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Introduction
The prospects of energy and development in Iraq could witness and face serious changing 
circumstances, thus different policy options have to be in place to face different situations and 
possible scenarios. The Iraqi decision makers need to be more pro-active than reactive and 
create the necessary institutional and human capacities to manage the country’s depleting 
hydrocarbon resources for its sustainable development. 
The purpose of this brief intervention is to analytically identify possible situations that Iraq 
could face, suggest conceptual situation-strategy framework to address these possible 
situations, and call to utilize international cooperation for these purposes.        

Energy Strategy and New National Development Plan 
The second half of 2012 will, in a high probability, witness somewhat serious revisions on 
two fundamental issues in the country, namely energy policy and development plan. Three 
important developments would indicates to and probably shape Iraqi outlooks in energy and 
consequently in the socio-economic development of the country. The first is the near 
finalization of an elaborated comprehensive and well-structured Iraq Integrated National 
Energy Strategy- known as INESTA. The study was financially supported by the World 
Bank and done by the consulting firm Booz&co. The Iraqi government formed inter-
ministerial committee to formulate the country’s energy strategy based on the finding of 
INESTA.  
The second is the support given by the Iraqi government to the International Energy Agency-
IEA in its plan to conducting a comprehensive analytical study of the energy outlook for Iraq 
as part of its annual flagship publication, the World Energy Outlook 2012. For this purpose an 
IEA team headed by Dr. Fatih Birol visited Baghdad early March. Then IEA convened two 
special workshops on Iraq Energy Outlook the first was held in London on 8 March while 
the second in Istanbul on 4 May 2012.1 
The third is the decision by the Iraqi government to start preparation of a new National 
Development Plan 2013/17, implying the current NDP 2010/14 would be cut early by two 
years. The discussions I had in Baghdad during my visits in March and April, and during the 
IEA Workshop in Istanbul lead me to suggest that the revision of the current NDP and 
replacing it with the new one was primarily due to the conclusion of the INESTA above 
mentioned. 
   
At the heart of attention for all these three matters are Iraq’s petroleum production and export 
capacities and their consequences and implications for the sustainable development of the 
country, and its funding. 
To be more specific the ministry of oil-MoO through three bid rounds contracted 17 oil and 
non-associated gas fields, each contract has duration of 20 years extendable by additional 
5years. Moreover, MoO has been preparing for a fourth bid round covering 12 exploration 

1 I was invited for both workshops but was only able to attend the second one due to other consulting 
commitment. I am very grateful to the IEA for this kind invitation and the sponsorship of my participation. For 
both workshops the participation of high-level experts was by invitation only, and conducted under the Chatham 
House Rule.
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blocks, scheduled for end May 2012. Also there are talks about “mini” bid round or direct 
talks regarding other major oilfields such as Kirkuk, East Baghdad and Nassiriya.  

According to the concluded contracts for the first two bid rounds oil production capacity of 
the country could reach or exceed 12.5 million barrels per day-mbd. Significant volumes of 
associated gas would also be produced. Adding to the above the three gas fields of the third 
bid round, the KRG production and the high potential of the 12 exploration blocks the 
country’s potential production capacity would be very significant indeed. Oil exports are the 
main driver generating revenues to finance annual budgets, reconstruction and development 
plans. 

However, there is high degree of uncertainty pertaining to four vital factors: First, the 
viability, sustainability and suitability of attaining the contracted plateau targets of the 17 oil 
and gas fields referred to above, is questionable for variety of reasons and factors. Since the 
conclusions of the three bid rounds an increasing recognition of this fact began to emerge and 
even accepted formally by high-level oil-related decision makers at the ministry and Cabinet. 
All international “serious” studies that I came across doubted very much the viability of 
reaching and delivering these contracted plateau targets. The in depth energy study, INESTA, 
did not lend support to that aggregated plateau level. Also information I heard during the 
above mentioned IEA workshop in Istanbul echo what have circulating within international 
oil professionals and business community. Accordingly, Iraq’s production capacity could be 
much lower than the contracted plateau target. However, no final agreement on what that level 
would be. 

Second, geopolitical considerations affecting Iraq’s export outlets for oil and, soon for gas. 
The situation of Iran, the civil unrest and violence in Syria, the deteriorated relation between 
Iraq and Turkey, and the cold relation with Saudi Arabia, all are serious matters with direct 
implications on Iraq’s petroleum development and export prospects. 

Third; the world energy balance, the role of oil in it, the demand on OPEC oil, the compliance 
with OPEC quota by other members, and Iraqi share in OPEC quota are significant factors 
surrounded with serious uncertainties and complexities.   

And finally, the international oil prices and the realized prices for the Iraqi oil are the main 
determinants of the country’s export revenues. The future revenues ( in nominal or real terms) 
are usually affected by a complexity of factors comprising market fundamentals, stockpiling, 
speculations, exchange rates, inflation and Iraq’s oil marketing performance, among others.    

On the funding of the national development plans, oil revenues were, are and will remain, for 
the foreseeable future, the main determinants of development efforts in the country. This 
structural dependency on oil could be entrenched even further due to absent of real, 
significant and effective diversification of the real economy and actual development in other 
productive sectors. 

The Challenges of Managing the Plenty
Iraq will face three challenges: first, install the contracted production and export capacities; 
second, how to utilize these capacities in most optimised way and third how to address the 
spending, investing and saving- SIS dilemma to allocate generated export revenues.
Considering the above Iraq is bound to face many possible situations pertaining to its energy 
and development outlooks over the duration of the concluded contracts. Accordingly, The 



Iraqi decision makers should start from now to explore all possible situations regarding the 
targeted oil production and export capacity with clear vision, functional mission and relevant 
actions.
Earlier I addressed four possible development scenarios, which are explored hereunder, and 
suggested Strategy-Situation Matrix, which are presented hereunder in a conceptual not 
numerical form at this stage.  
The four scenarios are exhibited in chart 1 below and were envisaged under High/Low 
Incremental Production Capacity Utilization (HIPCU)/ (LIPCU) within High/Low Global 
Demand for Oil (HGDO)/ (LGDO).
For each situation/scenario the arrow moves outward from interception point indicating the 
likelihood of occurrence of the situation, and this implies that within each situation there 
could be many sub-situations reflecting values of the two related axes defining the situation. 
The following is brief description of the four scenarios.  
Honeymoon situation. This scenario occurs when global demand for oil is high enough to 
allow Iraq utilise most if not all its available incremental production capacity. Such market 
fundamentals -driven situation implies high oil prices leading to higher oil export revenues. 
Hypothetically, this is a win-win situation by default and assumes global demand for oil 
exceeds available supplies with no significant spare capacity available, and OPEC quota 
becomes redundant and irrelevant. This situation implies also fast/high depletion of Iraq’s oil 
reserves (HRD). 
Delicate balance: this situation is similar to the previous one but Iraq would be unable to 
utilise most of its available incremental production capacity for variety of reasons such as 
OPEC quota etc. This remains to be a negotiated win-win situation since idle capacity could 
be compensated by higher oil prices, to maintain remunerative oil exports revenues. But 
again, idle capacity has its cost as well. The balance, or the trade-off, is, therefore, delicate 
because this situation implies lower resource depletion rate (LRD), which is in favour of Iraq 
and with higher prices and good level of exports this would cushions the cost of idle capacity. 
But if Iraq insists on higher utilisation of its production capacity, this could increase supply 
and might reduce prices and thus revenues, with faster resource depletion.      
Risky endeavours: when global oil demand is low so does oil price and spare capacity at its 
peak. If Iraq uses more of its incremental capacity, it would push oil prices downwards. So 
what it gains through higher production losses through lower prices therefore it is a risky 
situation since it could lead to lower oil export revenues coupled with high depletion of oil 
reserves (HRD).  Lower oil prices with fixed remuneration fee per produced barrel leads to 
further decline in net export revenues in addition to faster resource depletion. Hence this is 
risky situation, which Iraq should avoid.    
Nightmare: this is the worst case scenario characterises with low global demand for oil, 
lower prices and lower utilisation of the incremental production capacity, leading to lower oil 
export revenues. Though this situation leads to lower resource depletion (LRD), the idle 
capacity has its own cost due to contractual obligations for paying remuneration fees for the 
idle capacity during such a situation. Maintaining an idle capacity could be very costly 
indeed. And if the capital investments have not been fully recovered then the obligation of 
their payment would aggravate the situation even further.  Furthermore, when oil production 
capacity has forward, backward and horizontal linkages, such as associated gas-based power 
generations and petrochemical industries, then idle capacity could have very serious 
ramifications beyond the upstream sub-sector. This results in deepening the fiscal crisis of the 
state due to lower revenues, higher payment obligations and contraction in the economic 
activities on macro-economy level.       

The following Chart 1 illustrates the four possible general energy and development scenarios



  

Each of the above possible situations is very complex and highly vulnerable to exogenous 
factors effects. The implications of each situation for Iraq are far-reaching in all directions- 
positive and negative, depending on the actual timing of occurrence, duration and magnitude 
of each situation, and the factors and conditions that led to such situations etc. 
The occurrence and re-occurrence are possible but unpredictable; the actual timing could be 
anticipated with prudent and persistent follow-up, accurate information and sound analysis; 
the durability is not possible to measure beforehand though with prudent monitoring system in 
place some indications and predictions could be made, and the same applies to the magnitude 
of each possible situation. 

Chart 2
Per Day Oil Export (mb) and Revenues ($m) July-2008/April 2012



Source for Chart 2: Author based on original data from MoO. (Data was computed on “per 
day” to neutralize the variation in number of days in calendar months.) 

Historically and as evidenced by the above analysis one would be safe to suggest that while 
each situation is possible as part of the cyclical nature of economic activities worldwide, it is 
less likely that a specific situation lasts for the duration of the 20 years covered by these oil 
deals. Thus, Iraq could very well face all or any combination of these four possible situations 
during the timeframe of these oil contracts. 

As chart 2 exhibits Iraq suffered from severe financial crisis between August 2008 and 
February 2009, when its oil export revenues collapsed due mainly to crash in oil prices and 
the decline in export volumes for July-September 2008. Though oil prices began to recover 
gradually, oil exports kept wobbling ups and downs. However, the county’s oil export 
revenues improved due to higher oil prices, which smoothed the fluctuations in export 
volumes.          

Formulating Coping Strategies and Executing Entities
Therefore, Iraqi decision makers should start from now serious professional dialogue on these 
possible situations and the needed feasible policies to protect from and mitigate their highly 
probable effects.  This entails debating, formulation and adopting set of strategies to deal with 
each of these four eventualities. Flexibility, adaptability and continuous revision should be 
among the features of such strategies. This is essential since the probability of facing any of 
these possible scenarios could be high and unpredictable.
The following schematic matrix represents conceptual situation-strategy components followed 
by brief narrative of the matrix’ components. 

Conceptual Situation/ Strategy Matrix
Situation/
Strategy 

components  

Honeymoon Delicate 
balance

Risky Nightmare

I- Situation 
Analysis: 
II- Impacts 
/Results 
Assessment: 
III- Policy 
Options: 
IV- Technical 
annex: 

V-Institutional and Legal Frameworks:

 
Brief description of an example for strategy components with relation to the four possible 
development scenarios is provided hereunder. The intention here is to provide conceptual 
framework, which can be elaborated and enhanced further by the official entity that would be 
in charge of formulating, implementing and follow-up such strategies.
I-Situation Analysis: Thorough, comprehensive, narrative and quantitative analysis of the 
situation covering all factors, variables, facts, policies etc., that had contributed/could 



contribute to the situation. Probability of occurrence, risk assessment, indicative parameters, 
early warning mechanisms especially for the worst-case scenario such as the “nightmare”. 
Different methods are available and could be employed to conduct such analysis for each of 
the four situations.  
II-Impacts /Results Assessment: Each situation has and could have very different direct and 
indirect effects in the short term and impacts on the medium and long terms on Iraq. Thus the 
actual and possible effects should be identified, quantified and analyzed from various aspects 
with different time horizons, etc.  Clear concept, norms, measurement units, thresholds, 
among others have to be developed with various methods for objective and independent 
verifications, etc. 
III-Policy Options: A set of policy options has to be explored, assessed and recommended for 
each situation. This has to deal with what to do with clear justification, timing aspects with 
desirable sequencing and prioritization of needed actions and finally how to implement such 
options. 
Policy options should be many and flexible and open for regular and prompt revisions when 
needed.  Questions of the type what to do, why, when, how, by whom etc., are very relevant 
and important to draw viable and workable policy options.
As mentioned earlier there is a high degree of uncertainty regarding oil prices and their 
volatility. Such cyclicality in oil price movement is bound to have its impacts on the policy 
options to contain the movements and take precautionary measures to deal with them and 
mitigates their impacts. 
Experience from primary commodity dependent developing countries shows that 
macroeconomic policy tends to be more pro-cyclical than counter-cycle. The pro-cyclical 
policy tends to be expansionary during booms and tight during busts, thereby amplifying and 
exacerbating the adverse effects of shocks on the economy. On the other hand counter-cyclical 
policy could cushion the effects of such shocks. Fiscal, monetary and social polices could be 
different under the pro or counter cyclical macroeconomic policy. Hence, policy options under 
each of the four possible situations become very important and critical to avoid the negative 
ramifications associated with these situations.
The “honeymoon” situation, for example, exposes the limitation of the country’s absorptive 
capacity; makes it suffer from the Dutch disease, through exchange rate mechanism and/or 
income effects; and increases its vulnerability to Resource Curse attacks. Therefore economic 
policies for this situation are very different from the diametrical “nightmare” situation.        
IV-Technical annex: every strategy for each of the four situations has to be formulated on 
solid, accurate, complete and relevant information, statistical data, sound analysis, appropriate 
methods etc. Technical annex prepared professionally is an important component for this 
strategy-situation matrix. It should provide, among others, clear remarks and explanatory not 
on the methodology, assumptions and information, models, periodical revisions and 
assessment of asset of proposed options. Strengthening analytical human resources and 
capabilities to identify, evaluate, select, prioritize and design alternative coping strategies are 
vital prerequisites to a successful management of the country’s financial resources
V-Institutional and Legal Frameworks: this is important and crucial managerial and 
governance matter. It defines and specifies the institutions and entities that are in charge of 
(lead agency) and participating (supportive agencies) in formulating and implementing the 
strategy, describing their relevant role and functions, within established legal frameworks. The 
executive and legislative branches should have effective roles to insure checks-and-balances, 
exercise comprehensive oversight, and provide guidance for efficiency and effectiveness. 
Other entities, such as civil society organizations, academia, media, think-tanks and research 
institutions, could have the watchdog mission to ensure independent, impartial professional 
good governance and provide consultancy and advisory functions.    



Different modalities are available with regards to the institutional setups, their functional 
modes operandi and the legal frameworks governing them. 
A draft for “Law of Financial Resources” was proposed in June 2007 with many objectives 
including the creation of “The Future Fund”. One of the justification for the enactment of the 
law is to, “[e]nsuring a reserve for the coming generations”. Also the draft of the federal oil 
and gas law-FOGL makes reference to the future fund. However, both proposed laws were 
stalled. 
     
International Cooperation 
The international experience in this regard could be very relevant to take into considerations 
and Iraq could utilize and benefit from all available international cooperation and assistance 
modalities offered by its cooperating partners and international organisations. To this aim, 
Iraq could use the bilateral cooperation agreements it has and could conclude with other 
states, and other related international organisations such various UN agencies, the IMF, the 
World Bank, and the regional organisations such as the European Union-EU. 
One of the many existing models of institutions dealing with revenues management issues is 
the sovereign wealth fund-SWF. And due to the increasing importance of SWFs, IMF 
provides invaluable information and important source, and many of its studies suggest useful 
tools in this respect.2 

In fact Iraq and the EU have already concluded important cooperation modalities, which can 
be utilized to assist Iraq in properly design the country’s energy and development outlooks. 
The provisions incorporated in three instruments of direct relevance. These instruments are 
the Partnership and Cooperation Agreement (PCA)3, an overarching framework which will 
constitute the legal basis for such cooperation; the Memorandum of Understanding on a 
Strategic Partnership in Energy, signed 18th January 20104, and the Joint Declaration of 26th 

May 2011 which identify specific action-oriented measures. Both Iraq and the EU are 
requested to timely move from good intentions to concrete actions.
   
Concluding remarks
This paper proposes conceptual framework for both the four scenarios and the strategies to 
deal with them. But the Iraqi decision makers have to develop these strategies into 
quantifiable and concrete policy options with institutional settings, legal frameworks, and 
functional mandates.  And as correctly stated by UNCTAD, ‘Without appropriate policies and 
institutions in place, there is an increased risk that the government revenues will do little to 
promote sustainable development.’5 

2 For the required capacity development Iraq could IMF facilities and expertise in the area of SWFs.

3 The negotiation on PCA began in November 2006 and concluded in 2009. It is vital that the Agreement be 
signed and ratified as soon as possible by both sides. Information available indicates that the PCA could be 
signed in Baghdad during the last week of May 2012 

4 The Iraqi Cabinet approved draft law to ratify the MoU, and referred it to the parliament for promulgation. The 
second reading of the draft law was completed, in February 2012, and once the draft of the law is finalized, it 
will be sent to the President for approval and upon publication in the official Gazette, Alwaqai aliraqia, it 
becomes promulgated as a law.

5 UNCTAD 2007, World Investment Report-Transnational Corporations, Extractive Industries and 
Development. P.139.



What should be highlighted at this juncture is that the detailed formulation of the needed 
strategies, institutions and frameworks are, obviously, beyond the mandate of the ministry of 
oil. These matters are of broader macroeconomic and development policies, which have to be 
taken at the highest level of decision-making in the country. Iraqi decision maker should not 
be reactive or adopt a fire-fighting approach by handling situation when occurs, instead they 
should be proactive, preparatory with high degree of readiness to manage any possible 
situation. The question, though, is whether the political climate and set-ups would be mature 
enough to create enabling environment to formulate, manage and execute such needed 
strategies. Iraq’s cooperating partners could make significant contributions in assisting the 
country to chart through the complexities of these possible scenarios.   
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