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Executive Summary:

For Iraq, Foreign Direct Investment (FDI) could be the answer to fiscal improvements and
increasing foreign currency reserve in the market.Global demand for oil export is
expected to continue, thus exploiting high energy prices to minimize budgetary deficits
needs to become a priority.Increasing current expenditures along with rising oil prices is
a shortsighted plan for a country that is highly dependent on oil exports for its revenues
and thus exposed to macroeconomic volatilities.The Iraqi constitution allows for
attracting foreign investment; exemption from taxes, ownership of real estate,
transferring funds to outside, are some of the ways to encourage foreign investment.
However, Iraq still must put these incentives into practice to follow the example of other

OPEC countries in attracting FDI.

Key Question

What are the Foreign Investment obstacles in Irag, why is Irag not attracting more foreign

investment?
Introduction

Foreign Direct Investment (FDI) is one of the attributes of modern societies created by
globalization.The term merely means ownership stake of foreign businesses.Foreign Direct
Investment (FDI) can be in the form of outright buying a business, opening new branches for
business operations expansion, or investing in existing projects in the economy.This type of
investment is the doorway for knowledge transfer because it includes not only capital
transfer, but management, skills, and technology transfer to the receiving economy.
Therefore, FDI creates employment opportunities, improves workforce skills, and drives
economic growth ! Money flowing from one country to another can be described as in-flow

or out-flow.Most recent data on foreign direct investment from the World Bank shows the
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net FDI in Iraq as $2 .33 billion in 2022.Whilst other OPEC countries such as Saudi Arabia

and Kuwait had $12 5 billion and $23 8 billion in FDI respectively.

Foreign direct investment, net (BoP, current USS)

Graph 1:Foreign Direct Net Investment (2022).Source:World Bank 2

Leveraging Oil Revenue to Attract Foreign Investment

Countries such as Kuwait and Saudi Arabia leveraged their oil revenue to attract foreign
investment and strengthen their economy.Why isn’t Irag able to do the same? There are
many reasons.|t has been nearly two decades since the United States invasion of Iraq.Since
then, the country has gone through several economic booms and turmoil created by its
political scene, geolocation, internal misalignments, socio-economic crisis, global pandemic
and terrorism.For example, between 2000-2010 FDI has seen a positive in flow indicating a
healthier economy compared to 2014 and onward, which was the mark of ISIS and the

global pandemic.
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Foreign direct investment, net inflows (% of GDP)

Graph 2:Foreign Direct Investment 50-year trend in Iraq.Source:World Bank 2

It is important despite everything to sustain a positive mindset towards the future.lraqg does
not lack resources nor monetary capabilities.Globally oil is still a well sought-after
commodity; it is used domestically and globally and is the main ingredient for many other
industrial products.Therefore, a substantial amount of oil revenue can still be anticipated
for lraq in the future.When the financial institutions are digitized, and therefore the
government’s public wage is revised, money laundering is controlled, trade and fiscal
policies are better formulated and corruption is minimized, the oil exports revenue will
become a commodity to attract more revenue sources such as FDI. A well-regulated and

transparent environment will encourage foreign investment in Iragi businesses.

Revenue Excerpt from the Iraqi Federal Budget

Irag’s economy has a high dependency on crude oil and petroleum products exports.As of

2023, the Iraqi federal budget sets crude oil exports revenue as $89 425 billion and

4 0f18


https://innov8.channel8.com/1029?swcfpc=1#2312cf90-b98f-4834-bcdd-ad52bd2d45e7

petroleum products export revenues as S769 million.Collectively, this accounts for

87 14% of the total federal budget revenue which is $103 502 billion.#

In March 2024, the Iraqi market witnessed a spike in crude oil prices soaring to S84 7 per
barrel because Saudi Arabia cut 2.2 million barrels of oil exports which affected its demand
supply in the global market.%For a country that produces 4 2 million barrels per day and is a
member of OPEC, this should translate to a substantial revenue boost.€ In practice it is not
happening due to the semi-static nature of Iraq’s Federal Budget and its policies that does
not respond to reality of Iraq in a timely matter.For example, the Iraqgi federal budget was
not released on time to be effective for 2022.1n 2023, the International Chamber of
Commerce (ICC) ruling paused 400,000 barrels per day of crude oil exports from Iraqi
Kurdistan Region (KRI) through Irag-Turkish pipeline.Additionally, crude oil exports through
the North Oil Company (NOC) were also paused by a volume of 90,000 barrels in the first
quarter of 2023.Even though these oil export suspensions happened in the first quarter of
2023, and the budget was approved in June, the fiscal policies did not reflect these

changes.?

Untapped Potential in the Iraqi Market

Irag could have a competitive advantage in attracting foreign investment for two reasons.
First, Iragi market has potential for growth because of the existence of unmet demands
coupled with opportunities to meet those demands.Agricultural productions of dates in the
south and central and pomegranate in the north, are such opportunities waiting to be
invested in through exporting their products to the global market.These markets have the
potential of attracting foreign investment.Second, the irreplaceable oil demand in the

world, and Iraqg being the second largest oil producer of OPEC can one day open doors for a
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fast-growing economy and emerging market.Given institutional digitization, such as

digitizing the banking system and national and international investments, Irag’s emerging

markets can support domestic demands and exports.

Private Investment [ Public Investment Total Investment

Trillion % Trillion % Trillion %

UsD UsD UsD
2010-2014 895 463 1285 537 218 100
2013-2017 88 21 329 79 417 100
2018-2022 886 40 132 60 2206 100

Table 1:Private Sector contribution estimates (2010-2022).Source:Arab Watch Report
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Chart 1: Public and private sector contribution to the formation of fixed capital in 2018.

Source:National Investment Commission, Investor Guide to Irag 2023.

Benefits for Foreign Investors

The Iraqgi constitution have specific indicators that is in support of attracting foreign

investment.The following are a list of some of these laws dictated in the Iraqgi constitution:
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= Per Iraqgi constitution, foreign investors are exempted from taxes for the duration of

the first 10 years.

= Foreign workforces are encouraged and permitted to work on these foreign projects.

= Foreigninvestors and workers have the right of residency in Iraq.

= Foreignemployees have theright of transfer of salary and funds to outside of Iraq with

the condition of having no outstanding debts due to the Iragi government and other

entities.8

= Foreigners are also allowed to buy real estate given that they have been residing in

Iraq for seven years.?2

Although constitutional support for FDI is present in Iraq, Iraq still needs to enhance its

global market competitiveness to win over foreign investors. The health of the country

and its development affect the degree of competitiveness and therefore, investors'

psychology.|f domestic economy prospects are positive in terms of size, growth, wealth

and future forecasts, investors take it as a sign of healthy economy to invest in.The labor

market skills, costs, attitude, relations also affect investors decision. Central bank and

state efficiency opens doors for business finances to be open, competitive and well-

regulated, which boosts trust and lowers loss aversion for the investors.

Competitiveness Categories Sub-Categories

Economic Performance

Domestic economy, international trade,
prices, international investment,

employment, inflation

Government Efficiency

Public finance, fiscal policy, institutional
framework, business legislation, societal

framework

Business Efficiency

Productivity and efficiency, labor market,
finance and management practices,
attitudes and values, business

sophistication, innovation
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Infrastructure Basic infrastructure, technological
infrastructure, scientific infrastructure,
health and environment, education,

macroeconomy, higher education and

training, technological readiness

Table 3:Economic Competitiveness Categories.Source:Asia-Pacific Economic Cooperation
(APEC)

Economic performance is measured by calculated indicators. For example, real GDP is the
measure of actual growth of an economy (without the effects of inflation). Real oil GDP
growth decreased by -4 4% in 2023. This is an indication of economic growth due to oil
production decreased which can be related to the fact that Turkey-KRI pipelines paused
400,000 barrels of crude oil export per day. Another example for the same year, the central
bank and the government's actions aiming to digitize the banking system affected the
exchange rate of Dinar vs Dollar. Consequently, consumer price inflations increased as an
indication that business needed to add extra price margins to make up for the devaluation of
Iragi Dinar. As indicated in the table below, the economic indicators give an overview of
economic performance, government efficiency and businesses efficiency.

2022 2023 2024
Item

All values are in % of GDP unless stated otherwise

Est. Projected Projected
Output
Real GDP 7 -11 6 37
Real oil GDP 121 -44 77 41
Non-oil real GDP 0 4 35 3
Gross Domestic Product (GDP)
GDP per capita (USS) 6,265 6,384 6,909 7,099
GDP (USS) 2642 N/A N/A N/A
Prices
Consumer price Inflation (%, 5 6.7 55 46
average)
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Central Government Finances

Revenues and grants 42 2 347 348 339
Government oil revenue 401 323 326 318
Non-government oil revenue 21 23 22 21
Expenditures 305 377 36 364
Current expenditures 274 33 315 314
Wages and salaries na 154 148 147
Goods and services 4 46 44 44
Interest payment 09 06 05 05
Other expenditures 111 124 19 19
Investment expenditure 31 47 45 5
Oilinvestment 03 27 26 29
Non-oil investment 28 2 19 21
Primary Fiscal balance 126 25 -07 -2
Budget Balance 1n7 -31 -13 -25
Gross budget financing needs 96 -6.3 -43 -53
Total government debt 142 N/A N/A N/A
Monetary Indicators

Broad money growth 202 N/A N/A N/A
Policy interest rate 4 4 4 4
External Sector

Current account 207 17 25 15
Trade balance 257 88 95 86
Gross reserves (USS billion, 89 629 387 1n2
excluding gold)

Imports of goods 19 27 268 269
Export of goods 447 358 364 355
In-month of imports of goods and 147 72 41 11
services (excluding gold)

Exchange Rate

Exchange rate (Dinar per USS; period 1,450 1,550 1,300 1,300
average)

Oil and Gas Sector

Irag Break even oil price, 66.7 88 854 868
expenditures (USS/barrel)

Crude oil production (millions of 44 41 42 42
barrels/day)
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Crude oil exports (millions of 37 33 33 33

barrels/day)

Average crude oil export price 706 977 979 979

(USS/barrel)

Crude oil exports revenue (USS 262 320 327

billions) e
Population 44 47 million

Main products and exports Crude oil and petroleum products
Key export markets United States, India, China, South Korea

Poverty rate 30%

Table 4:Selected Economic Indicators, Iraq, 2022-24 . Source: Work Bank and International

Monetary Fund

Burning Oil Money is a Short-Term Plan

International Monetary Fund’s recommendation for Iraq in March of 2024 is to limit its
dependency on oil and to diversify its sources of revenue.!® The initial step towards
achieving that is formulating policies that generate non-oil revenues.According to the Iraqi
White Page's statistics released in 2020, Irag’s government spending has a 60% direct
correlation to oil revenues.! This entails that Iraqg’s policies for making best use of any
increase in oil revenues is spending it.One could argue that Irag’s infrastructure and
economy needs the injection of more revenue from the state, however, this is a short-

sighted plan to solve an issue that needs more long-term strategy.

Along with the formulation of better policies targeting economical and commercial areas,
Irag will benefit greatly from joining international bodies for improving its access to foreign
funds and global trade.In the 13" Ministerial Conference of World Trade Organization
(WTO) in Abu Dhabi, March 2024, the Iraqi Trade Minister mentioned that Irag has prepared

all the required documents for Iraqg to transition from an observer to a full member in the
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WTO.The initial intention of joining the WTO started in 2004.12 In a case where the
membership is approved, Iraq will have the access to the global market to better align
financial policies with international standards.Joining the World Trade Organization would
increase Iraq’s attractiveness to FDI because loss aversion would minimize investment in

the economy.

Non-oil Exports Potential partners (Millions of USD)

South Korea Ukraine fean
[l Non-oil Exports Potential partners (Millions of USD)

Factors Negatively Affecting Foreign Direct Investment in Iraq

Attracting Foreign investment needs to become one of the primary focuses of government-
led policies.The following is an analysis of the reasons Iraq is not attracting more foreign
direct investment:
= Market entry and business operation restrictions: bank policies that restrict big
amounts of cash flow.
= Asset management restrictions: getting credit, lack of transparency and
predictability.
=  Weak regulatory and legal infrastructure:enforcing contracts, openness in legal and

regulatory regimes.
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Businesses Centered Obstacles

There are key points in business operations in Iraqg that discourage foreign investors from

investing in Iraq.The following is a list of those key points:

Lack of transparent and clear transactions between businesses and investors.
Investors need to be able to monitor and understand the records and be able to assess
the health of the business through their financial statements. Therefore, businesses
need to use banks and have a clear and transparent record of their financial
statements backed by records and statements from the bank.For quote:One example
of commercial bank in Iraq that provides loans for medium size enterprises is Iraqi
Middle Market Development Fund (IMMDF).The small and medium-sized businesses
have bank accounts with the fund and based on the performance of their financial
statements, IMMDF lends monetary support with interest rates.

Revenue allocation by businesses needs to be directly from sales and better if the
sales are from diverse sources (new technology, services, products).Businesses that
depend on a single profitable customer or get funds from one investor are not likely
to attract foreign investment.Businesses providing solutions that fit diverse range of
demographics are reducing risk of business dissolution and attract foreign
investors.

Catching global market share through active advertising campaigns targeting foreign
businesses and consumers introduces Iragi market to the global market which in turn
increase Irag’s visibility to foreign investors. Iragi non-oil exports are only 10% on
average annually.This means that Iragi domestic market does not have a large flow to
the global market.

Business propositions need to evolve over time clearly showing interest and demand

for their solutions. There must be a proven potential for the number of businesses to
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increase when investment is requested. Business innovations and adoption of

technology increase the business value proposition.

Central Bank Imposed Centered Obstacles

The central bank policies and strategies aimed to slow down the escape of the dollars to
foreign countries imposed on small and medium businesses, stagnates efforts by local
investors to expand their business operations.The following are a few obstacles imposed by
the central bank:
= Businesses are forced to pay and receive payment in Iragi Dinar. This creates price
inflation for businesses that purchase their supplies in other currencies such as the
US dollar because of the fluctuation in US dollar versus Iragi Dinar exchange rate.In
some cases, for the business to break even, they create their own currency exchange
rates which are charged to the customer. This unique exchange rate would allow a
price cushion for the business in case of devaluation of Iragi Dinar. Consequently, this
price uncertainty directly affects the purchasing power of customers and therefore
affects sales. This inflation in prices directs consumer behavior to purchase less
because of loss aversion created by this situation itself.
= Central bank limits Iragi Dinar and foreign currency exchange transactions. This
forces businesses to rely on both cash payments and bank payments in case they

need to purchase supplies from the outside.

Government Imposed Obstacles :Purchasing Power and Oil Exports Nexus in

Iraq

Irag has a workforce of 8 5 million employees and nearly 71% of them depend on state

salaries, that is 6 million employees.Hence, the crude oil and petroleum exports directly
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affect the purchasing power of the market.Any halt in the exports volume and price
fluctuation would compromise the government employees' salaries, therefore, their
purchasing power.Consequently, weakening the private sector (directly & indirectly).
According to the World Bank, in 2020, 77% of total Iragi government spending are non-
discretionary expenditures.Public wages and pensions account for a large portion of this
expenditure.Nearly 27% of GDP (Gross Domestic Product, or economic activity) came from
this expenditure which is the largest public wage bill in the world.In June 2023, the Iraqgi
government added nearly 600,000 new positions.The Internationally Monetary Fund
commented on this stating that this addition was going to contribute to monetary deficits.In
order for Iraq to break even, crude oil had to be sold for $96 per barrel.lraqi crude oil in May

2023 was sold for S71 per barrel .2

Comparison

Irag and Saudi Arabia are oil producing countries and their exports are largely composed of
crude oil and petroleum products.For the duration of 11 years, Saudi Arabia’s government
managed to raise Foreign Direct Investment from S5 billion in 2011 to $33 billion in

2022 .2 This increase was because of allocation of a portion of Saudi Arabia’s national
budget to rebuilding the infrastructure, economy and diversifying sources of income.
Saudi’s government also set a target of reaching S100 billion in FDI by 2030, which would
create a boom in Saudi Arabia’s economy even if half of that target is reached.The country
leveraged their oil revenue to conduct substantial reforms in legal, economic and social
sectors to attract more FDI.The government started many initiatives such as National
Investment Strategy, tax incentives, zero levies for foreign companies in addition to the

state creating four new economic zones.®
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Key Takeaways

If the government and Iragi Central Bank join forces to create policies that lessen the
extreme financial burden on businesses, the private sector becomes more resilient towards
the political and economic challenges that face the country, and as a result will attract more
foreign investment.There is a lesson to be learned from other OPEC countries such as Saudi
Arabia.lrag’s oil revenue is substantial and comparable to Saudi Arabia’s.What Iraq lack are
policies and regulations that direct the flow of capital towards rebuilding the infrastructure
and diversifying and strengthening its economy.lrag needs intelligent fiscal policy
formulations by the federal government and central bank; policies that protect the interest
of businesses, create a business-oriented environment and to enhance trade and the private

sector generated revenues.lt is only then Iraq can attract more foreign direct investments.

15 0f 18



Endnotes

Hayes, Adam. “Direct Foreign Investment (FDI): What It Is, Types, and Examples”
Investopedia, March 27, 2023.Read More €

United Nations Conference on Trade and Development. “World Bank Open Data.”
World Bank Open Data.Accessed March 16, 2024 . Read More €

Please refertoreference no.2 £

Iraq Business News | All the latest business news from Iraq. “Jiyad: Iraq Oil Exports
2023 - Budget vs.Realities | Iraq Business News,” February 6, 2024.Read More €

. OPEC.“OPEC Basket Price.” Organization of Petroleum Exporting Countries, March

14,2024 .Read More €
US. Energy Information Administration. “lraq’s Energy Overview,” 2024.Read
More €

Please refer to reference no4 €

8. ALSAIF Law Firm. “Investment in lraq / Foreign Investment Law in Iraq - Foreign

10.

1.

12.

13.

14.
15.

Investment Law in Irag - ALSAIF Law Firm,” February 14, 2021. Read More €

USAID. “USAID Irag Local Governance Program Land Registration and Property
Rights in Irag.” Humanitarian Library, January 2005. Read More <

Salem, Amr. “IMF Advises Irag to Reduce Dependence on Oil.” Iragi News, March 3,
2024 .Read More €

Iragi Business News. “White Paper-Final Report, Emergency Cell for Financial
Reforms,” October 2020.Read More £

Corporate-news - Gulf News. “Irag Confirms It Has Completed the Requirements to
Join WTO,” March 5, 2024 .Read More €

World Bank.“INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
INTERNATIONAL FINANCE CORPORATION MULTILATERAL INVESTMENT
GUARANTEE AGENCY COUNTRY PARTNERSHIP FRAMEWORK FOR THE REPUBLIC
OF IRAQ.” World Bank, July 12, 2021. Read More €

Please refer toreference no.1 £

Please refer to reference no.1 €

16 of 18


https://www.investopedia.com/terms/f/fdi.asp.
https://innov8.channel8.com/1029?swcfpc=1#557dad6a-cef8-436e-bf19-2092240fa92c-link
https://data.worldbank.org/indicator/BX.KLT.DINV.CD.WD?locations=IQ.
https://innov8.channel8.com/1029?swcfpc=1#88798f54-17bc-456f-acde-cbffd2de8051-link
https://innov8.channel8.com/1029?swcfpc=1#2312cf90-b98f-4834-bcdd-ad52bd2d45e7-link
https://www.iraq-businessnews.com/2024/02/06/jiyad-iraq-oil-exports-2023-budget-vs-realities/
https://innov8.channel8.com/1029?swcfpc=1#def4ac14-bb9b-42f5-9592-83497a58362a-link
https://www.opec.org/opec_web/en/data_graphs/40.htm.
https://innov8.channel8.com/1029?swcfpc=1#607b4659-1171-4a1e-9f53-319d00d2332e-link
https://www.eia.gov/international/content/analysis/countries_long/Iraq/#endnotes.
https://www.eia.gov/international/content/analysis/countries_long/Iraq/#endnotes.
https://innov8.channel8.com/1029?swcfpc=1#e4ae6da8-2b5e-4cfd-a3e7-0c0beca87e4e-link
https://innov8.channel8.com/1029?swcfpc=1#8604cd03-2fa7-43eb-8c65-abf2146f554a-link
https://saiflaw.com/investment-in-iraq/#:~:text=The%20foreign%20investor%20and%20non,by%20a%20final%20court%20ruling.
https://innov8.channel8.com/1029?swcfpc=1#d08762a7-214c-4b2d-a816-62403ce3abdb-link
https://www.humanitarianlibrary.org/sites/default/files/2013/05/PNADE241.pdf.
https://innov8.channel8.com/1029?swcfpc=1#b8997adb-1c80-4b1f-ab0a-9da859af0c4e-link
https://www.iraqinews.com/iraq/imf-advises-iraq-to-reduce-dependence-on-oil/
https://innov8.channel8.com/1029?swcfpc=1#d2c6e543-68f6-445c-8a31-59e302ef02d7-link
https://www.iraq-businessnews.com/wp-content/uploads/2021/01/Iraq-White-Paper-English-version-Oct.-2020.pdf.
https://innov8.channel8.com/1029?swcfpc=1#89d47407-a5be-44d1-bf02-928a4bf9299a-link
https://gulfnews.com/business/corporate-news/iraq-confirms-it-has-completed-the-requirements-to-join-wto-1.1709563100616.
https://innov8.channel8.com/1029?swcfpc=1#a8a9aba7-548f-4ad2-b9e5-9086fd558783-link
https://documents1.worldbank.org/curated/en/914101628604096499/pdf/Iraq-Country-Partnership-Framework-for-the-Period-FY2022-FY2026.pdf.
https://innov8.channel8.com/1029?swcfpc=1#bd6023a9-2f9b-4cb7-ac53-aa4affd3e780-link
https://innov8.channel8.com/1029?swcfpc=1#9f4be9e9-36f8-461f-99ca-2817a59d6aaa-link
https://innov8.channel8.com/1029?swcfpc=1#72c7cf4a-a7a8-4e5d-877d-1f0ed2310c4b-link

INNOVS

ABOUT

Nestled in the mountains of Sulaymaniyah, the Culture Capital of KR,
iNNOV8 Research Center pioneers cutting-edge research and
innovation. We aspire for excellence as an independent research
center by providing valid, valuable, and timely products to the public.
We deliver impactful solutions and contribute to our industry’s
vibrant and forward-thinking community. As an affiliate of
CHANNELS8 Media Corporation, INNOVS8 also serves as the in-house

research and public relations hub for the channel.

17 of 18



FOREIGN INVESTMENT:
THE NON-OIL REVENUE
SOURCE IRAQ NEEDS TO
ENSURE A VIBRANT AND
SUSTAINABLE ECONOMY

INNOVS8

CONTACT

CHANNELS8 BUILDING,

KURDSAT QTR, AS SULAYMANIYAH, IRAQ
+964 (0)770-608-8885
INNOV8@CHANNELS8 MEDIA

18 of 18



