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IRAQ INSIGHTS aims to consolidate and build 

intellectual capital on private sector 
development in Iraq. We aim to empower 
stakeholders to address issues of access and 
structural reforms on a diverse range of topics 
impacting inclusive economic development.   
Each month, Iraq Insights will provide its 
readers with views and statistics, informed by 
what our readers want to know.  To give your 
feedback, please write to us at info@ideas-
sYnergy.net  
 
 
Ideas sYnergy creates value by accumulating 
and disseminating knowledge, providing 
strategic support to development initiatives, and 
introducing innovative ideas for scaling-up 
private sector growth in Iraq 
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Lack of jobs hits the 

young and rural 

areas the hardest, 

and with a median 

age of 21, 

approximately 

450,000 youth enter 

the labor force each 

year. 
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Operational Expenditures include salaries, pensions, and the food ration system 

Status of Iraq’s Unemployment and Underemployment: On Overview of the Public and 
Private Sector in Iraq  

Sustained growth will be driven by the private sector. Government can create an enabling environment, 
including by providing a level playing field and a healthy business climate. 

 
Iraq‟s unemployment is one of the highest in the Region, and Government of Iraq is 
attempting to address this exacerbating panacea through its support for the private 
sector. The government recognizes the importance of enhancing regulatory 
frameworks supporting sustainable development of the private sector and its 
workforce as well as increasing regulatory efficiency to create accountability and 
transparency that facilitate job creation.  Donors working in Iraq also recognize 
that the potential contribution of private sector to development far outstrips the 
potential impact of aid.  

 
  2003 2004 2005 2006 2007 2008 2009 2010 2011 

Unemployment 

Brookings Institute  45-55% 28-40% 25-40% 25-40% 25-40% 25-40%    

Iraq Ministry of Planning 23.0%    17.6%    23.0% 

UN Information and Analysis Unit 

(IAU) 
     18.0%    

Central Organization for 

Statistics and Information 

Technology (COSIT) 

28.0% 26.0% 18.0%    15.0%   

 
 

In fact, recent loan condition from IMF requires Iraq to meet tough conditions such as increasing oil prices 
and decreasing domestic spends, as well as restricting the salaries of employees and retired personnel, as a 
condition to lend money for Iraq.  Conditions also include transition of heath and education sectors to the 
private sector.  

 
Proportionate to the size of the country's population, the 
Iraqi government employs the largest number of 
government workers, a total of about four million, making 
the Government of Iraq one of the largest governments in 
the world as a percentage of population.  The number of 
Iraqis employed in the public sector has doubled since 
2005, with the public sector currently providing 43% of 
all jobs and almost 60% of all full-time employment. High 
public sector salaries and benefits are straining the public 
budget, with approximately 60% of 2011‟s $80 billion 
budget earmarked for operational expenditures.  There are 
fears that high operational spending means denying 
investment and development funds.  
 
Kurdistan Regional Government of Iraq provides 
employment to 22% of its 4.5 million resident Kurds, with 
the government encompassing 60% of all full time work in 
Kurdistan. According to KRG‟s strategic plan, failure to 
depend upon local manpower during foreign companies' 
execution of investment projects is one of the development challenges towards a private sector that helps 
address rising unemployment.    
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Respondents include 367 senior executives on their perceptions of 

investment in Iraq, surveyed by Economist Intelligence Unit in 2010 

Saudi Arabia is second only to Iraq for the highest youth unemployment in the Region. Comparatively, 115,000 nationals left 

their private sector positions in 2009 due to 26% drop in average salary offered by the private sector, and due to private sector 

employers’ preference for cheaper foreign labor, hiring nine times more expatriates than Saudi nationals. 

 

The previous Saudization quota system required all sectors to have a blanket nationalization rate of 30 percent, with low 

success. The new system, called Nitaqat and introduced in 2010, is more dynamic, applying 205 categories of quotas that vary 

based on the line of work and size of the company. According to proponents of the new system, this scheme could compel and 

incentivize companies to hire nationals, invest more in training and other human resource development initiatives if they want to 

stay in business.  

 

The private sector in comparison only employs 33% of the workforce, of which two-thirds are contributed 
by the micro, small and medium enterprises.  However, 
MSMEs have not benefited from foreign or local 
investments due to political and economic instability, 
according to United Nations Industrial Development 
Organization that launched a two year investment 
promotion program to boost competitiveness of existing 
enterprises in three governorates: Anbar, Baghdad and 
Erbil in 2010.  
 
In recognizing the private sector as equal partners 
around key development issues, policymakers can 
provide tax incentives or credit guarantees to viable 
labor-intensive MSMEs.  Another option is to introduce 
well-designed youth-oriented training programs and work 
with corporations and industries to assess demand for 
skills and to provide corresponding tailored training 
programs for young people.   
 
To have a lasting effect, however, short-term measures 
have to be combined with a comprehensive job strategy 
that fosters inclusive growth, transforms education systems, and provides adequate social protection to 
workers and job seekers in the private sector.  Above all, GoI needs to rationalize its commercial code by 
creating a conducive and supportive business environment for its entrepreneurs and youth.  

 
Are Iraqis’ Fears of Private Sector Jobs Justified?  

 
The government is keen to support the private sector but the private sector is still far from being an 
attractive employer compared to the public sector. The private sector has very limited capacity to offer 
jobs and doesn't have the ability to offer comparable benefits (pension, government subsidized housing, 
scholarships, continuing education, and stable monthly income) as offered by the government.  Public 
sector jobs are most coveted because of their security, benefits, and high pay. According United Nations 
Office for the Coordination of Humanitarian Affairs‟ 2009 report, on average, a family with one government 
worker has a per capita income 14% higher than a household with one private sector employee.  
 

 
Private employment has declined from 2003 to 2008”. Lack of basic services such as electricity has crippled 
the economy. Manufacturers cannot survive without power; this condemns the non-oil private sector to 
irrelevance. The Iraqi government is barely able to collect taxes and spending is financed almost entirely 
from oil money.  
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Legal Rights Index 

includes protection of 

lender and borrower, 

both of whom are 100% 

domestically owned, 

through collateral laws 

and protection of 

secured creditor rights 

through bankruptcy laws.  

 

Depth of Credit 

Information Index 

includes scope and 

accessibility of credit 

information distributed 

by public registries and 

private credit bureau.  

Iraq’s Investor 

Protection Index 

comparable to UAE and 

Jordan.  

Reading beyond the Rank: Examining the Measurements of World Bank Doing 
Business Report for Iraq 2011 
 

Iraq: World Bank Doing Business Rank
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Starting a Business 2008 2009 2010 2011 

Procedures (number) 11 11 11 11 

Time (days) 77 77 77 77 

Cost (% of income per capita) 93.5 150.7 75.9 107.8 

Paid in minimum capital (% of income per capita) 65.4 59.1 30.3 43.6 

 
Based on the parameters for Starting a Business, aimed at assessing domestic MSME‟s ease of starting a 
business, the number of procedures at 11 is far too many compared to four in Saudi Arabia, six in Iran, both 
of whom have significant national population.  The number of days for starting a business in Iraq is a 
significant deterrent for informal MSMEs to formalize, compared to just five and eight days in Saudi Arabia 
and Iran, respectively.  Challenges such as bureaucracy, centralized operations, undeveloped technology 
infrastructure and efficient implementation of the application process contribute to 77 days required to 
start a business in Iraq.  

 
Ease of Getting Credit 2008 2009 2010 2011 

Strength of Legal Rights Index (1-10) 3 3 3 3 

Depth of Credit Information Index (1-6) 0 0 0 0 

Private Credit Bureau Coverage (% of adults) 0 0 0 0 

Public Registry Coverage (% of adults) 0 0 0 0 

 
 
Despite higher level of credit intermediation by banks and non-banks (14 NGO-MFIs) 
over the years, Iraq‟s score across the Ease of Getting Credit indicators has 
remained static.  Credit to private sector (as a % of GDP) increased from 1.8% to 6% 
in 2009, and private sector as a share of economy grew from 3.4% to 5.3% in 2009.  
However, without a functioning credit registry and the development of a credit 
bureau, Iraq‟s score in this sub-indicator will remain low.   

 
 

Protecting Investor 2008 2009 2010 2011 

Strength of Investor Protection Index (1-10) 4.3 4.3 4.3 4.3 

 
 

Key Assumptions 

 Legal Status: LLC 

 Ownership: 100% 

domestically owned 

 Employees: 10-50 
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Frequently Used Definition for MSMEs in Iraq: 

 

Micro Enterprises 

Loan Size: Up to USD 5,000 

Number of Employees: 1-2  

 

Small Enterprises  

Loan Size: USD 5,001-250,000 

Number of Employees: 3-9   

 

Medium Enterprises  

Loan Size: Over USD 250,000 

Number of Employees: 10-29 

 

Note: Loan size and number of employees are 

mutually exclusive. Micro, Small and Medium 

Enterprises in terms of number of employees are 

based on guidelines provided by Iraqi Government’s 

Central Organization for Statistics and Information 

Technology (COSIT).  

According to the Economist Intelligence Unit report “Iraq Through Investors Eyes Perspectives on risks and 
rewards 2010”, one of the 367 senior executives interviewed, Mr. Sami Shubber, a legal expert at the 
Hammurabi office in Baghdad, supports the view that the existing legal frameworks provide sufficient 
protection for foreign business interests, and that „‟the law of investment that was passed in 2006 
stipulates that there can be no expropriation or nationalization of assets, and that companies can 
repatriate capital and equipment at will‟‟. In late 2010, Iraq inaugurated a new court to exclusively resolve 
disputes between foreign investors and Iraqi companies, whether they be the government or private-sector 
firms.  

 
 
Micro, Small and Medium Enterprises – Hurdles to their potential to lead private 
sector development and employment generation  

 
Iraq, transitioning from a centralized and post-conflict to a market-based economy, is charting a course for 
a diversified economy towards an inclusive and robust private sector supporting long-term economic growth 
and employment generation.  MSMEs, over a million and mostly operating informally, contribute almost 
two-thirds of private sector employment, for the growing youth population and Iraq‟s low-income 
households constituting 23% of Iraq‟s 30 million.  However, entrepreneurs face difficulties in securing 
finance and market-linkages, with over 80% closing within five years of operations, and the remaining 
unable to scale-up.   

 
Enterprises need long-term financing. MSMEs, specifically 
those that are capital intensive and predict breakeven 
after 2-3 years, need access to longer-term financing, not 
the typical one-year loan period. Enterprises face 
challenges in meeting the current types of collateral 
required by banks.  The financing sector in Iraq depends on 
its traditional requirement of securing debt against assets.  
Moreover, banks reject many requests for financing of 
viable projects. They resort to credit rationing – allocating 
credit based on quantitative criteria – rather than credit 
risk analysis.  
 
On the other hand, microfinance institutions continue to 
provide respite with non-tangible collateral requirements 
such as guarantee letter and good reputation, however 
their scale and scope is limited due to regulatory and 
„access to on-lending funding‟ constrains, as well as limit 
on loan size.  Enterprises need management, operational 
and networking support, as well as linkages to new types 
of technology and markets.  International experiences demonstrate that entrepreneurial initiative in 
underdeveloped areas can not only create commercial returns for investors but also bring about significant 
development in these areas. 
 

 
Ideas sYnergy’s Initiative:  
In order to nature and support entrepreneurship in Iraq, Ideas sYnergy and its partner Development Iraq 
aims to establish an Islamic Finance Musharaka Venture Capital Fund. The Fund seeks to demonstrate 
venture capital investments in Iraq that are Shari‟a compliant, and generate social and commercial 
returns: 
 Identify entrepreneurial initiatives targeting low-income and disadvantaged socio-economic groups in 

rural and urban Iraq.  
 Educate entrepreneurs about venture capital and provide initial risk capital.  
 Unleash entrepreneurial energy focused on bottom quartile to create sustainable and scalable 

businesses by providing support in operations, strategy and networking.  
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Iraq MSME Musharaka Fund aims to focus on entrepreneurs in urban and rural Iraq, and deploy investments 
in enterprises which procure, serve or sell products/services, and create employment. The Fund aims to 
mobilize Limited Partners (investors) to provide patient investment that could create near-commercial 
returns over a longer period of time with strong development outcomes.  
 
The Fund Advisors will develop and on-ground team to identify entrepreneurs serving these markets.  The 
Fund Advisors aim to back these enterprises with capital, intensive engagement and networking support.    

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
 

Notable Ongoing MSME initiatives in Iraq 

 

i. Iraqi Middle Market Development Foundation  

The Iraq Middle Market Development Foundation (IMMDF) is a NGO with a mission to support the economic 

development of Iraq and assist in the creation of jobs for Iraqis by making loans to Iraqi small and medium size businesses 

and financial institutions. A typical IMMDF client is a business or business owner with at least 10 years of experience in 

their industry. Because much of IMMDF’s lending is focused on the manufacturing sector, it is also helpful if the potential 

borrower plans to produce a product that can be measured in units sold.  Loan size ranges from US$ 35,000 to US$ 5 

million.   

 

ii. Microfinance Institutions in Iraq  

There are 12 microfinance institutions (MFIs) in Iraq operating across all 18 governorates with an outstanding portfolio of 

75,000 clients and US$ 105 million as of March 2011.  The Iraqi microfinance industry commenced operations since 2003 

and has grown to over 100 branches and a variety of loan products serving the diverse needs of small businesses, including 

Islamic microfinance Al-Murabaha in the West and North, and Al-Jouala in the South.  All institutions are registered with 

the Iraqi Government NGO Directorate, with the Iraq Microfinance Network (IMN) serving as the sector spokesperson 

with the NGO Directorate, and with the Central Bank for transformation of NGO-MFIs to NBFIs.  Loan size by MFIs 

ranges from US$ 500 to US$ 25,000, with 80% of portfolio with an average loan size of US$ 1,500.    

 

iii. Iraqi Company for SME Financing & Bank Guarantee  

Iraqi Companies for SME Financing and Bank Guarantee are both registered as Non Bank Financial Institutions (NBFIs) with the Central 

Bank of Iraq, and represent an innovative model striving to create conducive financing environment for SMEs.  While IFC-SME provides 

direct on-lending capital to member banks’ SME Lending Units, IGBG provides guarantee on SME loans up to 50% of loan.  The scale 

and scope of both NBFIs have been limited due to a) lack of access to on-lending capital, b) limited mandate and partnership with non-

bank intermediaries due to 100% ownership of the two entities by banks, c) operational capacity of Iraqi banks’ SME Lending Units.  

Loan size by SME Lending Units ranges from US$ 5,000 to US$ 250,000.  Currently, ICF-SME has intermediated US$ 15 million to 1,500 

SMEs, and ICBG has committed US$ 6.5 million in guarantees.   
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Ideas sYnergy, established in February 2011, is the first local Iraqi company with foreign-local ownership.  In June, we 

completed a credit assessment market survey for USAID Iraq Financial Development Project, and are in midst of a 

market research studying the FMCG supply chain in Iraq.  

 

Our services reinforce each other and strengthen our understanding of business solutions for private sector 

development in Iraq.  

Financial & Business Advisory  

 

For Companies: Streamline operating processes in Iraq, 

improve local management, and increase overall 

performance across diverse metrics. 

 
C apital

P ro fit

So cial, E n viro n m en tal &  O ther Specified  

R etu rn s

Investors E nterprises

 
 Our Iraq-wide network and large team facilitate a 

greater investment scope   

 We bring a unique combination of financial 

acumen and operational experience to bear 

 We maintain a persistent focus on an 

investment’s potential across a range of criteria: 

financial, social, environmental and otherwise 

 

Knowledge Advisory 

 

Shaping private sector development through leading 

publications, customized market research and the 

conceptualization of workshops/events for promoting 

dialogue.  

 

For the Industry: Policy , D ono rs

For E nterp rises &  Investors

For In dividuals

 
 

 Our research and writing is infused with our 

extensive experience as entrepreneurs and 

professionals 

 We are able to provide insights across sectors and 

geographies by leveraging our networks and 

multi-national team 

 Our knowledge output is focused on the ways in 

which users can build upon our information to 

forge connections and shape outcomes 

 

Flagship Project: MSME Musharaka Venture 

Fund 

 

Pioneering Venture Capital Islamic Finance Musharaka 

Fund for Iraq’s Social Enterprises.  
 

The Fund seeks to demonstrate venture capital 

investments in Iraq that are Shari’a compliant, and 

generate social and commercial returns: 

 

 Identify entrepreneurial initiatives targeting low-

income and disadvantaged socio-economic groups 

in rural and urban Iraq.  

 Educate entrepreneurs about venture capital  

 Provide initial risk capital.  

 Unleash entrepreneurial energy focused on 

bottom quartile to create sustainable and scalable 

businesses by providing support in operations, 

strategy and networking.  

 

 

Flagship Project: Career Days  

 

Approximately 28% of Iraq’s youth are unemployed, 

with most of the 450,000 new entrants into the labor 

force unable to secure jobs.  On the other hand, 

companies coming to Iraq face the challenge of finding 

ambitious and promising students for their offices in 

Iraq.  

 

 

 Connecting young graduates and Iraqi 

professionals to the private sector in order to 

enable young people to discover and develop their 

potential, and to provide leadership for a positive 

impact on society. 

 Career Advisors work closely together with 

students in preparing them to potential 

employers. Workshops include resume building, 

interviewing etiquette, and mock-interview training.  
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