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Background note:  

This is part two of a research work commissioned by the Natural Resource Governance 

Institute-NRGI (USA) as part of the preparation for NRGI’s strategic plan for interlinked and 

complementary interventions in Iraq during the upcoming three years.1  

The Executive Summary of the study was posted on this IBN website and accessible through 

the following link: 

http://www.iraq-businessnews.com/2015/05/26/expert-blog-iraqi-extractive-industry/ and Part 

One was posted on the same IBN website and accessible through the following link: 

http://www.iraq-businessnews.com/2015/06/09/framework-governing-extractive-industries-in-iraq/  

The remaining two parts will be posted on this website at two weeks interval each.     

------------------------------------------------------------------ 

Part Two 

Oil Export Revenue Distribution Issues  

The purpose of this part is to address the following three questions:  

1- Does the government invest revenues to achieve optimal and equitable outcomes, 

for current and future generations?  

2- Does government invest savings in assets to earn the highest expected social returns 

over the long-term, and to avoid domestic inflation? 

3- Does government balance local and regional demands for revenue distribution with 

the needs of the entire country?  

 

The above three broad questions are related to NRC2 Precept 7, which addresses specifically 

what the government has done (and should do) with revenues generated from extractive 

natural resources in terms of allocation, distribution and saving. In making these choices, 

NRC suggests that government should consider two overriding objectives: promotion of 

equity, both between generations, and across society; and efficient use of revenues to 

maximize welfare.  

 

These questions are among many other major questions of sustainable development and 

policies. For Iraq, the Constitution and other laws provide fundamental legal premises while 

                                                 
1 Disclaimer: This part of the study is intended solely for the use and information of the client-NRGI; is for 

public education and knowledge and thus it is not intended to be and should not be construed as legal, economic 

and political recommendations or advice. NRGI holds no responsibility or liability for the contents of this study 

and any errors are, however, my responsibility. 
2 For more on NRC Precepts see, Natural Resource Governance Institute, Natural Resource Charter- Second 

Edition 

mailto:mou-jiya@online.no
http://www.iraq-businessnews.com/2015/05/26/expert-blog-iraqi-extractive-industry/
http://www.iraq-businessnews.com/2015/06/09/framework-governing-extractive-industries-in-iraq/
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development plans and annual state budgets manifest the policy implications for sustainable 

development. 

As mentioned in Part one of this research the Constitution indicates to two core principles of 

direct relevance and implications in this juncture: “collective ownership” and “highest 

interest”.  

Collective ownership principle was referred to in Article111, which states “Oil and gas are 

owned by all the people of Iraq in all the regions and governorates.” In addition to being very 

clear, this article has to be linked with Article 5, which asserts, “People are the source of 

authority and legitimacy”. The implications of these two constitutional articles are:  

I- Indivisibility of ownership of oil and gas. This means no group of Iraqis in 

any region or governorate has the right to act on behalf of all the rightful 

owners of these resources, or claim exclusivity of ownership of naturally  

localized resources;  

II- The only entity that has the legal and constitutional mandate to act on 

behalf of the people of Iraq is their representatives in the parliament. Thus 

the Parliament is the lawful representative of the rightful owners. Article 

49 of the constitution asserts that “The Council of Representatives,.., 

representing the entire Iraqi people. The representation of all components 

of the people shall be upheld in it.” Hence only the federal parliament is 

constitutionally representing the Iraqi people. No other regional parliament 

or provincial authority is empowered to act or claim to represent the Iraqi 

people. Accordingly, any action taken by other than the federal parliament 

regarding petroleum resources is and should be deemed unconstitutional.  

III- The term “all the people of Iraq” is and should be interpreted in an inter-

generations aspect incorporating both current and future Iraqis. Hence, 

ownership is and becomes essential component of sustainable 

development, which in essence is inter-generations’ welfare issue in the 

management of natural resources.  Articles 80, 112 and 114 of the 

Constitution emphasis the significance of development in the country and 

the welfare of its citizens.  

 

The “highest benefits/ interests” principle is enshrined in Articles 50 and 112 of the 

Constitution. Article 50 entrusts and indeed obligates the federal parliament to be the guardian 

to, “safeguard the interests of its [Iraq] people” and “ensure the safety of its.. wealth 

[primarily oil and gas ].”   Also Article 112 makes it mandatory for the federal government 

(executive branches at all levels) to “formulate [collectively] the necessary strategic policies 

to develop the oil and gas wealth in a way that achieves the highest benefit to the Iraqi 

people”  

Considering the depleting nature of hydrocarbons, their critical role in the economy and the 

interest of current and future generations of Iraqis, the “highest benefits /interests” of all Iraqi 

people can only be guaranteed and protected through sound, efficient and cost effective 

sustainable development by transforming those depleting resources into productive physical 

and human assets.  
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Obviously the “highest benefits/ interests” are, and should be understood as a multi-

dimensional optimization responsibility on three levels: national/macro (federal) level; oil 

sector level; and micro (field/project) level; these three optimizations are mutually inclusive, 

enforcing and inseparable.   

The macro/ federal level aims at achieving progressive levels of sustainable development in 

both physical, human and institutional assets taking seriously into considerations the 

limitations and consequences of the “Absorptive Capacity”, the “Dutch Disease” and 

“Resource Curse” discourses that are usually associated with the economic rent of oil. Basic 

questions in this regard are about petroleum production capacity, reserves depletion and 

augmentation; oil prices and export revenues. There are three possible options that should be 

under consideration: -  

Option 1:“keep oil in the ground” with only rehabilitating production capacity to its highest 

historical pre-2003 levels. The rationale is that the current political and security situation in 

the country does not permit embarking on fast track development and thus with the high of oil 

prices (from 2010 to mid-2014) the restored production capacity would be sufficient to 

generate needed revenues. In the mean time keeping oil in the ground is much safer and their 

value, in terms of prices, would appreciate much higher than depositing their revenues in the 

capital market. Furthermore, this option is justified by the corruption that plagued the country- 

a serious manifestation of “resource curse”.  

Option 2: Gradual development of production capacity to certain level much higher than 

historical level to go in line with sustainable development financial requirements and actual 

accomplishments. 

Option 3: maximize production and export capacity as soon as possible commensurate with 

the vastness of the petroleum reserves in the country, moving towards a “swing producer” 

status. Using export revenues to finance development efforts and depositing the residual in 

global capital market and/or through creating a “sovereign fund” is integral part of this option.  

As mentioned in part one of this study, Iraq has opted for big-bush strategy in upstream 

petroleum development.  

 

On the sectoral level, optimization would mean assessment, evaluation, prioritization and 

selection of those fields that are economically most feasible for development to attain stated 

production levels on the macro level discussed above.  

 

Finally, on the micro/ field level optimization is about selecting the best alternative to develop 

the stated filed. These include technical, financial as well as contractual considerations such 

as development by national effort or through partnership with foreign investors, and if it is 

through partnership then what type of partnership, terms and conditions, etc.  

 

In addition to the constitutional provisions referred to above, Law 84 of 1985 for Preservation 

and Protection of Hydrocarbon Endowment provides thorough, well thought and elaborated 

provisions, and have been the guiding legal instrument for the development of the petroleum 

sector, specifically upstream and midstream sub-sectors. The Law calls for “Utilization of 

Hydrocarbon Endowment through sound scientific principles technically and economically” 
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based on “approved technical and economic reports”, “priority and sequencing”  and 

according to “annual” and “five-year” plans.  

 

In practice prudent petroleum resource management should be formulated on three 

fundamental pillars: 

1- Enhancement and augmentation of proven oil and gas reserves; 

2- Sound production policy based on economically and technically optimal depletion rate 

on one side and sustainable development requirements on the other; 

3- Effective equitable and efficient resource-revenue management. 

 

Based on the above, the remaining space of this part will attempt to answer the above posed 

three questions, using official data and information and following the NRC scoring formula. 

NRC suggests that for questions in precepts directly concerning economic decisions and 

actions (e.g., Precepts 7) scoring should be based on three elements:  

1) whether government has made a good decision,  

2) whether agencies have fully implemented this decision, and  

3) whether there is strong governance (defined as established rules and sufficient 

accountability (transparency, oversight and enforcement) to ensure government and 

related agencies undertake and implement good decisions in the future.  

 

Scores, according to NRC framework, should be based on the following criteria: 

 

GREEN 
Government has made a good economic decision AND implemented the 

decision AND governance is strong.   

ORANGE 
Government has either made a good economic decision OR implemented 

the decision OR governance is strong. BUT not all three. 

RED 
Government has made a poor economic decision AND implemented the 

decision badly OR there is weak governance. 

 

But by their very nature the posed questions are of a composite or generic character 

comprising more than one issue and their proper answer entails addressing these issues or 

posing further secondary questions. Moreover, there is strong apparent overlapping of and 

interconnections among the 12 NRC precepts making strict and definitive analytical 

demarcation between the precepts rather uneasy. Finally, there is a time-factor that has real 

significant implication: answering specific question with regard to an annual state budget 

could be different when addressing the same question with regard to national development 

plan of multi-year duration.  

Therefore, in addition to the NRC traffic-light criteria outline above this study will use the 

following rating formula:   

YES: when available information permits full positive answer; 

NO:  when available information permits full negative answer;   

YES/NO: when available information permits partial positive and partial negative answer, 

regardless the degree of such partiality;  
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NP: when available information does not permit answer, thus it is Not Possible to answer.  

 

For each question there will be a score using NRC traffic-light criteria and YES/NO/NP 

outline above followed by an explanatory analytical brief but sufficient answer. 

 

The first question is: 

Does the government invest revenues to achieve optimal and equitable outcomes, for 

current and future generations? 

 

 

          

 

 

For decades Iraq uses “National Development Plans-NDPs” mostly with multi-year durations 

(4 to5 years) and Annual Investment Programs-AIPs based on Annual State Budgets-ASBs. 

All these instruments (e.g., NDPs, AIPs and ASBs) relied heavily on revenues generated from 

the extractive upstream petroleum (primarily crude oil export revenues based on assumed 

export levels and oil prices), and both earmark certain proportion of these revenues for 

investment purposes. 

Investment allocations is, theoretically, intend to insure the welfare of “future” generations 

though any such investment does contribute to the welfare of the “current” generation since 

the demarcation is an abstract considering the fact that inter-generations is in reality dynamic 

and continuous without a cut-off threshold. Nevertheless, allocating “all” revenues for current 

expenditures/ consumption comprise fully the interests and welfare of future generations.   

From the “quantitative” perspectives the allocation of revenues between investment and 

current expenditures provides a de-jure indicator for generations’ share in the generated 

revenues. And such investment allocation does indicates to government decisions and practice 

in investing some of the resource revenues for future generations’ welfare; allowing partial 

YES answer.   

 

But on the “qualitative” perspectives the issues of “achieving optimal and equitable 

outcomes” are much more complex requiring rigorous research and good time-series of 

elaborated data and statistics. Available information from and studies done by the Iraqi 

concerned institutions and entities, especially Ministries of Planning and Finance are almost 

non-existed. Hence, the NO answer is justified. The following narratives elaborate further on 

the given scoring.   

   

The latest NDPs are NDP 2010-20143 and NDP 2013-2017.4 NDPs are usually and 

theoretically bottom-up in preparations, suggestion and selection when it comes to investment 

                                                 
3 Ministry of Planning-MoP, National Development Plan 2010-2014, Baghdad, 2010.  MoP proposed to the 

Council of Ministers (CoM) the idea of preparing a mid-term (five-year) development program. CoM approved 

the idea in 2008 allowing MoP to prepare this plan. 

YES/ 

NO 
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projects, their cost and timeframe; and top-down when it comes to finalization, authorization 

and allocation of funding.  

Generally, during the second half of last century NDPs used to be enacted by law and thus 

have stronger legal base and authority while post 2003 period they fall within the powers of 

the CoM, according to the constitutional articles 80 and 115, but without ratification by the 

Parliament, and thus they do not enjoy the strength and status of a law.  

   

NDP 2010-2014 asserts that it is a mid-term plan that was born out of the failures and 

problems faced in preparing annual investment programs, in particular the difficulties of 

instituting a comprehensive mid- and long-term vision that defined project priorities and their 

elements based on an annual development approach.  

The plan was based on increasing oil export from 2.150 million barrels per day (mbd) in its 

first year (2010) to 3.100 mbd in its last year (2014);  and on price of $60 a barrel and $63/b 

for 2010 and 2011 respectively and $68/b for the remaining years of 2012 to 2014.  Oil export 

revenues assumed to fund more than 92% of the plan requirement, and the plan earmarked 

between 21.7% and 24.9% of total plan revenues for investment, depending on the two 

adopted scenarios.  

 

But that plan did not last long and was replaced (or complemented) by the current NDP 2013-

2017, the preparation for which began in May 2012 and was officially launched on 16 

September 2013. 

This plan adopts higher oil export targets increasing from 2.9mbd in 2013 to 6.0mbd in 2017, 

assumes $85/b and, thus, increases dependency on oil export revenues from 93.5% to 95.7% 

between the first and last year of the plan. State investment constitutes 39% of total plan 

revenues. 

   

Comparing both NDPs with what took place during the years 2010 to June 2015 they were 

off-target on both export volumes (a negative divergence until March 2015) and oil prices (a 

positive deviation until October 2014) 

 

Resource-revenue allocation between investment and current expenditures is more factual and 

real through annual state budgets than through NDPs. 

The process for annual state budget-ASB preparation is more meticulous, highly politicized 

and involves federal, regional and provincial levels of government. Moreover, ASB which is 

prepared by the Ministry of Finance in collaboration with the Ministry of Planning and 

endorsed by the Cabinet has to be approved by the Parliament, agreed by the President of the 

Republic and published on the Official Gazette and then enacted as law.    

The following chart exhibits these allocations during 2007 to 2015 period.  Throughout the 

entire period investment allocation has been much lower than current consumption giving the 

                                                                                                                                                         
4 Ministry of Planning, National Development Plan 2013-2017 Executive Summary, Baghdad, January 2013, 

Arabic edition. UNDP and the U.S. Embassy in Baghdad, through the U.S. Agency for International 

Development (USAID), supported the MoP in the preparation of this plan through its Tarabot Administrative 

Reform Project-TARP. http://www.iraq-businessnews.com/2013/09/18/new-357bn-national-development-plan/  

accessed 19 September 2013 

http://www.iraq-businessnews.com/2013/09/18/new-357bn-national-development-plan/
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impression of less equitable allocation of resource revenues between current and future 

generations. Moreover, the share of investment allocation was fluctuating though the general 

trend is upward.    

 

Chart 2 

Investment Allocation & Current Expenditures (TIDs) and Share of Investment in Total 

Expenditures (%): 2007-2015 

 
Notes & Source for Chart 2: InvAloc: investment allocation in Trillion Iraqi Dinars-TIDs (left hand-side); 

CurExp: Current/consumption expenditure trillion IDs (left hand-side);Inv/TolExp: percentage of investment 

allocation to total expenditures (right hand-side). Source: compiled by the author AMJ/IDC&R from various 

state budget laws. 

 

What should be emphasized at this juncture that investment allocation is one thing; the quality 

of execution and the efficiency of implementation is totally another and could be very 

different. But this is an issue to be addressed in other parts of the study. Moreover, current 

expenditures of the state budget cover items of significant magnitude such as war reparation, 

external debts and, more recently since June 2014, escalating cost for security and defense 

sector, all of which have serious ramifications on resource-revenue allocation.  

 

 

The second question is: 

Does government invest savings in assets to earn the highest expected social returns over 

the long-term, and to avoid domestic inflation? 
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As the above question implies saving is one of the fiscal policy tools to avoid or control 

inflation and also it is an economic policy channel for investing in assets that could generate 

highest social returns. And when it comes to controlling inflation another tool but within the 

monetary policy could be used for this purpose through the Central Bank –CBI’ exchange rate 

mechanism to stabilize the Iraqi Dinar and thus control/ a void inflation.  

 

Annual state budgets manifest the fiscal policy for the government and the components of the 

budget could provide indications on whether “savings” have been used for either purpose: 

investment and or control inflation. 

To investigate this issue we need to address the following three relevant questions:  

First; whether there is a “mandatory” or “explicit” fiscal rule that compels the government to 

“save” part of the resource revenues for the two specified purposes; the legal nature of 

such “fiscal rule” and weather it is publically known and officially disclosed so that 

government could be held accountable- transparency and accountability; 

Second; is there a “voluntary” commitment by the government to do the above; 

Three; whether there was enough financial surpluses from the boom times that has been or 

could have been saved.  

 

State budget laws for the last few years contain neither mandatory nor voluntary implicit or 

explicit fiscal rule requiring savings for investment and or for control inflation purposes. But 

there was some financial surplus as discussed next. 

 

All state budgets for 2009 to 2015 that are covered by this study were prepared with specific 

fiscal planned deficit (PD), and oil export are usually their main source of revenues. As from 

2011 onwards, each annual state budget law specifies the magnitude of oil export revenues 

based on two parameters: oil export volume expressed in million barrels per day (mbd) and oil 

prices per barrel.  

The percentage of planned deficit to total budget expenditures tends to be high during low oil 

price (bust) period and the opposite during high oil price (boom) period. This indicates that in 

preparation and planning of the state budgets there is a pro-cyclicality of boom and bust on 

the revenue side of state budget, because the expenditure side kept increasing from ca. $59 

billion in 2009 to $119 billion in 2013 (and 2014 by default) before falling down to $103 

billion in 2015.5 

 

In reality the situation is rather different: there was either much lower actual fiscal deficit 

compared with the planned in the budget or even actual surplus over and above the planned 

deficit.  

The following Chart 3 exhibits the annual values (in $billions) of the planned deficit (PD) and 

actual deficit or surplus (Act D:S).  

Comparing actual export revenues with planned expenditures of the annual budgets for the 

period 2009 to 2014 there was an overall actual deficit of around $8.8 billion. But on the 

                                                 
5 .  State budget law for 2014 has not been approved yet due to political stalemate. In such a situation the 

previous budget 2013 becomes the ceiling for the expenditure on 1/12 monthly bases. Hence, this study assumes 

the budgetary parameters for 2013 valid also for 2014 
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annual levels there was actual surplus of ca. $13.6 and $6.3 in 2011 and 2012 respectively. 

For the years 2009 and 2010 the actual deficit was very slight indeed: $1.8 billion and $0.7 

billion. The actual deficit grew much higher for 2013 and 2014: $8.2 billion and $18.1 for 

2013 and 2014 respectively.  

 

  

Chart 3 

Planned Deficit (PD) and Actual Deficit or Surplus (Act D:S)  

In $ billion for 2009-2014 

 

 
Notes and Source for Chart 3: Original data for planned deficit were from the related annual state budget laws in 

IDs converted to $ using official exchange rate prevailed in each particular year; while data for actual export 

revenues were from the monthly data posted on the MoO website. All such data were compiled by this author/ 

consultant AMJ/ IDC&R.    

 

As mentioned earlier state budget estimations have been off-target on both parameters for oil 

export revenues: the estimation of oil export quantities has been all the way much higher than 

what actually exported, while the assumed oil prices have been much lower than what was 

actually realized.   

Leaving the escalated expenditures aside, which in the views of this author is politically 

premised rather than economically sound, the above divergence between budgeted and actual 

deficit could reflect weak institutional and governance capabilities in budgetary and resource-

revenue management.  

Moreover, the actual surplus occurred in 2011 and 2012 has been actually exhausted during 

the following two years not invested.  

 

Based on the above we are in a position to answer NO to the first part of the above main 

question: Does government invest savings in assets to earn the highest expected social returns 

over the long-term? 
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The second part of the question on whether government invests savings to avoid domestic 

inflation is addressed briefly now.  

As mentioned earlier domestic inflation can be controlled through a fiscal policy instrument 

(such as saving mechanism) and or through a monetary policy instrument (such as exchange 

rate mechanism). 

Domestic inflation during the covered period by this study has been kept under control 

primarily through CBI’ exchange rate management. US Dollar vs. Iraqi Dinar exchange 

auction rates averages at 1193 in 2008; at 1170 for the years 2009 to 2011 and at 1166 for 

2012 and 2013. However, the market rates are higher slightly reflecting buying-selling 

margins.  

The above stabilization of the ID against the US dollar had contributed to reduce inflation. 

Annual inflation rates passed 30% in 2007, but it decreased to 2.4% in 2010, only to rise 

again in 2011 and 2012 to 5% and 6% respectively.6  According to the IMF, consumer price 

inflation rate has continued its low level to 1.9 and 2.3 during 2013 and 2014 respectively but 

projected to increase to 3.0 in 2015 and 2016.7  

 

Therefore, the answer to the second part of the above questions is rather problematic. It 

should be YES because inflation has been kept under control and projected to remain so.8 The 

answer could be NO as well since avoiding inflation was not an outcome of deliberate 

investment/saving policy. Hence, the overall answer is partially yes and partially no. 

 

Now we turn to address the third main question. 

 

Does government balance local and regional demands for revenue distribution with the 

needs of the entire country? 

 

       

 

 

 

                                                 
6 Information provided by the CBI. See NIC, Investment Map for Iraq 2014 
7 Data from the IMF, Regional Economic Outlook Update- Middle East and Central Asia, 

January 2015; Statistical Appendix ‘Data annexJan2015.pdf’ 
8 A new policy to collect 8% customs duty and other taxes on imports through banks, when changing dinars into 

dollars, instead of collecting them at customs post at border crossing had led to the depreciation of the dinar 

against the dollar that could generate inflation. This had prompted the Cabinet and the CBI to abandon, on 17 

June 2015, the collection of these taxes through banking operations and the assertion by the CBI Governor that 

inflation in the country have been kept under 2%. This case indicates the lack of coordination between fiscal and 

monetary policies For further information on this issue see: 

http://almasalah.com/ar/news/55116/%D8%A7%D9%84%D8%B9%D9%84%D8%A7%D9%82-

%D8%A7%D9%84%D8%AA%D8%AF%D8%AE%D9%84-%D9%81%D9%8A-

%D9%82%D8%B1%D8%A7%D8%B1%D8%A7%D8%AA-%D8%A7%D9%84%D8%A8%D9%86%D9%83-

%D8%A7%D9%84%D9%85%D8%B1%D9%83 accessed 20 June 2015; and 

http://www.iraqoilreport.com/news/currency-volatility-reflects-iraq-economic-woes-

14730/?utm_source=IOR+Email+Update+Subscribers&utm_campaign=bbcbf77254-

Email_Update&utm_medium=email&utm_term=0_f9870911e6-bbcbf77254-162279986 accessed 19 June 2015 

YES/

NO 
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This is one of the critical issues in post 2003 Iraq that has legal premises, that involves many 

entities and keeps re-occurring annually.  

Resource revenue distribution is fundamentally premised on the constitutional principle of the 

“collective ownership” of hydrocarbon resources discussed earlier. Collective ownership 

creates an entitlement and claim to all Iraqi people in the revenues generated by the natural 

resources they own. In addition to Article 110 referred to above, there are other provisions of 

pertinence to aspects of revenue distribution.  

On the institutional side and guiding principles, Article 106 of the Constitution mandates the 

establishment by law of a “public commission” to  “verify the ideal use and division of the 

federal financial resources”, to “guarantee transparency and justice in appropriating funds to 

the governments of the regions and governorates,.., in accordance with the established 

percentages”, and even to “verify the fair distribution of grants, aid, and international loans 

pursuant to the entitlement of the regions and governorates that are not organized in a region.” 

Also Article 112 asserts that revenues from “present fields to be distributed,   “in a fair 

manner in proportion to the population distribution in all parts of the country, specifying an 

allotment for a specified period for the damaged regions which were unjustly deprived of 

them by the former regime, and the regions that were damaged afterwards in a way that 

ensures balanced development in different areas of the country, and this shall be regulated by 

a law.” The same article calls also to “formulate the necessary strategic policies to develop the 

oil and gas wealth in a way that achieves the highest benefit to the Iraqi people..”  

Finally, according to Article 121, “Regions and governorates shall be allocated an equitable 

share of the national revenues sufficient to discharge their responsibilities and duties, but 

having regard to their resources, needs, and the percentage of their population.”  

 

Three laws are very relevant to attain the above stated constitutional provisions.   

The establishment of “public commission” (Article 106) has, as mentioned in Part one, fallen 

victims of political stalemate and lack of cooperation between the executive and legislative 

authorities within the federal government. The government approved in September 2011a 

draft law for the “Public Commission to Audit and Appropriate Federal Revenues”, and 

referred it to Parliament but so far that draft law has not been dealt with in the Parliament.  

 

Provincial Law 21 of 2008 (Article 7) empowers the Province Councils to enacts local 

legislations, ordinance, directives needed to organize the administrative and fiscal affairs 

provided this does not violate the Constitution and federal laws. 

As mentioned earlier the Parliament voted on 23 June 2013 a second amendment introducing 

very serious provisions some of which have financial implications such as the known 

petrodollars.9  

                                                 
9 The Petrodollar allocation was introduced in 2010 budget law but no specific amount was allocated to it 

(Article 43) to provide additional dollar to producing provinces for each barrel of oil produced, for each barrel 

refined and for each 150 cubic meters of processed natural gas. This allocation initially was earmarked solely for 

one-time, strategic investment project payments but, after complaints from provinces that they needed funds to 

provide other basic services. The Petrodollar allocations are considered as part of the investment expenditures. 
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According to the amendment the producing governorates will be allocated $5 for each 

produced barrel of oil, for each refined barrel and for each 150 cubic meters of processed 

natural gas.    

The amendment to the said law has not been enforced because the former government filed 

legal protest before the Federal Supreme Court to block the amendment promulgation process. 

But again politics played its role when the current new Prime Minister, Dr. Haider Al-Ebadi, 

ordered to "take the necessary measures" to end the appeal submitted by the former PM and 

"to re-examine" the amendments. Accordingly, the Council of Ministers -CoM decided on 3 

Feb 2015 forming a special committee chaired by the PM, or whom he delegates, to prepare a 

“draft amendment to Law 21” and requests the provinces to refrain from taking any action 

until the new amendments enter-into-force.  

 

Leaving other critical amendments aside, allocating the “5-15 petrodollars” through legal 

instrument reflects a mindset of forever high oil prices, because such allocation becomes 

unattainable when oil prices are low and in prolonged period. Allocation such as this would 

prompt provinces to acquire local refining and gas processing facilities thus compromising the 

“locational and economies of scale” advantages and economic feasibility principles. Also, this 

way of legalization would eradicate the flexibility of using the petrodollars allocation as 

policy tool within another but more relevant legal instrument- the state budget law. Finally, 

there is the problem of provincial absorptive capacity and efficiency of resource allocation, as 

shall be discussed further later.   

 

Annual state budget law- ASBL is the only instrument that combines and reflects the legal, 

policy and operational aspects of revenue distribution on the macro (federal/national) and sub-

national (regional/provincial) levels.  

In addition to the federal and strategic (defined to benefits more than one province) 

investment allocation, the annual state budget specifies two allocations: Regions Development 

Program and the Petrodollar allocation, both of direct relevance to provincial and regional that 

are incorporated in the investment allocation in the ASBL: 

- Regions Development Program. The earmarked funding is distributed among all 18 

provinces (including KRG) according to their population. As a successor to the 

Reconstruction Acceleration Program, the RDP started with US$ 1 billion in 2006. 

The RDP allocation had been confined to population factor only without giving due 

regards to regional disparities in needs or development requirements. And since 

there was no population census in the country, the population distribution among 

different provinces remains, proportionally, the same since the adoption of the 

RDP, leaving any regional disparities almost unchanged.  

In 2015 ASBL allocated ca. $3 billion for RDP, and ASBL specifies the procedural 

matters pertaining the utilization of such funds in Article 2:first:d; 

- Petrodollar allocation. ASBL allocate $2 to provinces for each barrel of oil 

produced, for each barrel refined and for each 150 cubic meters of natural gas 

produced. The earmarked funding is distributed among 13 producing provinces 

(excluding KRG; and non-producing governorates Diyala & Karballa ) according 

to their production of crude oil, refining and gas processing. Total allocated fund is 
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ca. $3 billion paid in two equal parts; the second one is conditional upon 

improvement in oil prices and oil export revenues. Also the Law specifies, in 

Article 2:first:h, the procedural matters pertaining the utilization of such funds and 

how to deal with the remaining $3; 

- Petrodollars allocation and payment within KR producing provinces are covered 

by the KRG 17% share in the budget (Articles 10 and 52).   

Kurdistan Region (KR) is the only entity that has a politically-based 17% of the national 

budget.10  Article 10 asserts that the KR 17% is of the total actual expenditures (Current 

expenditures and Investment projects expenditures) after deducting the Sovereign and 

Governing Expenditures.   

 

The National Development Plan 2010-2014 provides annual and aggregate “planned” 

allocations for the Regions Development Program-RDP during plan period covering 15 

provinces only, since the share of the 3 provinces of Kurdistan Region are treated separately. 

According to NDP, allocation for the RDP was 2.5 trillion Iraqi Dinars-tIDs in 2010 and 

3.031 tiDs for each of the reaming plan years.  

 

Total RDP allocation under NDP 2010-2014 was 14.625 tIDs, representing about 12.5% of 

total investment under the plan.11 But the actual implementation was rather disappointing and 

declining: the overall implementation rate was 92 % in 2009, went down to 67% in 2010 and 

down further to 56.6% in 2011. Moreover, there is a variation in the utilization of RDP funds 

among the province reflecting, as NDP 2013-2017 assesses, low local execution capacities 

and also to security conditions.12  

Similar concerns were raised, by other government entity-Supreme Auditing Board- about 

provinces capacity to utilize even the “$1petrodollar”      

 

The following Chart 4 demonstrates the allocation of the Regions Development Program and 

Petrodollars among the Iraqi provinces for 2015 according ASBL. 

 

Chart 4 

Allocation of the Regions Development Program (RDP-Share) and Petrodollars (1Petro-

$) and their total (Total $) among the Iraqi provinces for 2015. ($million) 

  

                                                 
10 This 17% was a resolute of a political agreement between Eyad Alawy when he was a prime minister and the 

Kurds, and since the 17% is much higher than the Kurdish population in Iraq every budget law has a provision to 

recalculate this share according to the population census. Moreover, KR population according to budget law 

2015, constitute only 12.61% of Iraq population 
11 See NDP 2010-2014, P. 18  
12 See MoP, NDP 2013-2017. P. 4 Arabic edition, Baghdad, January 2013 
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Notes and Source for Chart 4: Original data for State Budget Law 2015, in IDs converted to US $ using the SBL 

exchange rate of 1166. All such data were compiled by this author/ consultant AMJ/ IDC&R. 

 

Key Highlights, Challenges and Opportunities  

Throughout the entire period covered by this study investment allocation has been much 

lower than recurrent expenditures (maintenance and consumption) giving the impression of 

less equitable allocation of resource revenues between current and future generations, though 

the oil reserve/production ratio is high enough to safeguard the interest of future generations. 

Moreover, the share of investment allocation was fluctuating though the general trend is 

modestly upward.    

What should be emphasized at this juncture that investment allocation is one thing; the quality 

of execution and the efficiency of implementation is totally another and could be very 

different. Hence, there is a real challenge to ensure the “value-for-money” principle.   

 

State budget laws for the last few years contain neither mandatory nor voluntary implicit or 

explicit fiscal rule requiring savings for investment and or for control inflation purposes. The 

inflation was kept under control through exchange rate mechanism not an outcome of 

deliberate investment/saving policy.  

 

The Regions Development Program RDP allocation had been confined to population factor 

only without giving due regards to regional disparities in needs or development requirements. 

And since there was no population census in the country, the population distribution among 

different provinces remains, proportionally, the same since the adoption of the RDP, leaving 

any regional disparities almost unchanged.  

This is serious challenge for regional revenue allocation and the Ministry of Planning could 

undertake comprehensive survey to assess the prevalence of regional development disparities 

and suggests budgetary measures to eradicate them within defined period of time.    

 

Though RDP and Petrodollar allocations could contribute to balancing the needs of different 

provinces, the fiscal performance in utilizing these funding appears to be below average.  
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The challenges appear to be in the weak institutional capacities at both local and federal levels 

on the dimensions of policy formulation as well as execution skills and implementation 

procedures. Further needs assessment in capacity and skill enhancement is critical. Moreover, 

introducing fiscal rules and creating governance modalities regarding mandatory or voluntary 

government savings could contribute to improve resource-revenue management. International 

cooperation partners play a decisive and important role in this respect, and should be 

effectively utilized. 

 

The following table summarizes the scoring of questions posed in this part two 

 

Table 1 

Scoring/ Benchmarking for questions of part two 

 

Does the government invest revenues to achieve optimal and equitable 

outcomes, for current and future generations? 

YES/ 

NO 

Does government invest savings in assets to earn the highest expected social 

returns over the long-term, and to avoid domestic inflation? 

YES/ 

NO 

Does government balance local and regional demands for revenue 

distribution with the needs of the entire country? 

YES/ 

NO 

 

 

 

End of Part Two 
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