East, especially when a regime is
worried about unrest. Public enterprises shed employees.”’
The military demobilized hundreds of thousands who
returned to casual day labor or strect vending, both low-
prestige and poor income-earning occupations.” Nor did
Saddam increase salaries much during this period. Wage

26. Dreze and Gazdar, Hunger and Poverty in Iraq, p. 19.

27. Although Dreze and Gazdar report that public enterprises have maintained
their employment levels and pay everyone who shows up once a day. therr
description of their visit to a large public enterprise showed that 1t had in fact
lard off a substantial portion of its workforce.

28. Dreze and Gazdar report (p. 26). "Our interviews with daily wage-carners
suggest that mar,y of them are recently released soldiers.”
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increases through December 1991 were under 100 percent
for the military® and less for the civil service. Meanwhile.
free market food prices rose "- to 20-fold from August
1990 through December 1991, Because of lower demand,
prices of luxury items like meat increased less than the
prices of staples.

Thanks to containment of government expenditure in
1990 and 1991, the budget deticit was limited, despite the
loss of oil revenue. which provided three-fourths ot total
revenue pre-crisis. As an example of that cost containment,
consider expenditures on military wages: because the
military was shrinking in size as the salaries increased, the
total military wage bill may have decreased. Limiting the
deficit was no small achievement and helped explain the
relatively stable functioning of the Iraqi economy despite
the profound shocks it has undergone.

As one important result of the relatively low budget
deficit, inflation was rather low for a country in the midst
of such a sharp crisis. The surest indication was the black
market exchange rate, which adjusts quickly to any differ-
ence in inflation between lraq and its trading partners (a
phenomenon known to economists as purchasing power
parity). The exchange rate has been depreciating for years,
and that depreciation did not accelerate in the first two
years of the sanctions. Indeed, the rate of depreciation
continued at the same pace it had followed since 1980 (a
pace broken only in 1988-8Y with the strengthening of the
currency in the interval between the Iran and Kuwait wars).

29. Dreze and Gazdar report  (p. 20a), that in August 1991 a starting level
conscrnpt got 85 dinars a month, an expertenced consenipt got 165 dinars and
a "professional soldier” got 220 dinars. Military pay was raised 40 percent in
September, according to Baghdad Radio of S September, as cited in Foreign
Rroadcast Information Service (hereafter: FRIS), 6 September 1991, p. 7).
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Referring to low levels of inflation when food prices
have increased sharply may seem paradoxical, but what
happened to food prices is not typical of what happened to
all prices. Indeed, food price increases are a market signal
that food is in short supply compared to other goods, so the
price of food relative to other goods has gone up. Further-
more, price increases have been fastest for foods that are
largely tmported. From early 1990 to late summer 1991,
free market prices for these foods increased 15- to 20-fold
for foods largely imported such as wheat flour or cooking
oil. Foods grown largely in Iraq rose only 4- to S-fold. for
example, potatoes (.45 dinars to 1.92 dinars) or chickpeas
(.65 dinars to 2.92 dinars). Prices in late summer 1991 for
domestically grown foods were not much higher than April
1989 prices, before the reintroduction of price controls and
other government measures forced down free market prices.

For instance, potatoes were 2.0 dinars per kilo in April

1989 and 1.92 dinars in late summer 1991."
The reliance on market policies that characterized the first
two years of sanctions was reversed after July 1992,
Controls over private business were progressively reintro-
duced. The Iragi government made more and more use of
populist state-directed economic policies, which sound good
to the economic illiterate but which hurt the economy.
Examples include campaigns against merchants’™ charging
high prices at the same time the government increases
wages (especially to the military) which it can pay for only
by printing money.

30. 1989 prices from Middle East Economic Digest, 14 July 1989, and Dr.
Laurte Mylonie of The Washington Institute for Near East Policy. 1991 prices
from press accounts.
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TABLE 10 IRAQ: PRICES OF SELECTED FOODS
(dinars per kilogram)

July Aug Feb Jun
Commodity 1990 1991 1993 1993
Wheat flour 0.12 2.36 4.00 21.00
Rice R ' R 1) 9.50 1700
Vegetable oil 0.70 9.82 22.00 65.50
Sugr 020 442 1150 2950
Tea 1.00 25.18 58.00 192.00
Redmeat 600 1508 . 7500 9000
Eggs(per 30) 225 13.25 68.00 80.00

Sources: World Food Programme; author’s estimates.

The process, though continuous, has unfolded in four
important stages. The first stage—controls over the market-
ing of farm produce—occurred while most of the economy
was kept free, in 1991. These controls were never fully
lifted, although farmers were permitted to sell half their
harvest to the state marketing organizations rather than on
free markets. By October 1992, the government was back
to its usual role of buying up the cereal crops at prices well
under what farmers could have gotten on a free market. *'

In the second stage, price controls were reimposed,
having been abolished both in name and in practice in
August [990. They were reintroduced in theory in 1991 but
took effect only in summer 1992, The Iraqi government

31. Revolutionary Command Counctl Decree No. 283, amending the 16 May
1991 Decree No. 136 (which had in tumn re-established some state control over
cereals trade), pninted in Al-Thawrah, 26 October 1992, in FBIS, 30 October
1992,
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signalled its change in policy with its usual subtle-
ty—executing about 400 merchants in July 1992 on charges
of overcharging and hoarding. This tough action had little
effect on prices but a great effect on commerce: what had
been an open and efficient process began to shift under-
ground. Merchants have been understandably reluctant to
repeat their efforts to supply Iraq’s needs, for fear of
incurring new government penalties instead of rewards.

The third stage in the reimposition of government
controls was the regulation of foreign trade. Small steps
were taken in 1991, especially the "reactivation” of the
suspended Customs Law in August 1991.% But the main
step was the December 1992 reintroduction of extensive
bans on importation of luxuries and of goods readily pro-
duced in Iraq. The list included such consumer staples as
fresh fruit, fresh and canned vegetables, shoes, and cloth-
ing.' Predictably, the banned items remained available, but
only to people with good political connections or willing to
pay a higher price. In addition, the controls on stocks
forced merchants to import small quantities at a time, which
meant higher prices than for larger quantities.

The most recent tightening of the state grip has been
over the monetary system. Baghdad had taken some
preliminary steps as early as May 1992, when the 100 dinar

32. Director General of the Customs Authority Bastam al-Janabi, interview in
Al-Iraq al-lqtisads, 27 February 1993, 1n FRIS. 30 Apnl 1993.

33. Alif Ba, 9 December 1992, 1n FBIS, 26 February 1993.
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note was withdrawn trom circulation™ because of concerns
about counterfeiting. (Some reports suggest counterfeiting
by the U.S. government.”) The major step was taken in
May 1993: the Iragi government announced that the old 25
dinar notes were no longer valid and could only be ex-
changed for smaller notes in limited amounts and only
within Iraq. The country’s borders were shut to keep out
notes from abroad. The excuse given for the action was
that the old notes had been counterteited—a highly implau-
sible reason. The old notes were more highly valued
precisely because they were of higher quality (having been
printed in Switzenand pre-crisis) while the new notes are
flimsy and poorly printed. Indeed. just before the demoneti-
zation, the free market exchange rate for the old notes was
about 33 per dollar while the new notes brought closer to
100.**  Had the concern been counterfeiting, Saddam could
have repeated what he had done with the 100 dinar and 50
dinar notes, namely, gradual and orderly exchange for small
notes. The sudden and limited exchange of the 25 dinar
notes was designed to show Saddam’s power and to rob
those he did not favor.

The demonetization hurt holders of unexchangable old
notes, people who were not well connected politically.
Some Iragi traders suffered because they held more than
exchangable limit. Kurds in north Irag registered old notes
for 1.3 billion dinars (worth $39 million) with the autono-

34. Baghdad Radio, 11 May 1992, in FRIS, 13 May 1992.

35. Chnisty Campbell and Adrian Porter of the London Sunduy Telegraph,
Washington Times, 16 March 1992, The issue of who is counterfeiting Iragi
money is discussed by Warren Strobel and Michael Hedges. "Funny money

flooding Iraq; U.S. just smiles.” Washington Tines, 2 March 1992,

36. Mideast Mirror. 6 May 1993,
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mous Kurdish government, which could not exchange the
old notes for new.” The best estimate of the notes held by
Jordanians was $100 million—3 billion dinars at 30 dinars
per dollar—although other estimates range from $30 million
to $200 million.™ Whatever the magnitude of the loss, the
effect on business confidence was devastating. Merchants
outside Baghdad’s reach, in Kurdistan and in Jordan, for
instance, will be much less willing to accept payment in
dinar—which means that Iraq will need more dollars than
before to carry out its trade.

The reasons for the reimposition of state control over
the economy are not clear. One explanation would be that
the sanctions are finally pinching, and Saddam teels backed
into a corner. That theory seems inconsistent with his
behavior on other fronts: his continuing refusal to bend on
the conditions for access to several billion dollars available
with U.N. approval (explained below) and his continuing
confrontations with the U.N. arms inspectors. More
plausible is the opposite explanation, that Saddam feels
self-assured and confident enough to return to his preferred
policies of complete control over Iragi society. In this
view, Saddam was never enthusiastic about allowing the
private sector independent room for action, which he did
only during the period of acute political crisis to reduce
popular discontent over bad economic times. Once his
security apparatus had sufficient control over the situation,
he could return to a policy of complete economic control,

37. John Murray Brown, "Kurds seek access to Turkish liva,” Financial Times,
28 May 1993,

38. Mideast Mirror, 6 May 1993, James Whittington in the Financial Times
of 6 May 1993 cites a Jordanian finance ministry official as estimating $100
million.  Chns Hedges in the New York Times of 16 May 1993 also cited a
$100 million estimate.
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irrespective of the effects on the economy.

3 Living Standards

Though well below the U.S. level, Iraq’s standard of living
pre-crisis was that of an upper middle income developing
country. Life expectancy, literacy, and high school educa-
tion were all comparable to those of the better-off Latin
American nations or the poorer European countries. Per
capita food consumption, at 2,960 calories per person a day,
was well above the 2,331 calories in low-income countries
but well below the 3,39¥ calories in high-income countries.
Energy consumption was low because of the lack of
industry. Iraq was at or above the levels of social indica-
tors attained by its neighbors.

Comparisons between the Iraqi and U.S. economies are
difficult because Iraq had such a distorted and controlled
economy that concepts like GDP are of dubious relevance.
It would be silly to convert Iraq’s official GDP of 20.8
billion dinars in 1989 at its official exchange rate of 3.2
dollars to the dinar, because the resulting $66 billion tigure
grossly overstates Iragi income.” Many components of
GDP should be valued at closer to the free market ex-
change rate, which in 1989 was about .3 dinars per dollar.
frag’s 1989 GDP was no more than $45 billion, $2,500 per
person. As a rule of thumb, to scale up from the Iraqi
economy to an economy the size of the United States,
multiply by 100: $1 to Iraq has the same weight as $100 to
the United States.

39. According to the Iraqi Government's Anrnual Abstract of Statistics 1990,
the 1989 GNP was 15.3 billion dinars at market prices and 20.8 billion dinars
at factor cost.
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TABLE 20 SOCIAL INDICATORS OF DEVELOPMENT,

LATE 1980s
Daily Annual
Life calonc Adult energy
Giroup/ expectancy intake/ ilhteracy Secondary use!
country (years) person (percent) educanon® person’
Low
income 62 2331 44 37 330
fraq 63 2962 11 $7 752
Turkey 66 3080 26 16 837
iman &3 3,100 49 53 1.0ty
Svna 66 3,168 40 57 ®ue
Saudi
' Aralix o 2832 — 44 $.307
Upper
middle* 67 2.990 29 5% ].800
High
nceme 76 3,398 <S 59 4,867

Sowrce: World Bank, World Development Report 1991,

a.  Percent of school-age population.

b, Kilograms of ol equivalent .

¢ Upper middle income countnes are: Rrazil, Czechoslovakia, Gabon, Greece,
Hungary, Iran, Iraq, South Korea, Libya. Oman, Portugal. Romania, South Afnca,
Tnnidad and Tobago, Venezuela, Uruguay, and Yugoslavia

Living Standards August 1990-~January 1991

Despite the sanctions, Iraqi living standards remained little
changed until the start of the war. Indeed, in some impor-
tant ways, Iraqi living standards improved after 2 August
1990. For the preceding five years, imports of consumer
goods into Iraq had been strictly limited because the
government had directed so much of the scarce foreign ex-
change into the military/industrial complex. Kuwait, on the
other hand, was a consumer paradise. Large quantities of
Kuwaiti goods were transferred to Iraq one way or another:

-
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seizure by the lragi government, looting by soldiers.
voluntary sales by Kuwaiti businessmen who saw no other
alternative. or flea market sales by tleeing expatriate-
especially Asians desperate tor the cash to pay for their i
home via Jordan during the August-September chaos.

Kuwaitis had 560,000 cars, with an average age of two
to three years. Of these, 350,000 were stolen or destroyed.*
If 100,000 autos with an average value of $5.000 were
taken from Kuwait, that makes $500 million. Recall the rule
of thumb that, relative to the size of the economy. $1 in
Iraq is $100 in the United States. On that basis. the auto
transtfer would have been $50 billion in a U.S.-sized
economy-—not an insignificant sum.

When a whole host of other consumer durables is
added, along with the stocks of luxury toods that so
impressed journalists visiting Baghdad markets to see it
food was still available, the overall conclusion is that Iragis
saw a substantial addition to their living standurds. In
general, Iraq had sufficient stocks of many goods to
maintain moderately normal consumption prewar.

Living Standards February 1991—June 1991
Living standards declined sharply in early 1991 due to the
bombing campaign, the ground war, and subsequent large-
scale civil disturbances. Some of the worst living condi-
tions came after the ceasefire with coalition forces. when
Iraqi government authority in large areas disintegrated.
During the war. food distribution was seriously dis-
rupted. A careful household survey into food supplies by
Jean Dreze and Harris Gazdar. in August 1991 asked about
conditions during the war and found,

40. Financiul Times, 26 February 1992; Chris Hedges. "A V-& for Victory: [t's
Kuwait's Way of Celebrating,” New York Times, 9 February 1993,
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The [houschold] survey brings ot that most of the "indicators™ that
are now recognized in the economic literature as being commonty
associated with famine situations were discernable i brayg during
the war: drastic reduction of food intake: exorbitant food prices:
consumption of wild plams and other "famine foods™: large-scake
depletion of household assets: and even the emergence ot open
conflicts hetween family members (sometimes feading (o physical
tights) over the atlocation of tood.

In addition to the near fumine, such basic services as
water and sewage functioned only sporadically during
February and March. The June 1991 report by a team led
by the Aga Khan, prepared at the request of the U.N.
Secretary-General, stated, "At the end of the war, the
available [electrical generating] capacity was negligible”
Not surprisingly, the water system also had largely ceased
functioning. Indeed, the transportation vystem had also
become erratic, because there were “virtually no sales of
gasoline to private users” in February and early March."!
The telephone system also stopped functioning. Without
telephones and electricity, with only limited use of vehicles,
the hospita! system was reduced to basic techniques.

This period formed in the public mind an image ot Iragi
starvation and privation. That image was fed by the
dramatic report of the Secretary-General’s envoy. Martti
Ahtisaari, who visited Iraq in March 1991.** Under-Sec-

41. The hrst quote 1s from the Report o the Secretary -General dated 1S July
1991 on humanitanan needs i Irag prepared by o mussion led by Sadruddin
Aga Khan, $/22799 (hereatter: the Aga Khan reporty. po 35 The next guote
1s from the Ahtisaari report cited 10 the next note. paragraph 35

42, Report o the Secretary-General on Humanitanan Needs in Irag i the
Immediate Post-Cnisis Environment by a Mission to the Area Led by Mr. Martn
Ahtisaan. Under-Secretary General for Admimistration and Management. 20
March 1991,
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retury General Ahtisaari concluded: "lrag has, for some
time to come, been relegated to a pre-industrial age. but
with all the disabilities of a post-industrial dependency on
an intensive use of energy and technology.” He warned.
"The Iragi people may soon fuce a further imminent
catastrophe, which could include epidemic [sic] and famine.
if massive life-supporting needs are not rapidly met.”

Perhaps the dramatic language about the poor situation
of the moment was justified, but that seems doubtful. For
instance, Mr. Ahtisaari made a plea to permit emergency
imports of fuel and parts for trucks to move food and
medical supplies. but as U.S. authorities pointed out. he
made no mention of the trucks and fuel being used in
profusion by the Iragi Army to tight a war against rebels.*'
Be that as it may, the forecast about Iraq’s recovery
abilities turned out to be vastly overpessimistic: the Irag
economy has been able to restore services much more
rapidly than Ahtisaari forecast. *

The image of an imminent public health catastrophe has
persisted long after its reality has faded. Patrick Tyler of
the New York Times wrote about a "health crisis” and "epi-
demic levels" of several diseases.*® In fact, the health
situation in Iraq was better than that for most of humanity
by the time he was writing. A Tufts team drcumented
malnutrition in southern Irag, as was extensively reported.
but that team noted it could not determine whether the
malnutrition predated the crisis or was a new phenomenon.
It would hardly be surprising if the poorer classes in Shiite

43, Paul Lewis. New York Times, 23 March 1991,
44. See the companion study on year two of the sanctions.

45. New York Times. 22 May and 24 June 1991,
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south Iraq, near the fighting with Iran, had had inadequate
tood before August 1990,

None of these economic problems can reasonably be
ascribed to the sanctions. Even if sanctions had been lifted
the day after the liberation of Kuwait, the situation probably
would have been little different in March and April. It
takes time to restore services and trade patterns after a4 war.
Compare the experiences of Kuwait: with all the money and
goodwill in the world. organizing the services is still not
easy. In short, some months of disruption were inevitable
after the war.

On 22 March, the U.N. Security Council voted to
permit humanitarian shipments to Irag on a "no objections”
basis. While the text of Resolution 687 referred to expedit-
ing imports of the broad runge of goods classitied as
humanitarian in the Ahtisaari report, in practice. because of
skepticism by some governments about the humanitarian
character of many nonfood shipments, licenses were readily
granted for food and medicine imports but fewer licenses
were issued for other items. Thanks to this change in
policy, the Iragi government was able to begin regular and
large-scale food imports by early summer 1991,

Living Standards July 1991-July 1993

The regular distribution of rations. which had in practice
stopped from mid-January 1991 through April 1991, began
again from May or June. By July. the food ration system
was fully restored in the areas under government control.
Once again, the government provided a minimum diet. its
exact composition changing month to month. Goods suffi-
cient to provide 1,300 calories were available in July-
August 1991 at 11 dinars monthly per family of six. This
price had become derisory relative to free market rates
which Dreze and Gazdar calculate would have valued the

A s
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same basket at 219 dinars. Families could supplement their
rations with purchases on the free market.  In the unlikely
event that a tamily of six had to rely on only one income-
ecarner at a low-level job, hiv wuages would have been
roughly sufficient to provide a tamily of six with 1.800
calories per person per day. through a combination of
rationed goods and tree market domestically grown goods.

After a sharp improvement in mid- 1991 the food supply
situation stagnated or improved very slowly trom early
1992 through mid-1993. Ration levels increased stowly.
including in October 1992 and January 1993 Special
allocations were made at various times. for example.
chickens during the month of Ramadan.”’

Atter the June 1993 increases in allocations, the rations
were sufficient to provide each Iraqp with 1.750 in calo-
ries.*™ Table 3 shows ration aflocations and their caloric
value. It also shows the cost of tmports tor the rations.
Note that the cost of the imported rations as calculated is
in the sume ballpark as the $90 million a month ($1.080
million a year) cost cited by Irag’s Minister of Trade.
Muhammad Mahdi Salih.*”’

Rationed goods remain available at highly discounted
prices. At June 1993 prices. a family of six would have to

46, Radin Baghdad. 15 October 1992 and 13 January 1993 in FRIS 16
October 19920 and 19 January 1993,

47 Trade Mimister Muhammad Mahd Salih complamed about the vast ot such
special distnibutions an an interview with Al Jundhurivaht (Baghdad), & Muarch
1993, an FRIS. 30 April 1993,

A8, Techmgues for estimating calories from weight differ; the Food and

Agnel ire Urganizaion 1as .('f L OO fogramme estnate s 1, D LOTICS,
Agneultare Or ton e Worlkd Food Pragramme estimate s 1705 calor

39 Al Tharwa. 13 June 1993, 0 FBIS, 22 June 1993,

e
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TABLE 30 IRAQ: 1993 RATIONS: CALORIC CONTENT AND
IMPORT COST

Cook
-ing  Baby
Flour Rice Sugar nil milk Lotaly
Kanon
tke/ma/
persony 9.00 278 1.50 0.50 30 —
tmports
neededivr
Tons 1,308 34X 26 100 17 2088
S om 00 139 9% S1 166 N
Calones per
dav, avy.
Adult 1.0%0 40 193 147 Hi6 1765
Raby — — — — — 306

Nore High population estimates were tused o produce a conservatinve thigh costy
extimate ol ampon need and cost.

Sources: Trade Mamster Mubammad Mahdi Salih, Al-Thawra, 13 June 93 (FRIS 22
tane): Aga Khan report to UL Sec-Gen, July 15, 1991 author's esimate, usimg
USDA, FAOUIME, and Hragr sources.

a Totabsy melude clude 16 tons of tea a vear per person at 4 total cost of $41 nuihon.

spend 24 dinars @ month on rations. If the family were
dependent on the salary of one unskilled government
emplovee making about 250 dinars a month, its income
would suffice to purchase the ration plus free market toods
(fruits, vegetables. meat, dairy. and some additional supplies
of rationed goods) to bring the diet up to 2.000 calories a
day. The income of most families would be higher, and
therefore they could aftord more food. Those in the private
sector make considerably more than government employees:
indeed. Saddam recently urged government employees to
take a second job to make ends meet (he also claimed
average wages for the unskilled are much higher than the
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tigure used here).™

The reported ration amounts are consistent with the
available data on domestic production of basic goods and
on the amount of food being imported into Irag. The table
presents estimates of food available for consumption and of
imports, both total and per capita.

The import estimates come from partner-country data on
what was shipped to Iraq. The data check well with figures
from several other sources. U.N. data on imports permitted
indicate Iraqi imports of 6.5 million tons of food and
medicine a year, that is. the U.N. authorized imports equal
in weight to about one-third the pre-crisis level.” Data
from Turkey and Jordan on deliveries through their territory
show imports at about the same level, for example, Jordani-
an government data show transit cargo at Agaba port was
2.1 millions tons in 1992 compared to 5.9 million tons in
1989.%

Those partner-country data show that Iraq imported
about $1 billion in foodstuffs in 1991 and about $800
million in 1992, which is also the level projected for 1993.%
By comparison, Iraq would need only $600 million to
distribute the late-1991 ration, or $800 million at the

50. Saddam and Udayy Hussein speaking to media leaders, Baghdad Radio.
in FBIS. 18 June 1993,

51. New York Tirwes, 25 November 1992.

52. James Whittington, “Jordan hit by sanctions on liaq.” Financial Times, 5
January 1993, Data for 1992 were estimated from 11 months data.

53. Personal communications, John Parker, U.S. Department of Agriculture.
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TABLE 40 IRAQ: GRAIN CONSUMPTION AND IMPORTS

Average
1968--70 1989 1990 1991 1992 1993

Consumption per capita (kilograms)

Al grains 132 208 220 8 217 165
Wheat 9§ 160 147 163 14 77
Barley 14 a 23 2% 36 37
Rice 23 35 30 25 34 45
Com : 0 3 10 10 7 ?
Total consumption (thousand metnc fons)

‘ AR grains 1,198 3,741 3930 3780 3,861 3.025
Wheat 860 2 882 2,638 2882 2.506 1412
Barley 125 - us 405 368 34 672
Rice 212 636 718 425 601 822
Com 1 108 175 165 120 19

Imponts (thousand metric tons)

Al grains 240 5381 3,010 | 2422 . 2420 1236
Wheat 136 3,525 ' 1,938 1,800 1.900 SO0
Barey 100 570 210 10 10 0
Rice 1 542 450 287 500 728
Com : 3 750 415 25 10 5

Memorandum item (thousands)

Popula-
tion 9,100 17953 17,880 17,300 - 17,800 18,300

Note: Consumption is production plus imports minus waste, seed use, and animal feed.
Sources: Author's estimate based on U.S. Department of Agnculture data.
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summer-1993 level. That leaves an ample margin to feed
the military, provide the upper crust with all the imported
toods they want, and give the middle class a margin of
(high-priced) imported foods above the ration.

The food supply includes not only the regularly rationed
goods but also fruits and vegetables grown locally as well
as the small amounts of local dairy and meat. The supply
of such commodities, averaged over the Iragi population,
provides 500 calories a day. That plus the rations would
yield 2,250 calories a day. The average lraqi diet was
somewhat higher, because the supply of basic foodstuffs
trom imports and domestic production exceeds the amounts
needed for the rations—which corresponds with researchers’
observation that some people buy some basic foodstufts on
the free market to supplement their rations. In total, the
data on availuble food supplies, as well as the data on food
prices and average family income, suggest that the average
Iraqi diet 1s above 2,250 calories a day and may be as high
as 2,400 calories a day.

That may not be a comfortable fevel to someone who
was used to 2,900 calories per day before the crisis.
Nevertheless, Iraqis had a larger food supply per person in
mid-1993 than in 1965: 2,250 calories versus 2,150.*
Indeed, the Iraqi grain supply per capita under sanctions
has been well above the level in the late 1960s (Table 4).
The grain supply in 1968-70 averaged 132 kilos per
person, whereas the supply in 1993 is projected at 165
kilos.

Furthermore, a 2,250 calorie diet is more than adequate
nutritionally. There is no clear agreement on what consti-
tutes the minimum number of calories needed to sustain

54. The 1965 higure os from the World Bank, World Development Report 1991
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life. International organizations have systematically and
repeatedly exaggerated caloric requirements, which probably
do not exceed 1,800 calories per person per day.”® A U.N.
Department of Humanitarian Affairs report stated in April
1993 that the rations then in effect provided only 68 percent
of minimum energy requirements.*® Given that those
rations yielded 1,600 calories per person per day. this
implies that Iragis need 2,300 calories per day—a judgment
that seems inconsistent with scientific knowledge of humun
nutrition, However, even accepting that exaggerated
standard, the average lraqi diet is still nutritionally suffi-
cient.

Although the average food supply may be sufficient, not
every Iraqgi necessarily has enough food. For instance, the
government is not importing enough baby food and milk to
feed infants who are not breast-fed. If any humanitarian
need in Iraq today can be compared to those in South Asia
or Africa, it is the problem of Iragi infants.

On a larger scale is the issue of where the food goes.
whether it is being distributed to the poor, to the Kurds, and
to the Shiites. The U.S. government has stated that Saddam
has a "callous policy of diverting supplies away from those
who oppose him.""’ If so, the average could conceal
starvation for some people and abundance for others.

55. Dennis Avery, Global Food Progress 1991 (Indianapolis, Ind.: Hudson
Institute, Center for Global Food Issaes 1991). Avery also shows that when
caloric supply is sufficient, so too is protein and vitamin content, under usual
condittons.

S6. James Whittington, "Sanctions hite hard on hungry lIraqis.” Financial
Times. 6 May 1993,

§7. Edward P. Djerejian, Assistant Secretary of State for Near East and South
Asia, Statement Before the Hause Foreign Affairs Subcommittee on Europe and
the Middle East, 102d Cong.. 1st Sess., 20 November 1991.
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However, the private voluntary organizations report that the
Iraqi food distribution system works to provide all Iraqis
with rations. Dreze and Gazdar concluded in August 1991:

Contrary to the popular belief, Iraq’s public distribution system is
an exempliry one in terms of coverage. equity. efficiency, and the

amount distributed. . . . The rations are identical for everyone
throughout the country, irrespective of age. sex, region, nationuity,
or any other criterion . . . It may seem surprising that a regime as

repressive and intolerant as that of Saddam Hussein should turn out
to be so considerate and impartial in food distribution.  There is.
however, nothing new in this observation. Authoritanian rulers over
the world . . . have not hesitated 1o wilize tood hand-outs as a way
of defusing tensions and containing dissent.™

The Kurdish and Shiite populations did not receive Iragi
government rations during the period of civil rebellion in
spring 1991, nor indeed for some time afterwards, and
rations were never regularly supplied thereafter to the area
under the Kurdish administration. However, the internation-
al community stepped in with food relief that certainly
exceeded the level of Iragi rations.

The food situation was quite typical of other vital
sectors, such as electricity, water, and health. The infra-
structure was slowly restored, with each successive team of
experts reporting a somewhat higher level of production.

WATER. Regular water service was restored in spring
1991to Baghdad and in summer to areas hit by the civil
disturbances, although the lack of sewage processing in
Basra continued to pose a serious public health threat well
past the first anniversary of the sanctions. The Aga Khan
report stated that of the 16.8 million people who had piped
water pre-crisis, 14.3 million had service restored at an

58. Dreze and Gazdar, pp. 36 and 40.
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average of 100 liters per person per day, compared to 300
liters pre-crisis.” The International Study Team report on
water and waste water provides a detailed review of condi-
tions in late August 1991, Overall, water production was
30 percent to 70 percent of the prewar level. The best
situation was in Basra where water production was 90
percent of the prewar level; however, Basra's water supply
pre-crisis was nowhere near as good as Baghdad’s." Para-
doxically, the high level of water output was a major factor
in the sewage tlooding in Basra, commented on by many
observers (for example, the Aga Khan report). In addition.
Basra’s flat topography and low water table meant that
sewage disposal required continuous operation of pumps,
three out of four of which had suffered from the frequent
power surges. Outside Basra, sewage disposal was not a
particular problem, in part because geography simplitied
such disposal. By early 1992, water service was essentially
fully restored.

ELECTRICITY. Electricity was available six to eight hours
a day in urban areas by June 1991, when the Aga Khan
tearn was in Iraq. While only 25 percent of prewar capaci-
ty was back in operation, Iraq had had substantial excess
capacity prewar: the average load was about 30 percent of
capacity, but the peak load in summer was much higher.
The July 1991 capacity was sufficient to generate 20.4
billion megawatt hours a year compared to 1989 use of 25.6
billion, on the implausible assumption it could be operated

59. Calculated from the Iraqi Annual Abstract of Statistics 1990; assuming only
5.0 mullion people. 1.635 hillion cubic meters per year is 3(X) liters per person

per day.

60. Rasra recetved only 15 percent as much piped water as Baghdad in 1989
(76 milhon cubic meters compared to 542 million), while Basra has fully one-
fourth the population.

-
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without shutdown. If run at full fevel (say, 90 percent of
the time), the July 1991 capacity was sufficient to meet the
17.9 billion megawatt-hour 1989 demand for all but
industrial purposes.

The Aga Khan report warned that the electrical situation
would deteriorate because of heavy demand and lack of
spare parts. In fact, exactly the opposite occurred. The
International Study Team group, which was in Iraq in late
August and early September 1991, found that electrical
generating capacity was up from 25 percent earlier to 37
percent. That was sufficient to meet 68 percent of peak
demand, which would appear to mean all nonindustrial
demand.

Since fall 1991, electricity has been available most
hours each day. Nevertheless, frequent power outages
continued, meaning that electric refrigeration could not be
counted on for perishable foods, which impeded distribu-
tion, storage in stores, and stockpiling in homes. These
problems probably hit the elite almost as severely as the
middle class and the poor. as there is no sign that the elite
had taken such precautions as installing private generators
or large water tanks, which are common in countries with
frequent power or water outages.

HEALTH. Health is harder to measure than water, food.
or electricity. The International Study Team included five
physicians (three of them Arabic-speaking) who visited 46
health facilities. The hospitals were tully staffed, and their
laboratories functioning at 30 percent of the prewar level,
but could not perform adequately most surgery and other
sophisticated medical interventions. The Iraqi Health
Ministry reports that only 78,089 major operations were
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performed in 1991 compared to 181,506 in 1989."!

Major operations are not the most effective way to save
lives in middle-income countries, however; basic care is.
and that evidently was still available from the Iragi medical
system. That would make medical care in Irag by August
1991 betier than in most low-income countries. This
suggests [raq’s problems do not necessarily qualify as a
crisis from the perspective of the world community.
Consider, for instance, the question of medicines. The
United Nations Development Programme reports, "Between
1.5 and 2.5 biilion people still have little or no regular
access to essential drugs . .. Basic and essential drugs cost
around $1.00 per person” annually.” By contrast, the Aga
Khan report cites Iraq’s insistence that it needs $460
million—$23 per person in drugs and medical supplies.”’

While this may be what lrag needs to restore care to
pre-crisis levels (and therefore to reduce popular unger at
the deterioration in health care). it is not necessarily what
the international community needs to consider as the
minimum necessary for Iraq.

A detailed study of infant and child mortality in lraq by
public health specialists, several from the Harvard Public
Health School, concluded.™

These results provide strong evidence that the Gulf war and trade

61. Irag News Agency. Y March 1992010 FBIS, 10 March 1992, p. 17.

62. UNDP. Human Development Report 1991, p. 63,

63. Aga Khan report, p. 25.

64. Alherto Ascherio, et al., "Effect of the Gulf War on Infant and Child

Mortality 1n lIrag.” New Englund Journal of Medicine. vol. 327, no. 13 (24
September 1992). p. Y31,
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sanctions caused a threefold increase in mortality among lraq
children under five years of age. We estimate that an  excess of
more than 46 500 children died between January and August 1991,

The analysis compares death rates in each four-month
period from January 1985 through August 1991, Death
rates during the last four months of 1990, when san<tions
were in effect, did not increase, but there had been no
fighting. That suggests the increased deaths were due to
the war-time damage. Indeed, the authors hypothesize that
the excess mortality was caused by disruption of the water
and sewage systems, by the degradation of health services
with loss of electricity. and by malnwtrition—all factors that
followed the war but which were only peripherally reluted
to the sanctions. In short, strong evidence supports the
authors’ claim that the Gulf war caused extensive civilian
deaths:"*

During the Gulf war, it was suggested that by using high-precision
weapons with strategic targets, the Allied forces were producing
only fimited damage to the civilian population. The results of our
study contradict this claim and confinn that the casualties of war
extend far beyond those caused directly by wartare.

On the other hand, the lragi government argues that "as
a result of the blockade” through April 1993, 93,850
children five years of age and under and 170,888 people
over age five died.”” Even assuming that the calculations
of additional deaths during that period is correct, it would

65. Ihid.. p. 935.

66. Health Minister Midhat Mubakar, Al-Jumhuriyah (Baghdad). 24 June 1993,
in FBIS, 1 July 1993, He refers to “children over five™ instead of “people over
five.” but similar such announcements on a regular basis suggest he meant all
those over five.
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still be unclear what proportion was due to the sanctions
and what to ongowng civil strife, such as the poor living
conditions for millions of Kurds and Shiites.

The picture painted here differs sharply trom the
conventional wisdom portrayed in the media. Journalists
and many analysts have systematicaliy overstated the
problems in lrag. Consider the conventional wisdom of
mid-1991:

Overall. the American analysts say. the lragis are struggling
precariously under a patchwork of short-term fixes and remedics
that will probably deteriorate in the months ahead 1if the Bush
Administration maintains trade sanctions.”’

Or the conventional view of early 1992:

Iragi government expendituics indicate that (s Teserves e no
fonger adequate 1 supply more than essentials, Tike tood and
medicine. to military forces and key leadership groups.”™

Whether the conventional wisdom ot mid-1993-—that Iraq
has its back to the wall economically—is any more accurate
remains to be seen. A New York Times headline says "In
Iraq, Hunger Wins," and the accompanying story cites
FAO/WFP calculations that Iraq needs 5.4 million tons of
imported food in 1993, That claim is a good example of
the kind of analysis that underlies such portrayals of lraqi

67. Patnick Tyler. New York Times, 3 June 1991,

6R. Patnick Tyler, New York Times. 19 January 1992,

69, Paul Lewis, New York Times. 21 July 1993, Lewis refers 1o the estumate
as being from the World Health Organization; it was produced by a FAO/WEP

Crop and Food Supply Assessment Mission which visited Iraq 14 through 28
June 1993,
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desperation. lragis in 1989 were able to have a more than
ample diet while consuming only 3.5 million tons of
imported food. These imports provided 70 percent of their
total calories. A S.4-million-ton need is ridiculous.

In fact, by the end of first year of sanctions, the Iragi
economy had stabilized at a low standard of living. The
standard was not only suftficient to sustain human lite: it
was probubly as good as the average for human lite on our
planet today. The evidence is consistent with the view that
the main source of economic damage was the war. not the

sanctions.  Furthermore, it would appeur that the eftect of

the postwar sanctions has been to slow recovery. not to
cause additional deterioration.

Political Etfects of the Reduced Living Standards
Direct evidence is scant on how lrugis are reacting to the
privation caused by the sanctions. The standard of living
in Iraq is now at levels that Americans would find so intol-
erable as to lead to open revolt. But lragis would not
necessanily react the same way. lraq’s living standard is
about where it was in 195% at the overthrow of the monar-
chy. Furthermore. the 1992-93 Iraqi living standard is
around the level in Egypt. which was historically 4 refer-
ence point for Iraqis. Iraqis may theretfore view their
present privation as an unfortunate return to the past, rather
than as an unparalleled disaster. The extent of the lrayi
population’s willingness to undergo such privation is guite
unknown. Of course, the Iragi population probably also
compares its 1992-93 standard of living to what they had
pre-crisis or, even more tellingly, to their hopes and dreams
during that brief moment of peace between August 198%
and August 1990.

Tough times have undoubtedly aroused rage in Iraq,
but at whom is it directed”? The Iragi government has tried

—r—
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hard to direct the anger against the West. fragi propagunda
constantly repeats that the sunctions were designed to get
frag out of Kuwuit and lrayg is now out of Kuwait, so the
sanctions accomplished their unnhounced purpose and are
now being maintained only to make bragis sutter. The sute
of Iragi public opinion is impossible to know. as should be
clear after the civil war of March and April 1991 which
erupted against the expectations ot every U.N. observer.
Nevertheless, to the extent that visitors can judge. the lrag
regime’s propaganda campaign to blame the West for the
recent sutfering inside frag seems to have had some
saccess. To be sure, Tragis appear to recogmze Saddam’s
decision to invade Kuwait as a monumental error. Never-
theless, vutside observers huve not seen evidence- -street
graffiti, popular jokes. spontanceous demonstra-
uons—blaming Saddan’s postwar policies for the shortages.

Another factor militating against a change of govern-
ment is that the hardest hit group has been the middle
cluss—the 10 percent below the elite 1 percent and above
the lower 89 percent. Unlike the elite, they have little
access to imported niceties: unlike the lower XY percent. the
rations do not begin to provide them with u diet as varied
and tasty as they expect. The middle class is in the
depressing situation of seeing the shops full but lacking the
income to buy. It is hard to mobilize the middle class for
change: it cannot lead a coup and has neither the aumbers
nor the inclination to engage in street fighting in a popular
rebellion. In addition, the middle class is disproportionately
Sunni Arab and therefore inclined to support Saddam for
ethnic reasons. Emigration is the one safety valve of the
middle class. an option that quite @ number have taken or
are trying to take.

Another imponderable is the political effect of the
dependence on rations from the government. The rations

e
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cost a family of six 24 dinars a month, while buying the
sume food on the free market would cost about 3,500 dinars
a month. The implicit value of the rations s therefore 3,475
dinars a4 month (the gap between the free market price and
the ration cost). The implicit value of the rations exceeds by
a large margin the salary of an unskilled luborer (250 dinars
a month) or even of a general (2900 dinars 1 month).

4 Financing imports

Irag’s potential sources of foreign exchange carnings
depend upon how strictly the sanctions are implemented
and whether Saddam cooperates with the UN-mandated o1l
sales. If enforcement is fax—if current trends contin-
ue—Irag will be able to finance about $2 bilhon a yeur in
imports. The many sources of this tinancing come from
exploiting loopholes in the sanctions as actually applied and
from smuggling across hard-to-police borders. Ot course.
any such estimate is tremendously uncertain.

Oil Sales

U.S. government sources claim Jordan is importing only
55.000 barrels a day (b/d). the official Jordunian figure tor
its crude oil imports from Irag.” Petroleum industry and
Middle East sources agree that Jordan is importing 50.000
b/d of crude trom Iraq and 20.000 to 25,000 b/d of fuel oil.
One oil industry source stated in 1992, however, that crude

70, Jordanian Minister of Energy and Mineral Kesources Alr Abu al-Raghib,
Al-Dustur (Amman). R January 19930 FRIS 11 January 1993,
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plus retined product total was 150,000 b/d.”" A conservative
valuation of the oil would be 60,000 barrels a day at $15
each. or $330 million. A imore generous estimate would be
80,000 barrels a day at $16 each. or $465 million.

When Jordan notified the sanctions committee in June
1991 of its intention to import the oil. Jordan stated thut the
funds would be used only to repay Irag’s debt to Jordan.
On this basis, the sanctions committee “"took noie” of
Jordan's declaration, without expressing approval or
disapproval. However, Jordan evidently made no commit-
ments about refraining from new loans to Iray. While some
in the U.S. government interpret the U.N. sanctions to
torbid new loans, that would not seem to be the inter-
pretation common in other countries, including Jordan.
Theretore, Jordan can comply with the letter of the sanc-
tions while violating the spirit: it can iumport lrayi oil to
repay old Iragi debts while extending new loans to Irag, in
a transaction that amounts to the same thing as paying lIray
directly for the oil.

The respected oil industry newsletter Perrolewm [ntelll-
vence Weekly reported in 1992, "Syria has unexplained
volumes of up to 40.000 b/d of crude. A 2-month search
by PIW has established that some amount ot crude has been
transported trom Irao to Jordan to Syria by Amman
(Truoking) Resources.” However. there are doubts about
this report. Exports to Syria would have to be by truck-—a
long and expensive route—as there is no evidence that the
long-shut pipeline from Irag huas been reopened.

TU New York Times, 8 December 1991 Middle East Econonue Digest. 20
December 1991 and Mideast Mirror, 10 May 19930 The hagh estimate s trom
Petroleum Intetligence Weeklv, 6 Aprtl 1992,

T2 Pewroleum Intelligence Weekly 6 Apnl 1992,
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"Senior LS. officials” complained to the Waushingron
Post in March 1993 that Iran had imported oil from Iraq.”
The amounts involved appear to have been small. as the
reports spoke of dozens of tunker trucks per day. However.
there were said to have been periodic discussions between
Baghdud and Tehran about a larger deal. 1t would be casy
to transport oil between Iraq and Iran, as the two have
pipelines that come within ten miles of euch other at two
points. at the Shatt-al-Arab river or in the central zone
between Naft-e Shah and Natt Khaneh.

Press reports confirm travellers™ tales that substantial
amounts of Iragi oil are imported into Turkey,™ to take
advantage of a $2.20 per gallon price differential that
results from heavy Turkish taxation and large Iragi subsi-
dies (especially as the oil is paid for with currency ex-
changed at the black market rate). The volume of the trade
fluctuates. In 1991, Agence France-Presse cited U.N.
officials in Baghdad who estimated the trade at 600 tankers
a day. each carrying 50 barrels. plus what regular cargo
trucks carry in extra tanks.”> By comparison, the pre-crisis
trade was 20,000 barrels a day. A conservative estimate of
the oil revenue would be 3,500 barrels a day at $16 each.
or $20 million. A more generous estimate would be 6,000
barrels at $16 each. or $35 million.

73 R, Jettrey Snuth, "U S, Accuses Tran of Breaking Ol Embargo.”
Washington Post, 29 March 1993

T4 New York Times, 13 December 1991 and Washington Post. 10 December
1991

75, Jacques Charlemot. Agence France-Presse, 13 December 199100 FRIS. 16
December 1991 He reports the ol pnice per bter as being 07 dinars in lrag.
cqual o ope TS cent at the tree market rate, and sixty cents in Turkey. The
price pad by the Turkish dealers for the orl s assumed here at shghtly below
the world market price. that s, ten to twelve cents per hier,

JRrvp—
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Gold Sales

The stock of gold jewelry in lraq pre-crisis was at least $1
billion and possibly $3 billion, that is, 100 to 300 tons of
gold. This estimate is based on data from the industry
standard source, Gold Field Mineral Services ot London.”
Its reference work reports that 42 tons of gold were
imported into Iraq. Syria. and Jordan for jewelry fabrication
between 1981 and 1984, evidently almost all for Iraq. In
addition, Iraqis held large amounts of jewelry manufactured
elsewhere or bought before 19¥1. (After 1984, with the
economic downturn in Irag. little gold seems to have
entered the country.) From the scrap gold purchased by
jewelers in Iraq, Syria, and Jordan—which averages 10 tons
a year—it would seem that the gold stock is at least 200
tons, at least half of it in Iraq. By way of comparison, the
usual figure for world holdings of jewelry is 30,000 tons, of
which 3,000 tons are said to be in Turkey.

The Iraqi Central Bank reported for many years, until it
classified its holdings secret, that Iraq had 130 tons of gold,
worth about $1.3 billion.”” During the war with Iran,
Baghdad launched drives to collect gold jewelry, which
suggests possible gold sales. On the other hand, it was
credibly reported that the gold so collected was used to gild
the Presidential Palace. It is not known how much of the
government’s gold was held in Iraq and how much was
stored abroad and therefore possibly frozen by the U.N.
sanctions.

The stock of gold jewelry in Kuwait pre-crisis was at

76. Gold Field Mineral Services of London, Gold 1990, Gaold 19X9, Gold
[9X2, and interviews,

77. Intemnational Monetary Fund, International Financial Statistics. various

ISsues,
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least $2 billion and possibly as much as the $4 billion
estimated by the Economist Intelligence Unit,™ that is, 400
tons to 200 tons. Some substantial portion ended up in
Iraq, either through seizure by individual soldiers or through
sale by Kuwaitis who needed money for living expenses
during the crisis. This excludes the Kuwaiti official gold
reserves, which were returned to Kuwait after the war.

In short, excluding the official Kuwaiti gold later
returned to Kuwait, the gold stock (government plus
private) in lrag in fall 1991 was somewhere between 100
and 700 tons, worth between $1 billion and $7 billion.

Anecdotal evidence suggests that Iragis may be selling
gold from jewelry and small private stocks. as they have
long done when times are tough. The scrap gold sales for
Iraq, Syria, and Jordan which had averaged 10 tons in th
1980s reached 27.5 tons in 1990 and 34.3 tons (worth about
$350 miifion) in 1991.” lragis would have little difficulty
selling such amounts of gold, given the large scrap markets
in neighboring countries: the 1991 purchases were 104.5
tons in Turkey, 137.6 tons in Arabian Peninsula states, and
43.0 tons in Iran.

Irag has also sold some of its official gold to pay tor
humanitarian imports. The Australian central bank (the
Reserve Bank) reported that 10 tons, worth $108 million,
were handed over to it to pay for 900,000 tons of wheat.*
Jordanian Finance Minister Basil Jardaneh confirms he

78, Ecenonust Intelhigence Unit, frag. no. 4, 1990, estimated Kuwaili private
gold holdings at 400 tons excluding jewelers” stocks.

79. Middle East Economic Digest, S June 1992,
RO, Washington Post. 22 August 1992, The Jordanian transaction description

and the Finance Minister quote 1s from Davad [gnatius, Washington Post. 25
April 1992
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approved the purchase of "something like $10 million” in
gold by that country’s Housing Bank in 1992,

Gold sales could provide Iraq as much as $250 million
a year. At this rate, the gold would last 4 to 28 years.

Reexports from Kuwait

The automobiles taken from Kuwait could well have a
value of $100 million, as discussed earlier. If the cars were
reexported from Iraq, registration formalities would not
seem to be a problem in such nearby countries as Lebanon
or Iran.

Many items other than cars were taken from Kuwauit.
Some of the more readily saleable items would be consum-
er durables such as VCRs or televisions and construction
materials and equipment. While any such figure is specula-
tive, the value of goods taken from Kuwait—discounted for
the damage done while removing them—may well have
been a billion dollars.

To cite a November 1991 Reuters report about rings of
thieves in Baghdad, "luxury saloons [cars] were fetching up
to $30.,000 when sold in Iran, and the cars were often
driven to the border filled with stolen electronic cable, steel
wire, and goods looted from Kuwait."!

The reexports from Kuwait may have provided $100
million on average in each of the three first years of
sanctions, but they would now be tapering off.

Other Exports

Iraq is known to have exported dates. USDA sources
estimate that the value may have been as high as $80
million, thanks to improved packaging and grading. Irag

K1, 13 December 1991,
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has also exported via Jordan urea and sulphur, as well as
refined petroleum products for Lebanon.*

Iraq is reliably reported to have exported used construc-
tion equipment and the like to Iran. To quote Peter
Galbraith,

In Haj Omran, within a mile of the border itself sits one of the
largest collections of construction and carthmoving equipment in
the world. In a short period of time 1 saw more than 30 furge
bulldozers, at least 7 giant cranes. steam shovels, and hundreds of
big dump trucks. The equipment, manufactured by Volvo.
Komatsu, Caterpillar, and Kawasaki looks to be in good condition.
Parked along the road leading to the border were trucks loaded
down with machinery. The Kurds explained that whole Luctories
were among the contraband waiting to cross into Iran. From the
evidence at Haj Omran, it is clear that Irag is exporting its
infrastructure to Iran at fire sale priccx.”

Iraq had a large stock of such equipment from the many
projects underway in the aftermath of the Iran-Iraq war.
The demund for such equipment is strong in Iran since that
country is in the midst of a construction boom. Monthly
sales in the millions of dollars are eminently plausible.

Continuing Iragi exports to Gulf countries of sheep.
personal weapons from the ample Iraqi stock, and consum-
er durables have been reported. In July 1991, Paul Lewis
wrote, "When Prince Sadruddin Aga Khan's team was
investigating the plight of Iraqis under sanctions this month
[July|, some of its members found that many goods sold in
distress were being shipped to Iran and Saudi Arabia, to be

R2. Peter Galbraith, Kurdistan in the Time of Saddm Hussein. Statt Report to
the Senate Committee on Foregn Relations, i82d Cong.. st Sess., November
1991, p 10,

3. Ihid, p. 10.
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resold for dollars."™ No estimate is possible of the amounts
involved.

Irag may be able to export nonoil products worth $100-
$250 million a year, excluding reexports from Kuwait. The
exports are likely to rise through time.

Use of Bank Accounts
The U.N. sanctions committee in 1991 authorized govern-
ments to release bank funds to finance humanitarian
imports. A list of $3,755 million in bank funds at end-
March 1991 was provided by Iraq to the United Nations.™
Most governments tfreezing funds did not agreed to a
blanket release of such funds, but lraq seems to have
gained access to the $72 million in Yemen and Jordan. The
British government agreed to release $125 million (70
million pounds sterling) of the $53% million frozen there in
association with the release of a Briton held on corruption
charges dating from well before the crisis.”’ Reports
suggest thar Canada and some north European governments
also released tens of millions of dollars of the $1.,228
million held in Europe outside the United Kingdomn.™ There
are no indications that the United States released any of the
$1.415 million it froze.

On 2 October 1992, the Security Council approved

R4, New York Times, 25 July 1991.

72, Letter dated 7 June 1991 trom the Permanent Representative of Irag 1o the
Umted Nations, Security Counctl Comnutiee Established by Resolution 661
(1990),  Concerming  the  Situaton  Between  lrag  and  Kuwait,
S/AC.25/1991/Comm. 190,

73. New York Times, 24 November 1991,

74. For example. Canada released $1.7 million n June 1992, Middle East
Economic Digest. 12 June 1992,
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Resolution 778 authorizing states to release the sales
proceeds on Iragi petroleum shipped before 2 August 1990
but not yet paid for at that time. Including amounts in bank
accounts in Western nations and also unsold crude oil in
storage in Turkey and Saudi Arabia, the total available was
estimated at $500 million to $1 billion.”® Each state was
asked to authorize release of up to $200 million if it had
that much. The United States has authorized the release of
the full $200 million.

The funds released under Resolution 77% were to go
only tc a U.N. escrow account for humanitarian relief. This
account was authorized by Security Resolution 712, passed
on 19 September 1991, which "confirms that funds contrib-
uted from other sources may if desired, in accordance with
[the oil sales resolution]. be deposited into the escrow
account as a sub-account and be immediately available to
meet Iraq’s humanitarian needs . . . without any of the
obligatory deductions and administrative costs . . ." The
account has never been activated because of Iraqi disinterest
and U.N. bureaucracy.

Resolution 778 also provided in paragraph 11 that "no
further Iraqi assets shall be released" except to the escrow
account for humanitartan relief. That means that govern-
ments were no longer authorized to release frozen bank
assets. It also applied to the Bank for International Settle-
ments (BIS). a clearing bank owned by the world’s largest
central banks, which holds $300 million in Iraqi assets.™

75. Paul Lewis, "U.N. Council Votes to Use Iragt Assets Frozen Abroad.” New
York Times. 3 October 1992.

76. Thomas Pickenng., U.S. Ambassador to the Umted Nations, Testimony
Before the House Foreign Affawrs Subcommittees on Human Rights and
International Organizations, 102d Cong., Ist Sess., 21 October 1991, The Irags
position on the Bank for International Settlements funds was described in an
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Irag has consistently objected to the release of the BIS
funds into any escrow account. In short, Irag was able to
secure several hundred million dollars trom its tfrozen bank
accounts with U.N. approval in 1991-92, but further use of
such accounts is more problematic.

Rumors abound about large. undeclared Iragi bank
accounts abroad. Richard Newcomb, director of the
Treasury Department’s Office of Foreign Assets Control,
states a common view that such accounts exist (and
implicitly are of considerable size):”’

Itis my belief. and an operating assumption of the U.S, Treasury.
that through secret accounts and investments, covert lragi front
companies and clandestine agents of his regime. Saddam Hussein
is attempting to sustain and profiterate his tools for disregarding the
U.N. embargo.

The seurch for hidden bank accounts has been conduct-
ed primarily by the 11.S. government and the New York
investigative firm of Jules Kroll. under contract to the
Kuwaiti government.”™ There is remarkably little evidence
that these searches have been productive: the amounts
positively identified (as distinct from claimed) have been
vastly less than the rumored houards. A Washington Post
headline thus summarized the search, "No Pot of Gold |has
been| Found in Ongoing Hunt for Secret Iraqi Assets. "

Irag News Agency account, 20 October 1992, in FBIS. 22 October 1992

77. Ed Blanche, Assoctated Press. "Hussein may be using up wealth,”
Philadelphia Inquirer, 20 July 1992,

78.. Kroll has also imvestigated reported secret holdings of others, such as the
Shah of Iran. Ferdinand Marcos. and the Duvaliers.

79. David Ignatius, "No Pot of Gold.”
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Loans and Grants

Libya exported to Iray food aid with a value of perhups $5
million a month beginning in April 1991. Yemen has also
sent small amounts of aid. Quasi-governmental Iranian
organizations appear to have sent some aid to the south.

The U.N. system agencies reported in January 1992 that
they have spent a total of $97 million in lraq in calendar
year 1991 for emergency relief, exclusive of the U.N.
guards, arms monitoring programs, and refugee assistance.™
(The largest source of financing tor this reliet wias $32
million from the U.S. government to the World Food
Programme). U.N. financing was less in 1992 and is likely
to fall steadily, given the number of humanitarian crises in
the world and the U.N. system’s continuing financial
problems.

The United States reports it spent about $460 million on
Operation Provide Comfort tc uid Kurds in 1991, The
amount of U.S. aid was sharply lower in 1992 and is likely
to continue to decline. Furthermore. a GAO source
suggests that the value of goods received in 1991 way
closer to $100 million than the $460 million spent. for
several reasons, including:

O Excess goods, like the Meals Ready to Eat (MRE),
were valued at purchase cost, rather than at their much
lower market value.

O Much of the cost went for U.S. personnel.

O The transport charge . were heavy, especially since they

RO, UNDRO Financial Report F13, 3 January 1992,
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included substantial capital charges for the depreciation of
the planes used in transport.

A GAO source suggests that the value of goods received in
1991 was closer to $100 million than the $460 million
spent.

A number of other industrial nation governments have
sent aid to Iraq. For instance. the European Community
granted $16 million for aid to Irag in July 1993.*" On the
basis of fragmentary evidence, "other” aid is at feast $50
million a year.

Private voluntary organizations may have spent some
tens of millions of their own funds in 1991, in addition to
the government-tinanced aid they administered. Such aid
is unlikely to be appreciable. given Saddam’s restrictions on
such arganizations” activities and given the competing
needs elsewhere.

Some traders are rumored to have extended loans to
Iraq. The motivations may have been partly political but
largely commercial. since Irag may well be inclined to be
generous in the future to donors of aid in its hour of need.
For instance. the Wall Street Journal quoted U.N. officials.
Western businessmen, and knowledgeable Iragis to the
effect that Western firms, including oil companies, had been
shipping goods to Iraq. sometimes as a gift, with the
expectation (encouraged by Iragi ofticials) that they would
profit after the cmbargo was lifted.™ Furthermore. traders
may have unloaded on Iraq goods they could not sell
elsewhere at a simila. price and so might otherwise have

R1. Agence France Presse. in FBIS. 30 July 1993,

82, Peter Waldman, "European Firms Are Lintng Up tor Traqi Ol Wall Street
Journal, 29 January 1993
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warehoused, for example, Vietnamese rice shipped to repay
old debts."'

5 Alternative Scenarios for the Mid-1990s

The principal alternative scenarios to the continuation of
present trends would be either fuller implementation of
sanctions or Saddam’s agreeing to the U.N.-mandated oil
sales.

Full Sanctions

An alternative scenario would be for tighter implementation
of the sanctions. Six steps to reduce Iraq’s access to
foreign exchange would be:

O Iraq is blocked from gaining access to the income from
any oil exported to Jordan. That is, either Jordan is
induced to stop importing oil from Iraq (for example, by an
offer of low-cost oil from another source) or Jordan is
persuaded to deny Iraq access to the oil income. Either
step would require an end to the current Jordanian practice
of using the oil income to repay Iraq’s debt to Jordan while
simultaneously extending new loans to Iray.

O [Irayq's oil exports to Turkey and Iran are slowed or
stopped. However, the Turkish government may not be
able to do much more in this regard. It already has a sub-
stantial incentive to prevent such trade, because it loses the
considerable tax revenue consumers would otherwise pay on
oil products bought through Turkish channels. Nor is it
clear how vigorously Western governments would protest

83. James Whittington, "Sanctions and missiles fail to shift Saddam.” Financial
Times. 1 July 1993,

.




e

-t

PATRICK CLAWSON 61

Iranian oil purchases trom lrag.

O  lraqi nonoil exports to Turkey, Jordan, and Iran are
prohibited—oprincipally dates. used construction equipment
and vehicles, and some mineral products. These countries
now permit the entry of merchandise worth millions of
dollars a week.

O Iragis receive lintle if any additional access to their
frozen foreign bank accounts. No more targe reledses ure
made like the British unfreezing of $125 million in No-
vember 1991,

O [Iraqg is impeded from arranging more loans and aid
from governments such as  Libya. The impediment could
come from pressure on governments and/or trom com-
plications in recetving U.N. permission to import goods
financed by such loans and aid.

O [Irug receives less assistance from charitaile organiza-
tions. The Iraqi government may itself reduce cooperation
with these organization, as has been hinted by the Minister
of Health, to limit foreigners™ access to Iragi citizens and
to reinforce governmental controi over its citizens™ food
supplies.

With the political will to do so. Iraq’s hard currency
earnings could technically be reduced to about $1 billion
dollars a year. Irag would then have enough to import basic
necessities but nothing else. Either Baghdad would have to
devote essentially all foreign exchange earnings to import-
ing basic necessities or. if Saddam insisted on retaining
significant sums for his military and for elite consumption,
Baghdad would have to reduce the ordinary Iragi’s diet so
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much that popular dissatisfaction could be intense.

The barriers to tightening sanctions are both political
and technical. Even with the toughest political will in the
world, Iraq could still earn at least $500 million a year from
gold sales and smuggling (much of it used equipment and
consumer durables like automobiles). The trade in old gold
jewelry and the smuggling routes are centuries old: it is
unrealistic to anticipate that the governments of Turkey and
Iran could stop it entirely no mattei what they did.

Furthermore, few circumstances are conceivable under
which Iraq would be denied assistance from humanitarian
agencies, both private and U.N.-related. If Iraq were in dire
circumstances, this assistance would increase to at least
$300 million a year. Indeed, it is hard to envisage Irag’s
foreign exchange resources dropping below $1 billion a
year.

Under this scenario, the Iragi diet would be tight unless
domestic food output increased noticeably. Such an
increase is not anticipated. Medical care would be more
like that in the poor countries where most of humanity
lives. In other words, most people would receive only
basic public heaith and the most cost-effective of life-
saving drugs; sophisticated medical interventions would be
reserved for a small elite. If medicines were rationed well.
the increase in mortality could be quite limited. If the

government attempted to maintain the old system of

advanced medical care, resources would be insufficient to
provide most Iragis even the most basic health care, and the
death rate could soar.

The change from the base case would depend upon
which policies the Iragi government adopted. If Baghdad
maintained its system of relatively egalitarian food distribu-
tion, the principal difference from the base case would be
that the middle class and all but a handful of the very top
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elite waould have their diet reduced 1o the same poor level
that the lower classes already experience. On the othel
hand. it the government cut back on rations to preserve the
privileges of the elite. the mass of  Tragis would hind their
diet cut below sustenance. Under such circumstances. the
political reaction could be fierce.

Under this scenanos o ey problem for the governmet
would be how to finance the rations. Little of the toreign
exchunge under this scenario would be under government
control: the imiports would be largely tmanced by either aid
orguntzations or the private sector. As a result. the frags
government would carn Little revenuce from the sale ot
imports. The government would have little alternative but
to create money o pay its bitls. Baghdad vould well be
torced to increase the money supply at more than 100
percent a year. at a sertous risk ot hyperinflation. Already.
the regime has announced stff penalt: »~ for merchants who
refuse to accept dinars. At the sume time. the shortage of
toreign exchange will cause the black market exchange rate
to sout--another tuctor that will lead Tragis to shun dinars.,
The dinar might well cease to tunction as money.

The decuy of contrad government controf s inevitahice
under this scenario. Bughdad will not have goods to hand
out or even to sell. The government would tace serious
decay in public morale. However, it is by no means clear
that the dire cconomic situation would turn into anti-
Saddam popular rebellions. The initia: impulse is more
likely to be individual antisocial actions, such as an intensi-
fcation of the crime wave already under way. Fuither-
more. Saddam may be able to channel much ot the popular
anger into fury at the U.NL coalition, not his regime. After
the hitter experiences of the March-Aprit 1991 rebellions,
1t s by no means clear thai the Shiites would take up arms
S0 soon again in a popular rebellion against Saddam. And
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the Kurdish response might be to widen the gap between
the areas they control and the rest of Irag, without challeng-
ing Saddam’s power in Baghdad. In other words, it would
be imprudent to assume that the toughest sanctions would
lead to Saddam’s overthrow in the short term.

Oil Sales
It Saddam feels a need for additional foreign exchange, he
always has a ready route to an extra $1 billion. Under
Resolution 706 of August 1991, the Security Council has
authorized the sale of up to $1.6 billion of lIragi oil over a
six-month period. subject to deductions for reparations, the
cost of U.N. operations in Irag. and an amount withheld to
provide aid for those living in areas outside Baghdad's
control.™ As mandated by the Council, the Secretary-
General calculated those deductions as $480 million for
reparations, $121.3 million for U.N. expenses in Irag. and
$65 million for aid to those outside Baghdad's control. That
leaves $933.7 million for Saddam. In other words, Saddam
can ease the choke-hold of the sanctions anytime he wants.
The oil sales program involves a complicated set of
procedures to reduce the amounts Irag can divert from
humanitarian needs. In August 1991 Baghdad complained
bitterly that the procedures would delay the oil sales. That
argument had some force then. but by December the proce-
dures had been worked out. the experts hired. and the pro-
gram could proceed smoothly soon after Iragi agreement.
However. the Iragi government still insists on three major
turther changes: permission for long-term contracts rather
than spot sales, use of Persian Gulf ports in addition to the

84. While Resoluton 706 and its companon Resolution 712 expred in March
1992, the United States and other Security Counct} members have repeated their
willimgness to renew the offer if Irag agrees o UNL conditions.
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pipeline through Turkey. and more control over the
imports."” Talks have been held periodically on the oil
sales. One round broke down in summer 1992, ostensihly
over these tssues, but the real barrier was Saddanm’s
anwillingness to accept limits on his ability to use o1l tunds
as he sees fit.

Talks about the oil sales revived m mid-1993, and
agreement was nearly reached in lute July. However,
Saddam held out for better terms. evidently persuaded that
he could force the lifting of all limits on fragi oil imports.

Saddam appears to have been emboldened by comments of

LN, envoy Rolf Ekeus, who pointed out that paragraph 22
of the U.N. ceasetire Resolution 687 states, "the prohibition
against the import of commaodities and products originating
in Iraq . . . shull have no further ettect™ if Irag agrees to
dismantle and cease production of nuclear. chemical. and
biological weapons and leng-range misstles and to permit
U.N.inspections to this end. frag does not have to comply
with other UN. demands-—tor example. about respecting
Kuwait's borders—to be alfowed to resume oif sulex,
according to a strict interpretation of Resolution 687,
Despite the Himited nature of the steps necessary to tulfill
these conditions. Saddam continued to stall as of August
1993

Were lriag to cooperate with the United Nations on the
limited oil sales. Irag would probably get access to more
than the $933 million. The additional resources would
come from two sources. The first would be additional
contributions or unfrozen lragi tunds, which various
governments have talked about adding to the U.N. account
as a reward for Iragi cooperation. These funds are almost

K3, Middle Last Econome Digest. V7 Fanuary 1992,

- e



66 HOW HAS SADDAM HUSSEIN SURVIVED?

certain to be at leust $300 million. The second source of
additional resources would be oil sales beyond the $1.6
billion level. The Secretary-General, relief organizations,
and various governments have lobbied vigorously to permit
additional oil sales. and the Security Council fooks set to
continue and expand the oil sales program after the initial
six-month period.

The extra $1 billion a year from the limited oil sales
would have a substantial impact on lrag. By the rule of
thumb explained earlier, $1 billion is to the Iragi economy
about what $100 billion 1s for the U.S. economy. The $1
billion could provide fragis with a more varied and ample
diet, which could get clase to the pre-crisis 3,000 calories
a day. However, the dict would almost certainly have less
meat than pre-crisis.  Furthermore, it is quite possible that
the Iragi government would use much of the additional
money to rebuild its stocks enough to withstund a year of
near-complete sanctions similar to those from August 1990
through February 1991. Spent mostly on basic food stuffs,
$1 billion would retill lrag's storage tacilities and be just
about the right amount to withstand another siege. The
FAO estimate of $3 billion tor "basic needs” includes
resources for siege-withstanding stocks and tor restoring
Iragi consumption of meats and other nonvital foods to the
pre-crisis level.

With the extra $1 billion. water and electricity supplies
could become steadier. Perhaps they would not reach the
pre-crisis standard. which was as good or better than in the
United States, but water and electricity would improve from
the present level. which is about average for Tehran and
Amman (that is. periodic cuts). On the other hand, the
extra $1 billion would not make much ditference for
industry, because it would not provide enough to import the
inputs and spare parts needed to run industry at prewar

e it
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fevels (a restored industry would require guite an mcrease
in electricity output, which would strain the electric sys-
tem).  As tor medical care, Trag would have ample medi-
cines for public health and basic care on a standard ubove
that tor most of humanity, but it would not have the
resources to return to the prewar practice ot medicine
approximating the scale in advanced industrial nations.

The additional resources under this scenario would
probably not do much for groups more vulnerable thun the
buse case. The lragi government has already provided tor
their basic sustenance, and the turther improvements might
not be so great. The difference would be appreciuble for
the Sunni heartland and for the middle class. because the
regime would have the resources to extend to a broader
group some of the privileges now reserved for a small elite.
such as the right to shop in the April 28 Supermarkets. In
July 1991, prices in those markets were 025 dinars for 30
eggs compared to 12 dinars on the free market. and 400
dinars for a can of corned beef that cost 3.5 dinars on the
free market.™

The oil sales would case the traqi government’s budget
deficit. They would provide the resources for importing
basic goods that would be sold to the public, generating
revenue for the government. The government would gain
little, however, because a fuir amount of the additional
imports will be added to stocks (which the government
corporations own) or sold at the derisory prices for rationed
goods.

The sale of additional imports at fow prices would fimit
inflation: consumers’ costs would go down because they
could buy more at controlled prices and would theretore

86, Francose Chipaux. Le Monde, 30 Taly 1991
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nced to rely less on the higher price free market.
Government’s additional imports would also reduce demand
for hard currency for importing goods privately. With less
demand for hard currency, the pressure on the exchange
rate would ease.

The additional consumer goods would give the regime
a carrot to combine with the stick it now uses to maintain
control. Baghdad could offer more goods to Kurdish vil-
lages that cooperate, and it could provide selective access
for mid-level cadres to the stores now reserved for the elite.

The U.N. plan incorporates provisions for monitoring
the imports financed by the oil sales, but that will have
little effect on the regime’s gain from these sales. For one
thing, the supervision of U.N. restrictions will be looser in
practice than in theory. The nongovernmental organizations
and international burecaucracies that will be tasked to
implement the restrictions are bitterly opposed to them.
The humanitarian organizations are in the business of
distributing as much aid as they can, so it is in their interest
to work with governments rather than to engage in the
much harder task of building a parallel distribution system.

In addition, the Iraqgi regime will probably indeed use
the imports financed by oil for humanitarian goods distrib-
uted on a strictly egalitarian basis, but it will simply divert
to other purposes the resources that it would have otherwise
dedicated to such a distribution of humanitarian goods.
Economists like to say that money is fungible: if more
resources are made available, then Iraq can do more of
what it wants to do, no matter what restrictions are placed
on the additional funds.

Given the obvious advantages of the oil sales, why has
Saddam not agreed to proceed”? He appears to be motivated
by two factors: (1) a conviction that he would gain less
from the extra income than he does from his ability to
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portray himself as standing firm in the face of the world,
and (2) a calculation that sympathy for Iraq’s situation is
greater if he refuses the oil sales, such that he will evental-
ly be permitted to sell oil on terms more favorable to his
regime. He appears to be gambling that the United Nations
will compromise on looser controls over the terms and the
proceeds, so that he can divert some of the money through
a myriad of mechanisms, such as underinvoicing the otl to
understate his income, overinvoicing the humanitarian aid
to overstate his expenses, or charging excessive amounts for
transport and insurance, again to overstate his expenses.
Indeed, some reports suggest that Saddam is so determined
to make a strong case for relaxing the sanctions that
"government agents have been threatening people with
arrest if they accept foreign food ussistance.™ As Patrick
Tyler, a New York Times reporter who spent [0 weeks in
Iraq during 1991, summarized the views of many analysts,

If [Saddam’s} last weapon is the sacrifice of millions of Iragis to
the horrors of starvation and discase until the Western alliance is
shocked into saying "Enough!” and relaxing sanctions, then Mr.
Hussein will not hesitate to reach for this weapon.™

With the resources freed by using U.N.-approved oil
sales for basic needs, Saddam could spend more on Iraq’s
military. The sums involved would be at most a few
hundred million dollars, too little to purchase enough
modern weaponry to change the region’s strategic balance.

On the other hand, a few hundred million dollars would
permit better maintenance and some repairs to the existing
weapons and to military-industrial facilities. At the limit,

87. Christopher Walker, Times (London), 16 January 1992.

RR. New York Times. 1 December 1991,
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Saddam might even restart work on some nonconventional
weupons that would be permitted under the U.N. restric-
tions. The Iragis have shown themselves masters at
developing technologies by-passed in the West. Irug has
surprised the world time and again with its programs in
high tech and unexpected weaponry, such as its multistage
rocket, big guns, and the calutrons (an older technology
Irag was discovered in 1991 to be producing domestically.
allowing it to enrich uranium to the weapon-grade level).
It would be inappropriate to assume that Suddam would be
unable to develop nonconventional weapons because of the
U.N. restrictions and because of hnancial restraints.

For instance, trag’s best success (or rather. smallest
tailure) in the war wax with 1ts missiles: u big political
impact for a small investment. The U.N. ceasehire resolution
allows Irag to keep its cruise missiles: only hallistic
missiles with a runge over 150 km are banned. lIrag
continues to work on cruise missiles such as the Fao, u
surface-skimming antiship cruise missile with a range of
200 km based on the Sitkworm design. Or frag could
develop high-tech conventional explosives that could do a
lot of damage. tor example, fuel-air explosives.

Were Iragi oil sales to be resolved, world oil markets
would be affected. The prospect in July 1993 that agree-
ment would be reached between the U.N. und lrag on
limited oil sales was enough to drive down the spot price of
oil by $2.00 a barrel.™ Such a price drop could be avoided
it other producers agreed to reduce output. Either way—-
lower price or fower output—the other oil producers would
suffer. With Saudi Arabia probably taking much of the loss.
Irag might be able to use the threat of its oil sales as an

9. Financial Times, 21 July 1993,
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instrument to affect the foreign policies ot other oil produc-
ers, although it 1s unclear if such threats would have much
etfect.

6 Conclusion

The success of the sanctions cannot be judged for luck of
clear criteria for judging them. The goals put forward for
the sanctions have differed greatly—among the members ot
the U.S.-led coalition and across time. By some criteria.
the sanctions were a great success. In 1990, they sent an
immediate signal of world disapproval while forces were
gathered for further action. Postwar, they kept Irag from
rearming and reactivating its nonconventional weapons
programs. By other criteria, the sanctions were a dismal
faiture. They did not force Saddam to leave Kuwzit
forthwith, nor did they lead to his overthrow in 1991,

On a preliminary note. some observers in August 1990
thought the sanctions would backhre on the West because
Iragi and Kuwaiti oil was vital to the world economy. That
view proved to be entirely wrong. The other oil producers
increased output within a few months to make up for all the
lost Iragi and Kuwaiti exports. The reserve stocks coordi-
nated through the International Energy Agency were not
used. The price of oil roughly doubled for six months,
until it became apparent that the tighting would not further
disrupt oil markets. In the period from August 1991
through July 1993, oil prices were little higher than in
August 1990, despite the continued absence of iragi oil
€XpOrts.

Impact on Iraq of Sanctions
PREWAR. Sanctions had relatively little economic impact in
the prewar period because of stocks, goods taken tfrom

et
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Kuwait. and oftserting lragi government polictes. The
prewar sanctions were as caomprehensive as could have been
expected: both income and imports were hit. and there wus
relatively hittle cheating by governments as distinet from the
mevitable rumpant smuggling by traders.

Partly because of their limited effect during the minal
months. partly because of lragi stubbornness, und partly
because the West was unciear and divided about the reasons
tor the sanctions, the sunctions did not impress lrag's
leadership or its population with Western resolve. There is
absolutely no evidence that Suddam would have withdrawn
from Kuwatt had the sanctions been kept on tor decades
without use of force. Quite the contrary. it is now clear
that Irag had adequate stocks to survive in the short-run and
that, over time, sanctions deteriorate quickly enough to
allow Irag to sustain a standard of living its people will
tolerate without rebelling.

The sanctions may have played a role in mobilizing
U.N. coalition support. They showed that the United
Nations was searching for 4 nonviolent means to resolve the
crists. But some people suw the sanctions as a lasting
alternative to the use of force. rather than as a signal of the
world community’s determination and an opportunity to
negotiate a settlement it the Iragi government were so
inchined. The sanctions may have theretore strengthened
the hand of opponents of the use of force by giving them
a talse alternative.

EFFECTS ON CIVILIANS. Iragi living standards fell
dramatically during the war, including the civil war tollow-
ing the ceasefire with the United Nations. What was in
eftect a famine during the war hud little to do with the
sanctions. It was the product of the disruption of transpor-
tation and electricity. not of import limits. The world
public formed an image of Iragi malnutrition during March
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and April 1991, an image that has persisted long uafter the
reality has changed.
As the civil war died down, living standards improved

sfowly. The easing or the sanctions. with adoption ot

Resolution 687, was a significant contributing factor.
Detailed inspection reports by organizations unsympathetic
to the continuadion ot the sanctions documented that
electricity, water. waste water disposal, and medical care all
improved steadily. if slowly. No evidence supports the
catastrophic future painted by early postwur evaluations,
especially that of the Secretary-Generul's representative.
Mr. Ahtisaari.

The group that has borne the greatest burden trom the
sanctions has been the middle class. The poor. including
many Shiites. have been relatively well protected by a food
distribution system that works rather weil, Thut middle
class is unlikely to be able to effect a change in govern-
ment, lacking the will and numbers to carry out a popular
revolt nor are they in a position to organize a coup.

PROSPECTS FOR THE NEAR FUTURE. The sanctions
against Iraq are eroding. Without a change in current
trends, Iraq will continue to be able to tmport about $2
billion a year. There is also a distinct possibility that
Saddam will reach agreement with the United Nations on
sale of some Iraqi oil, which would increase fragi imports
to at least $3 billion u year.

Two billion dollars in annual imports would be roughly
one-fourth of Iraq’s prewar civilian imports. It provides
ample room to import food for a nutrivionally adequate.
though hardly ample. diet. It provides Iraqis with a
standard of living above the average for the human race
today. but below what citizens of advanced industrial
nations would tind acceptable.

Saddam can reasonably argue to his people that his

Ve —w
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postwar policies have stabilized the economic situation
while preserving Iraqi pride in resisting foreign pressure.
Furthermore, he can point to the erosion of the sanctions as
evidence that persistence in his obdurate stunce has paid ott
and that there is no reason to change lragi policy. Under
present trends. Irag’s economic situation will steadily
improve without Suddam’s having to bend his neck.

In short, it would be inappropriate to assume that
sanctions will lead to Suddam Hussein's replacement in the
near term. A coup could occur at any moment: changes of
government in Iraq have long come by coup. und there are
undoubtedly ambitious generals and dissatistied politicians
(some from Saddam’s fumily and clan). Nevertheless, there
is hittle reason to believe that sanctions would be 2 major
factor contributing to such a coup.

Options to Sanctions in Policy Toward Iraq

One reason sanctions persist is that none of the alternatives
are clearly superior on every count: each has distinct
disadvantages compured to existing policy. Some of the
principal steps that could be taken to supplant or supple-
ment the current sanctions are:

O Target the sanctions on milirary-related items. An
embargo targeted on weapons would gain much support in
the advanced industrial world. while a general embargo is
already controversial and will become more so. Middle
East nations upset with the current sanctions (for example,
Egypt) would strongly support a policy that deprived Irag
of weapons and dual-use technology. Because targeted
sanctions would have broader support than the current
general sanctions, they would be easier to implement: more
governments would be strict in enforcing them. Such
targeted sanctions are thus likely to be more sustainable.
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The targeted sanctions would be seen as a retreat by the
United Nations from its tough stance: a reward to Iray tor
its harassment of UN. inspectors. On the other hand. the
gradual erosion of the sanctions while Saddam remains 1n
power is also a deteat tor the United Nations

Turgeted sancthions are unlikely, 1t for no other reason
than the bureaucratic inertia of the U.N. system. Although
enthusiasm for sanctions may be difficult to sustain, any
move to modify or eliminate the sanctions regime would
put strains on ULS. allies. Because sanctions were imposed
by the U.N. Securtty Council, that wonld have to be the
body to act on any changes. The Council may have
ditficulty approving changes i dre wancts sus o game,
because any change would be sabject to a veto by any of
the five permanent members. The cumbersome nature of
the Security Council often mukes no action the path of leust
resistance: in this case, that means sustaining the sanctions
as 15, even if the sanctions aie erading in practice.

O Use military force. 1tis hard to paint a scenario in
which the limited use of military force results in Suddam’s
overthrow. It is also hard to see how allied forces could
accomplish much from a renewed bombing campaign: only
a few targets have been found that were not destroyed
during the war. The basic problem for planning bombing
raids is that the allies do not have good information on
where the Iragis have secreted their special weapons
programs. Suggesting that the allies will recommence the
tull scale war against Saddam is not a credible threat. It is
not realistic to expect that special operations forces could
kill Saddam, no matter how broad their operating authority.

O Support opposition ro Saddam. Limited military protec-
tion for opposition groups would mean telling Saddam he
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cannot attack the Kurdish-controlied zone. That would
have the effect of practically partitioning trag. which could
raise problems tor regional stubility.

Propaganda on the airwaves. financial support tor
opposition groups. public embrace of opposition groups. and
statements of support tor democracy in lrag are all means
to support the opposition. 1t is ditticult to believe that these
will be sufficient to bring ab 1t Saddam’s downtall in the
near term.

O Increase financial pressure on Saddam. Proposals have
been heard for contiscating  lrag’s trozen bunk deposits as
a way of financing repuarations and the on-going U.N.
ceasefire operations. However, these tfrozen deposits are
the only hope of Iray's creditors for recovering any part of
what they are owed.

The allies could also put pressure on Saddam by
exporting Iragi oif. The fragi oil tieids just across the
border from Kuwait are capable of producing 1.5-2.0
million barrels a day: indeed, the largest tield overlaps the
border. What poetic justice if lrag. wnich complained that
Kuwait was stealing oil from the common tield, was forced
to cede all production trom that hield to pay for reparations
and VLN ceasetire operations. Restarting production from
these fields and redirecting the oil to Kuwaiti ports would
pose no technical problem and could be done in a few
moanths at most. Saddam could be counted on to object, but
it seems unlikely that he would militanly attack allied
personnel working in such oil fields. To be prudent, it
might be necessary to increase U.S. presence in the ar-
ca—and charge the expenses against the income from the
oil sales.
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Sanctions as a Policy Instrument

Each case v which sanctions are used 1s unigue, and so it
sould be mappropriate to assume thut the experience with
Irag would necessarily b duplicated elsewhere. Neverthe-
less, the tragt cuse does o hier some “roles of thumb™ about

the use of sanctions:

0O Sanctions are unhikely to have quick eftects on G
determuned “oe. because stockpites can be drawn down and
consumption cut.

B Sanciions cun be u raliving point tor tormuing a coulition
white mulitary torces are moved into place

0 The longer comprehensive sanctions cite n place. the
more fragile becomes the internattonal consensus needed to
block access o trozen tunds and export markets,

B International opimion will not toferate sancuens that
block imports vital to sustaming lite. Pressure will build o
refax the sanctions enough to fet peaple in the target
country retain something close to thein pre-crisis standard
of hving.

O Atter some tme, an econonmy subject to sanctions may
hit bottom and then stabilize aif not improve slowly. When
the improvement begins. the target government has same
plausibelity 1o arg aing to s people that since the sworst s
past. staving the course s worthwhile and sanctions will
eventually erode away.

O Is not easy toadennty how sanctions will lead 1o the
overthrow ot dictatorial governments.




78 HOW HAS SADDAM HUSSEIN SURVIVED?

The Iragi experience has been humbling for believers in
the use of sanctions to accomplish ULS, foreign policy atms.
it those sunctions covered enough ot a target country s
trade. if they were enforced with sufficient vigor, and it
they were applied long enough. In tuct. sanctions have
made only a limited contribution toward U.S. gouls vis-a-
vis Saddam. And the sanctions have come at the price of
heavy suffering inflicted on the fragi people, those least
responsible for Iraq’s aggressive policies bearing the
greatest burden.™ Sunctions would therefore appear to be o
policy of dubtous morality und limited efficacy. In the face
of aggression, sanctions may look like a wonderful com-
promise response that avoids the two extremes of doing
nothing and responding with military force. Unfortunately.
In practice sanctions can combine the worst of both alterna-
tives. Like doing nothing. sanctions do not reverse the
aggression, and hike military force. sanctions cause heavy
suffering to civilians.

SO the morabity ot the Toags sanctions, see Patiich Classon, "Sanctions s
Puntshmentt Entoncement. and Prehinde e Fatther Acnon Thacy and

Intsrnpteonadl Attaoes vol 7010wl
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