
1 
 

Assessing Government Spending 

Ahmed Mousa Jiyad 

Iraq/ Development Consultancy & Research 

Norway 

Email: mou-jiya@online.no   
 

Background note:  

This is an updated version of the last part (and the list of consulted references) of the 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/  

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/  

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

 http://www.iraq-businessnews.com/2015/06/29/oil-revenue-distribution-issues-in-iraq/ , and 

Part Three was posted also on IBN website and accessible through the following link: 

http://www.iraq-businessnews.com/2015/07/20/managing-volatility-of-oil-export-revenues/  

 

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

Part Four 

Assessing Government Spending 

 

The following main but very broad four questions will be addressed in this part of the study.  

1. Does government use Extractive Industry-EI revenues as an opportunity to 

increase the efficiency of public spending at the national and sub-national 

levels? 

2. Administrative capacity: Has government strengthened efficiently its capability 

to invest resource revenues in the domestic economy (i.e. quality of 

expenditures)? 

3. Corruption. Does government take effective steps to reduce corruption in 

public spending? Where is corruption in public spending most problematic? 

4. Economic absorptive capacity: Does the country face problems absorbing the 

large public spending associated with oil and gas? If so, what steps have been 

taken? If not, what are the main problems? 

                                                 
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. 

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/
http://www.iraq-businessnews.com/2015/06/29/oil-revenue-distribution-issues-in-iraq/
http://www.iraq-businessnews.com/2015/07/20/managing-volatility-of-oil-export-revenues/
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Enhancing capacities at different levels of decision and execution chains are both 

prerequisites and outcomes of sustainable development. Hence, government’s objective, 

according to NRC precept 9, is to raise the social return on domestic spending and avoid the 

inflationary impact of large spending programs, while pursuing specific political objectives. 

The two vital relevant issues are: 1- enhance the capacity of the government entities to 

evaluate, prioritize and select  public projects within coherent plan; and 2- implement these 

projects effectively and efficiently so that raises the capacity of the economy to absorb further 

investment expenditure generated from the flow of resource revenues. 

But such effective investment can be challenged by structural difficulties, bureaucratic 

practices, weak institutions, operational bottlenecks and absence of enabling environment, 

among others.  

Hence, NRC Precept 9 suggests the following for governments to consider in their public 

financial management systems.  

 Public, multi-year plans that allow coordination of spending projects; 

  Competitive, public and transparent procurement;  

 Oversight and internal controls;  

 Pre-approval measurement of the costs of major expenditures against their 

likely social and economic benefits;  

 Public, independent audits of spending projects, for both oversight and to 

help government improve its spending processes; 

  Expenditures made on-budget rather than through savings funds or 

equivalent institutions, to ensure the official checks are applied; and finally,  

 Invest in public investment processes and in eliminating supply bottlenecks in 

the economy to reduce the cost of investment projects. 

The above primary questions, and the many secondary questions that could be generated from 

them, and NRC Precept 9 suggestions are related to broader and deep structural and 

developmental challenges and how to deal with them. And because of their structural nature 

and premises, they are usually and supposed to be addressed in medium to long terms 

sustainable development perspectives, visions and planning. Nevertheless, there is a good 

degree of interconnectivity and overlapping between the posed four questions that could make 

the demarcation of answers rather unwarranted.      

    

Much of the recent related and relevant analysis, information, legal instruments, policies, 

measures and entities pertaining to these questions focus, for practical reasons, on post 2003 

era.     

 

In this regards there are many national and also other significant international (both bilateral 

and multilateral) initiatives that have been adopted. 

As have been addressed in the previous three parts Iraq adopts a series of multi-year National 

Development Plans earlier; it has a defined public procurement system; projects are financed 

through annual state budgets; the Board of Supreme Audit-BSA is known for its 

independence and the Parliament have effective oversight role over state budget in addition to 

its approval, etc.  
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Thus, though most of the above mentioned NRC Precept 9 suggestions are in reality applied 

in Iraq; their efficiency, effectiveness, success, impacts and outcomes are very doubtful and 

need further thorough independent investigations.      

 

There have been and still is a concerted effort by the country’s international partners to 

provide technical and financial supports in many areas pertaining to many of the related 

issues. Examples of some multilateral cooperating partners are the UN organizations, the 

World Bank, OECD and the EU; while those on bilateral level with USAID (USA), SIDA 

(Sweden), NORAD (Norway) just to name a few. The Ministry of Planning provides further 

details on this topic.2 

The International Compact with Iraq-ICI3, spearheaded by the UN, was the first 

comprehensive and elaborated framework that was developed jointly by Iraq and its 

international partners. Much of the multilateral and bilateral efforts succeeding ICI follow its 

basic premises and continuation to attain some of its objectives.   

 

These international cooperation modalities provide excellent opportunities for capacity 

development to address chronic gaps’ institutional, systemic and human resources at different 

layers within the three branches of authority. But this requires critical, objective and 

professional stocktaking by both Iraq and its cooperating partners on how effective and 

successful these modalities are and what are the identified or parameters for their impacts.   

 

The first question 

 

Does government use resource-revenues as an opportunity to increase the efficiency of 

public spending at the national and sub-national levels? 

 

 

 

 

No doubt that the government of Iraq has used the generated resource (oil) revenues to 

enhance spending efficiency. But the real and important question is on whether such spending 

had contributed to eradicate effectively the apparent and complex multitude of capacity gaps 

at different levels decision making and implementation chains.  

 

The trend patterns for revenue allocation and actual spending could provide an indication of 

fiscal performance (defined as the percentage of actual spending to total budgeted 

expenditures), which in itself manifests the efficiency level of public spending.  

                                                 
2http://www.mop.gov.iq/mop/index.jsp?sid=1&id=618&pid=115&lng=en  However, providing details, 

assessment and effectiveness of these international cooperating modalities are beyond the scope of this study. 
3 Two basic documents on ICI contain vital narratives on undertakings, benchmarks and actual achievements  are 

1-The International Compact with Iraq- A New Beginning, Annual Review May 2007- April 2008 (75 pages); 2-

The International Compact with Iraq, Annual Review May 2007- April 2008. Annexes showing progress against 

benchmarks. (59 pages) 

NO 

http://www.mop.gov.iq/mop/index.jsp?sid=1&id=618&pid=115&lng=en
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The following Chart 11 shows a cyclical pattern of the fiscal performance for the period 2006 

to 2013, with the period average stands at 83%.; but for more recent years the profile is more 

disappointing (the simple liner regression relationship gives similar value of 82% of budget 

expenditures are actually spent during the covered period.   

 

Chart 10 

Fiscal Performance (%): 2006-2013 

 
Notes & Sources for Chart 10. Original data for 2006-2009 are from the Ministry of Finance, Economics 

Department, “Study of Public Budgets 2006-2010”, August 2010 (in Arabic); data for 2010-2013 are from 

Behnam Elias Puttrus, Remarks on the Relationship between GDP and Iraqi Oil Prices, PowerPoint presentation 

(in Arabic) delivered before Progress Institute for Development Policies-CEDID Seminar, Baghdad, 21 February 

2015. FP data compiled by this author/ consultant AMJ/ IDC&R.    

 

This persistent lag of spending behind allocation could be attributed to one or a combination 

of the following possible causes:  

1- Weak administrative capacity, at different high levels on decision chain, to fiscally 

manage increasing flow but fluctuating resource-revenues; 

2- Weak capacity in public spending, at different levels on implementation chain, 

regardless of the magnitude of the allocated revenues; when during the above 

mentioned period annual budget allocation varies between 84.7 trillion IDs in 2010 

and 138.4 tIDs in 2013; 

3- Low absorptive capacity at the macro/national level, reflecting serious structural 

limitation. (This will be highlighted further when addressing the fourth question).     

In addition to the above quantitative indication of capacity gap there are many other and 

substantive evidences.     

The absent of current auditing of the final accounts of the state budget on regular bases is 

another indicator of capacity gap in public finance management. The Constitution, in Article 

62-First and Article 80-Fourth obliged the government when assert, “Council of Ministers 

shall submit the draft general budget bill and the closing account to the Council of 

Representatives for approval.”  
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Despite this constitutional provision, it is a known fact that closing audited accounts for state 

budget were not presented on time, as mandated by the Constitution, but always with few 

years delay. The website for Ministry of Finance does not provide information on the annual 

closing government accounts; but it provide monthly reports covering state account for 2013 

budget only, the latest is July 2013.4    

On its part the Ministry of Planning provides the Parliament with fiscal performance 

indicators covering sectoral ministries, which mostly indicates a lagging spending behind 

allocation.5  

 

In a recent presentation by the Governor of the Central Bank of Iraq- CBI, he asserts that 

currently there is “un-useful” 40 trillion ID (or $34.3 billion) that belongs to different state 

entities because “there is no central account to manage them”.6      

This is very serious issue that deserves in-depth analysis, careful attention and a decision on 

how to address it considering the fact that this “un-useful” amount constitutes 33.5% of total 

approved budget expenditures for 2015 or it is more than planned deficit by 57.5% (see table1 

for this comparison).  

In other words, if what the CBI Governor have said is correct, then this actually manifests 

very crippling capacity gap in public finance management. Such a challenge represent in the 

same time an opportunity that must be explored. The Governor proposes the opening of such 

an “account” at the CBI for the purpose of utilizing these significant trillions IDs; more 

coordination and streamlining between the fiscal and monetary authorities is critical for 

addressing such issues and to improve public finance management.    

    

Anecdotic evidences suggest that these identified capacity gaps are even more apparent on the 

provincial and sub-national levels. 

The former Minister of Planning announced that local governments in provinces were only 

able to spend 59.1% of the funding given to these authorities under the known annual Regions 

Development Program-RDP in 2013.7   

Under National Development Plan 2010-2014 the total RDP allocation was planned  

at 14.6 trillion ID (or $12.5 billion); and if one assumes the same fiscal performance of 59.1% 

then the unspent (surplus) from RDP could be estimated at 8.6 trillion ID (or $7.4 billion).8  

 

Spending the petrodollar allocations is another parameter of efficiency at the sub-national 

level.  

On this issue the head of Board of Supreme Audit-BSA, Abdulbasit Turki Saeed, was 

reportedly said when asked about increasing petrodollar allocation from $1 to $2, “From my 

perspective the amount of the petrodollar – $1, $5 – doesn’t matter very much." "What does 

                                                 
4 http://www.mof.gov.iq/pages/MainMOF.aspx  
5 For example the MoP formal communication/ letter nr.2/8/2968 dated 12 February 2012 
6 Presentation delivered by CBI Governor, Mr. Ali Al-Alaq, on Saturday 7 March 2015, before Progress Institute 

For Development Policies -CEDID, Baghdad. http://www.newsabah.com/wp/newspaper/40502 accessed 8 

March 2015 
7 http://www.mop.gov.iq/mop/index.jsp?sid=3&nid=1428&y=2014&m=2&d=11 accessed 12 April 2014 
8 The federal government has no control on the actual spending of RDP or of the 17% budget share in the 

Kurdish Region, which is assumed to be 100% fiscal performance. 

http://www.mof.gov.iq/pages/MainMOF.aspx
http://www.newsabah.com/wp/newspaper/40502
http://www.mop.gov.iq/mop/index.jsp?sid=3&nid=1428&y=2014&m=2&d=11
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matter is how the provinces use the money and if they use it. Some of the provinces, with a $1 

petrodollar, can’t spend the money and have unallocated funds, and they need more projects 

to apply their petrodollars against." 

“According to Iraqi law, surpluses if unused will be recirculated with the province, it will not 

be returned to the Iraqi treasury. So from our point of view this is the main issue, it does not 

incentivize the provinces to spend what they have already,” Saeed said.9  

Total budget allocation for petrodollars for the period 2011-2014 are estimated to be $5.3 

billion increasing to $6.8 billion with 2015 allocation.10  

 

Generally speaking such persistent low fiscal performance on three levels: state budget, 

regions development program and petrodollar allocations reflect serious capacity non-

spending gaps, and thus constitute serious challenge in resource-revenues allocation as well as 

utilization. But this also presents opportunities to:  

First, think seriously of allocating any surpluses to “national fund- let it be saving, investment 

or stabilization” instead of keeping such surpluses idle and reserved to these less-

performing local authorities;  

Second; be proactive and adopt effective target-result oriented skills and capacity 

enhancement programs; 

Three; utilize these surpluses to finance (as domestic loans) budget deficit instead of external 

borrowings, fully or partially. 

 

In conclusion, if the above has any relevance to scoring the answer for the posed first question 

then the score must be: NO 

  

The second question is  

 

Administrative capacity: Has government strengthened its efficiently capability to 

invest resource revenues in the domestic economy (i.e. quality of expenditures)? 

 

 

 

 

 

To begin with Iraq does not have, since 1980, any significant investment (or official financial 

assets) abroad, except occasional surpluses at DFI (as mentioned earlier) and some of CBI 

foreign exchange reserves deposited in other country’s central banks. That means all 

investment allocations in state budgets are in the domestic economy.  

Guided by the national development plans, annual state budgets are, in theory or supposedly, 

allocate investment accordingly among the real economy sectors, infrastructure, social and 

                                                 
9 http://www.iraqoilreport.com/politics/oil-policy/provinces-get-additional-oil-revenue-11776/?utm_source  

accessed 12 February 2014 
10 Based on data from state budget laws; amount for 2014 was estimated as the average of 2013 and 2015, since 

the budget law for 2014 still bending in the process.   

NO/
yes 

http://www.iraqoilreport.com/politics/oil-policy/provinces-get-additional-oil-revenue-11776/?utm_source
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human development, protection of the environment as proposed by the sectoral ministries and 

provincial local governments.  

The Ministry of Planning is the responsible organ for preparing the national development 

plans in coordination with all ministries, entities not connected to a sectoral ministry and 

provincial governments. NDPs are subject to the approval of and adoption by the Council of 

Ministers; but they are not enacted by law or conditional upon the Parliament acquiesce, 

though the later has the constitutional mandate for oversight function.  

Also the Ministry of Planning has a role to play regarding the annual state budget prior to and 

after its approval by the legislators.11   

 

Investing resource revenues in the domestic economy has multi-terms: short, medium and 

long perspectives. Hence, government efficiency and capability to manage domestic 

investment in these different time horizons is impacted by multiplicity of factors: legal, 

political and institutional. 

While the annual state budget has the legal power of law, the national development plan has 

not; meaning no legal mandatory premise exists to couple the two instruments (the annual 

budget and multi-year NDP). This could impact negatively the allocation and quality of 

spending. 

The attempt to develop a mid-term budget could provide working modality to harmonize and 

connect national development plan and annual budget; but that attempt produce no visible 

result.  

2015 budget law (Article 27) authorizes the Council of Minister establishing, by law, a new 

“Supreme Development Board-SDB” within three months from the date of budget law.  

SDB could be the feasible institutional entity that could improve the relationship between 

planning and budgeting functions of the government. But, there is a real fear that SDB law 

becomes a subject of the usual horse-trading among the political blocks inside the Parliament; 

used to gain senior positions for the dominating politicians; similar to the ill-perceived ill-

fated “Supreme Policies Board” that was proposed at the early stage of the second term of the 

previous Prime Minister, Nori Al-Maliki. As on time of writing, nothing material has taken 

place regrading SDB; and because of current financial crisis it is very doubtful that any  

substantial action on this entity and its proposed law is expected in the remaining part of the 

year.  

 

Because of the above legal premise and the difference in time-horizon national development 

plan is not susceptive to politicization, while annual budget is highly politicized. The 

unconstitutional frequent delay in approving the annual budget is one of the clear testimonies 

on the negative consequences of politicizing the budget. Budget for 2013 was passed though 

the Kurdish members in the Parliament boycotted it. Budget 2014 has not been passed yet, as 

has been mentioned earlier. 

 

                                                 
11 The role of MoP in annual state budgets is elaborated by the functions of Government Investment Programs 

Directorate, especially Budget Department. See  

http://www.mop.gov.iq/mop/index.jsp?sid=1&id=366&pid=115&lng=en  accessed 9 March 2015 

http://www.mop.gov.iq/mop/index.jsp?sid=1&id=366&pid=115&lng=en
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Populist politics is another example of politicization. One political group (the Sadrist 

/Alahrar) insisted to “distribute in cash” certain percentage from budget surplus as a condition 

for its support to vote for budget 2013.12 Surprisingly, an institute prepared a research paper 

for the Parliament’ Finance Committee suggests the Ministry of Finance to consider, 

“distributing directly all oil revenues to the citizens after deducting taxes on government 

services”13. Such an orientation subscribes to the “higher oil prices forever” populous politics; 

wrong understanding of cyclicality and volatility of resource-revenues; and undermines 

investment to promote current consumption.  

 

The petrodollar issue and regions development program-RDP, as discussed above indicates to 

limited spending capacity at sub-national level; yet, the Parliament voted on 23 June 2013 an 

amendment to Province Law 21 of 2008 increasing the petrodollar allocation by five-folds! 

Politics made the previous Prime Minister to take the case to the Federal Supreme Court-FSC 

and politics made the current PM withdrew the case from FSC and recently, as mentioned 

earlier, the Cabinet proposed a third amendment to the said law.   

  

On the same line, CBI filed a case before the Federal Supreme Court regarding Article 50 of 

State Budget Law nr. 2 of 2015, which obliges CBI to limits its daily dollar auction to 

conditional $75 million limit. CBI Governor asserts that this provision was not suggested by 

the government, not mentioned in the fist and seconds reading of the draft law, was “inserted 

in the last minutes” and it violates CBI law.14 It’s worth recalling that the Chairman of 

Finance Committee in the Iraq Parliament, Ahmed Chalabi, had prior to the passing of budget 

law raised the issue of “Dollar leakages abroad through import operations”15, indirectly 

hinting to CBI dollar auction procedure.16  

     

Draft law for financing development of infrastructure and service sectors, known as 

“Infrastructure law” was proposed by the former government suggesting deferred payment 

mechanism to finance infrastructure projects. The reading of the draft law took place on 6 

June 2013 then was shelved.17 During that debate no serious pros and cons of the proposed 

law were identified or thoroughly addressed but political pro vs. against positions was 

dominating the brief discussion. 

                                                 
12 Actually, Article 16 of State Budget Law for 2013 allocates 25% from budget surplus to be distributed on poor 

and the deprived people according to modalities to be suggested by the Council of Ministers. However, there is 

no credible evidence that such allocation have taken place.   
13 Dr. Kamal AlBasri and Modar AlSbahi, “Economies of Federal Budget 2013”, IIER, Baghdad, 12 January 

2013 (in Arabic) 
14 http://www.alitthad.com/News_Details.php?ID=27185  accessed 8 March 2015. The FSC issued its decision 

on 6 July 2015 confirming CBI stand on the unconstitutionality of Article 50 of the budget law. See the 

statement by the Finance Committee of the Parliament on FSC decision:  

http://ar.parliament.iq/LiveWebsites/Arabic/Container.aspx?ActivityID=48527  accessed 20 July 2015 
15 His presentation before CEDID on “Economic impacts of the federal budget 2015”, Progress Institute for 

Development Policies- CEDID, Baghdad, 10 January 2015. 
16It is worth mentioning in this regard that the Cabinet had decided on 17 March 2015 suspending temporarily 19 

articles of State Budget Law 2015 until the Federal Supreme Court deliver its verdict on their constitutionality. 

See http://www.newsabah.com/wp/newspaper/41653  accessed 18 March 2015  
17 The Parliament website provides no details on the law except its serial number 138 as on 10 March 2015 

http://www.parliament.iq/details.aspx?LawIDF=354 ; http://www.parliament.iq/Laws.aspx  

http://www.alitthad.com/News_Details.php?ID=27185
http://ar.parliament.iq/LiveWebsites/Arabic/Container.aspx?ActivityID=48527
http://www.newsabah.com/wp/newspaper/41653
http://www.parliament.iq/details.aspx?LawIDF=354
http://www.parliament.iq/Laws.aspx
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Back to data and question on the quality of expenditures. 

Budget allocation for investment and current expenditures have been already covered in Part 

one. In this part the focus is on investment allocation in the ten year period 2006-2015. 

The following Chart 12 exhibits the trend in investment allocation ( in trillion IDs) in each 

annual budget (BIA- blue color column; left hand side) in total budget allocations (TBA-red 

color column; left hand side) and the share of investment in total budget allocation 

(BIA/TBA- green color line; right hand side) covering state budgets during 2006- 2015 

period.   

 

In absolute values budget investment allocation (BIA) correlates, up and down, to the 

magnitude of total budget allocation (TBA); it was only 6.6 trillion ID in 2007 representing 

16.8% of total budget allocations. Then BIA increased to reach its highest level of 55.1 

trillion ID in 2013; an increase of more than eight folds while total budget allocation (TBA) 

increased by three folds and a half during same period. Hence, investment share in the annual 

budget increased from 16.8% in 2006 to 39.8% in 2013. 

Expectedly, and due to the current sever decline in oil revenues that forced the reduction in 

2015 state budget allocation to 119.6 trillion ID; a decline of 13.6% compared with 2013 total 

budget allocation. Accordingly, investment allocation was down by 23.8% compared with its 

level in 2013 (from 55.11 to 42 trillion IDs); leading to shrinking investment share in total 

budget allocations from 39.8% in 2013 to 35.1% in 2015.18  

 

 

Chart 11 

Investment budget allocation (BIA- blue color column; left hand side); Total budget 

allocations (TBA-red color column; left hand side) and the share of investment in total 

budget allocation (BIA/TBA- green color line; right hand side): BIA & TBA are in 

trillion IDs and BIA/TBA (%), 2006- 2015 

 

                                                 
18 For further analysis on 2015 budget see: UN-Iraq, Joint Analysis Unit, Low oil prices put Iraq’s budget under 

the guillotine: a comparative analysis of the 2013 federal budget and the approved budget for 2015, February 

2015. 
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Notes & Sources for Chart 11: Original data are from related state budget laws 2006-2013 and 2015. For 2014 

was the same as 2013 due to non-passing of that year budget yet; data compiled by this author/ consultant AMJ/ 

IDC&R. 

 

Over the covered ten year period total investment allocation exceeds $235 billion while total 

budget allocations amount to an astronomical figure of $761 billion; yet very little real 

development corresponding to what has been allocated has occurred in the country.  

What should be emphasized again, that investment allocation is one thing; the quality of 

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

this will be addressed below under question four.  

Despite the evidenced investment allocation the scoring answer to this question could be 

much more “no” than “yes”.   

Question three 

 

Corruption. Does government take effective steps to reduce corruption in public spending? 

Where is corruption in public spending most problematic? 

 

 

 

 

Corruption has become an increasing and acute problem; there is a wide perception that 

corruption infiltrates all levels of governments and people in power in the three branches of 

authority.  Very often accusations are raised implicating senior officials in corruption cases 

and financial irregularities; even senior officials and ministers trade accusations against each 

other while they are in or outside the corridors of power. Some ministers and senior officials 

had fled the country after been accused with millions (or even billions) US dollar worth of 

stolen money or from corrupt deals etc., some cases are highly profiled in the local, regional 

or even international media.  

The subject is really very wide, multifaceted, and legally complex and, in Iraq it is expectedly, 

very politicized.  
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Analytically and empirically, corruption is one of the strong and effective manifestations of 

the “resource curse” phenomena that had attracted good deal of research and analysis within 

development discourse in most natural resource-rich developing countries, and it is associated 

with the known concept of externally generated “economic rent” of petroleum in particular.    

The negative impacts of corruption on development can take many forms using different 

channels and different time dimensions reflecting the multifaceted characteristics of 

corruption and nature of corrupt behavior. In one aspect corruption means syphoning financial 

resources from national development to individuals (corrupted) private interest. Another 

aspect is that cost of development escalates proportional to scale, magnitude and depth of 

corruption. Moreover, corruption could play a diversion role for time, efforts and resources to 

combat corruption. A further effect is the creation wealthy corrupted groups that, due to 

power-of-money, become able to assemble “influential interest pressure elitist few” that could 

have influence on institutions, policies and legal frameworks, creating a corruption-enabling 

environment. This generates another effect causing social-stratification leading to widening 

the income distribution gap, increasing poverty, gender inequality, regional disparities and 

finally imbalanced and unsustainable development. Additionally, the Iraqi discourse indicates 

to an unholy alliance between corruption and destabilization of the security condition Finally, 

the “totality” of above negative destructive impacts of corruption could very well leads to the 

eradication of citizenship rights, sense of belonging, social solidarity and political 

participation; hence the totality of corruption impacts entails a holistic approach to confront it 

by first neutralize then eradicate corruption practices and impacts.     

 

As expected, corruption can take many different forms and types, functioning at different 

environments through variety of ways and means. But for practical reasons and purpose, this 

study classified briefly, and without indulging into detailed and through analysis, corruption 

in Iraq according the following categories: 

Bureaucratic corruption: this includes at least three distinct types of corruption or corrupt 

behavior.   

Public service corruption: To ensure receiving public service such as health, travel, 

processing claim or demand, obtaining certificate etc., the citizen has to 

pay something to those employees directly or indirectly are the 

providers or have a position to provide that service.  

This type of corruption tends to be a low level in value but spread 

across the public service sector in all provinces at a varying degree.19    

Administrative corruption: officials within the administrative hierarchy use their 

position for personal interest. Officials working in the  Inspector 

General office- and at some General Directorate at different ministries, 

or at provincial government and governor’s apparatus; at  could be sited 

as examples. Some of such cases are highly profiled and had attracted 

                                                 
19 Corruption in public sector is well documented in, Corruption and integrity challenges in the public sector of 

Iraq. An evidence-based study, September 2012.The study was conducted by UNDP, UN Office on Drugs and 

Crime-UNODC, Central Statistical Office- Baghdad, Iraq Commission of Integrity and Kurdistan Region 

Statistical Office. 
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good deal of publicity (example is the IG at the Ministry of Health 

2012/3). 

“Ghost” elements: the claim of salary or entitlement for non-existed workers, or staff 

or solders. The current PM uncovered in January some of such cases 

with astonishing significant magnitude.    

Double registration: this takes place when persons are registered more than once as 

workers, employee or beneficiary of social benefits    

   

Business-related Corruption:  This includes the following main types are: 

Trade: corruption related to foreign trade (mainly imports) as means for capital flight; 

import of items with expired dates or unsuitable for human use; or of 

qualities and quantities lower than what is certified, etc. (Example is the 

TBI case few years back)  

Banking: this connected to trade corruption and through currency auctions and 

exchange rates. (The case of CBI and Budget Law 2015-Article 50)  

Contracting: this is rather widely practiced and known form of corruption especially in 

the construction sector. The usual practice is to “re-contract” the entire 

contract once or more at a much lower value than that of the original 

contract.20    

 

Political Corruption: probably this is the most damaging and daunting form of corruption in 

the country because it takes many forms; it usually involves very significant magnitude of 

money; some cases are highly profiled by both the scale of the amount involved or status and 

position of the offender; it is closely connected to power and authority and some of them a 

legalized or legitimized by law. Hence these types of corruption are close to the three 

branches of authority at the federal, regional and provincial levels. The following are the main 

categories of political corruption: 

Positions by affiliation before qualification: a well-known practice by all political 

parties that affiliation (political, ethnic, religious, sectarian, tribal, or even 

comradery) is valued and consider more than qualification, skill or 

competence when nominating candidates for senior positions.  Some 

information indicates to even having a “money tag” that has to be paid for 

position, creating a “short breakeven time” to recover what was paid as 

soon as possible through, naturally, corrupting procedures and practices! 

Increasing Kleptocracy: the financial privileges of the top positions increasing, even 

when the service is ended,  to the extent they constitute significant burden 

on state budgets; widen the income gap with most people; and they are not 

matched by payment to similar positions in other countries (examples are 

many).  

The fiscal crisis facing budget 2015 has exposed the magnitude of 

kleptocracy especially those related to the “three presidencies”: of the 

                                                 
20 Iraqi Journalist Wassim Bassem in a recent article highlights these practices in various part of the country. 

http://www.iraq-businessnews.com/2015/02/27/iraqs-corruption-continues-unchecked/4/  accessed 5 March 2015 

http://www.iraq-businessnews.com/2015/02/27/iraqs-corruption-continues-unchecked/4/
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Republic, Council of Ministers and the Parliament and the privileges 

granted to them and their staff and members. And if the astronomical cost 

of their personal security is added, that could take significant portion of the 

state budget.  

The magnitude of these unparalleled salaries and privileges prompted the 

current Cabinet to issue a decree reducing the fringe benefits/ mukhasasat 

(these are over and above the “formal” salaries; and thus the proposed 

reduction is not in the basic salaries or any other privileges) between 30% 

and 50% in an attempt to reduce government expenditures.21   

On this specific issue an increasing numbers of email messages, with 

detailed information, began circulating among Iraqi networks, and many 

parliamentarians raised their concerns publically.22  

Moreover, the Parliament finished, on 1 August 2015, the first reading of a 

draft law aiming at annulling “Orders” 21 and 36 of 2005, which 

authorized offering state plots of land in premier parts of Baghdad at 

symbolic prices to top politicians. These plots, according to the proposed 

law, will be offered for investment purposes or earmarked for housing 

projects.23  

 

Absence of Natural Justice- the principle of Conflict of Interest: Many senior 

government officials, parliamentarians and others who hold official 

positions do have their own business inside or outside the country; some 

have formal connection with private companies or businesses (such as 

advisors or hold board members); some hold dual citizenship in 

contradiction to the constitutional principles.   

Our Corrupt-Their Corrupt: Cover-up vs. Defamation: protecting corrupt people and 

or interruption of justice to take it way encourages more corruption by the 

same offenders or give the impression to others that corruption could be 

protected. This attitude coincides sometimes with taking strong action if 

corruption was committed by political rivals, creating a “double standard” 

when it comes to corruption.    

  

Iraqi sources, media and official records provide ample examples and incidents that could be 

attributed to any of the above. Moreover, there are other credible international sources on 

Iraq’s plague with corruption.  

                                                 
21 According to Cabinet  decision number 282 of 21 July 2015, see http://cabinet.iq/ArticleShow.aspx?ID=6379  

accessed 29 July 2015 
22 See for example: http://www.khabaar.net/index.php/permalink/49843.html accessed 30 July 2015; 

http://almasalah.com/ar/news/57589/%D9%86%D8%A7%D8%A6%D8%A8-

%D8%B5%D9%8A%D8%A7%D9%86%D8%A9-%D9%88%D9%82%D9%88%D8%AF-

%D8%B3%D9%8A%D8%A7%D8%B1%D8%A7%D8%AA-

%D8%A7%D9%84%D9%85%D8%B3%D8%A4%D9%88%D9%84%D9%8A%D9%86-10  accessed 30 July 

2015 

http://almasalah.com/ar/news/57622/%D8%A7%D9%84%D9%85%D8%A7%D9%84%D9%8A%D8%A9-

%D8%A7%D9%84%D8%A8%D8%B1%D9%84%D9%85%D8%A7%D9%86%D9%8A%D8%A9-

%D8%AA%D8%AD%D9%85%D9%84-%D8%A7%D9%84%D8%AD%D9%83%D9%88%D9%85%D8%A9-

%D9%85%D8%B3%D8%A4  accessed 31 July 2015 
23 See: http://www.khabaar.net/index.php/permalink/49919.html  accessed 2 August 2015 

http://cabinet.iq/ArticleShow.aspx?ID=6379
http://almasalah.com/ar/news/57589/%D9%86%D8%A7%D8%A6%D8%A8-%D8%B5%D9%8A%D8%A7%D9%86%D8%A9-%D9%88%D9%82%D9%88%D8%AF-%D8%B3%D9%8A%D8%A7%D8%B1%D8%A7%D8%AA-%D8%A7%D9%84%D9%85%D8%B3%D8%A4%D9%88%D9%84%D9%8A%D9%86-10
http://almasalah.com/ar/news/57589/%D9%86%D8%A7%D8%A6%D8%A8-%D8%B5%D9%8A%D8%A7%D9%86%D8%A9-%D9%88%D9%82%D9%88%D8%AF-%D8%B3%D9%8A%D8%A7%D8%B1%D8%A7%D8%AA-%D8%A7%D9%84%D9%85%D8%B3%D8%A4%D9%88%D9%84%D9%8A%D9%86-10
http://almasalah.com/ar/news/57589/%D9%86%D8%A7%D8%A6%D8%A8-%D8%B5%D9%8A%D8%A7%D9%86%D8%A9-%D9%88%D9%82%D9%88%D8%AF-%D8%B3%D9%8A%D8%A7%D8%B1%D8%A7%D8%AA-%D8%A7%D9%84%D9%85%D8%B3%D8%A4%D9%88%D9%84%D9%8A%D9%86-10
http://almasalah.com/ar/news/57589/%D9%86%D8%A7%D8%A6%D8%A8-%D8%B5%D9%8A%D8%A7%D9%86%D8%A9-%D9%88%D9%82%D9%88%D8%AF-%D8%B3%D9%8A%D8%A7%D8%B1%D8%A7%D8%AA-%D8%A7%D9%84%D9%85%D8%B3%D8%A4%D9%88%D9%84%D9%8A%D9%86-10
http://almasalah.com/ar/news/57622/%D8%A7%D9%84%D9%85%D8%A7%D9%84%D9%8A%D8%A9-%D8%A7%D9%84%D8%A8%D8%B1%D9%84%D9%85%D8%A7%D9%86%D9%8A%D8%A9-%D8%AA%D8%AD%D9%85%D9%84-%D8%A7%D9%84%D8%AD%D9%83%D9%88%D9%85%D8%A9-%D9%85%D8%B3%D8%A4
http://almasalah.com/ar/news/57622/%D8%A7%D9%84%D9%85%D8%A7%D9%84%D9%8A%D8%A9-%D8%A7%D9%84%D8%A8%D8%B1%D9%84%D9%85%D8%A7%D9%86%D9%8A%D8%A9-%D8%AA%D8%AD%D9%85%D9%84-%D8%A7%D9%84%D8%AD%D9%83%D9%88%D9%85%D8%A9-%D9%85%D8%B3%D8%A4
http://almasalah.com/ar/news/57622/%D8%A7%D9%84%D9%85%D8%A7%D9%84%D9%8A%D8%A9-%D8%A7%D9%84%D8%A8%D8%B1%D9%84%D9%85%D8%A7%D9%86%D9%8A%D8%A9-%D8%AA%D8%AD%D9%85%D9%84-%D8%A7%D9%84%D8%AD%D9%83%D9%88%D9%85%D8%A9-%D9%85%D8%B3%D8%A4
http://almasalah.com/ar/news/57622/%D8%A7%D9%84%D9%85%D8%A7%D9%84%D9%8A%D8%A9-%D8%A7%D9%84%D8%A8%D8%B1%D9%84%D9%85%D8%A7%D9%86%D9%8A%D8%A9-%D8%AA%D8%AD%D9%85%D9%84-%D8%A7%D9%84%D8%AD%D9%83%D9%88%D9%85%D8%A9-%D9%85%D8%B3%D8%A4
http://www.khabaar.net/index.php/permalink/49919.html
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UNDP, in its Human Development Report 2014 in Iraq highlights administrative and political 

corruption and asserts, “The priorities of successive governments deviated from the 

development process and instead focused on,.., achieving internal security, fighting terrorism, 

and minimizing the corruption that was spreading in all institutions.” (p57)24  

No surprise, therefore, that such wide spreading of corruption was reflected on the annual 

Transparency International-TI reports. In the TI Corruption Perceptions Index – CPI 2013, 

Iraq occupies the very bottom “highly corrupt” of its list ranked 171 out of 175 countries with 

a score of 16 out 100.25 In 2009, Iraq ranked numbered 176 out of 180 countries covered by 

CPI; meaning zero improvement during the period 2009-2013 in the international ranking of 

the country according to the methodology of CPI.     

Moreover, Iraq was ranked 10 among 143 developing countries in largest average Illicit 

Financial Flows estimates by Global Financial Integrity.26  

Finally, the international standing of Iraq has been, during the last ten years, in the lowest 10th 

Group, comprising the most failed/fragile states, among 178 countries. It is a long way and 

takes concerted persistent and effective efforts to get Iraq out of this dangerous zone! But this 

is more unlikely in the short to medium terms, and for obvious reasons.27  

  

 

That said, it is rather unfair to assume that corruption in Iraq is a “home-made or home-

grown”; most available credible evidence and legal cases challenge such assumption.  

Prevalence and acuteness of corruption in Iraq is, generally, a post-2003 phenomena; it began 

emerging as a noticeable social problem with the invasion of the country and progressively 

intensified, in magnitude, frequency and spread, since then and up to date. This, in an 

objective assessment, indicates to both the internal and external circumstances, main 

corruption practices and involved parties.   

On the American involvement in corruption in Iraq James Glanz wrote in The New York 

Times (March 2010), “Investigators looking into corruption involving reconstruction in Iraq 

say they have opened more than 50 new cases in six months by scrutinizing large cash 

transactions — involving banks, land deals, loan payments, casinos and even plastic surgery 

— made by some of the Americans involved in the nearly $150 billion program.”28 Moreover, 

the investigation and reports by the independent oversight agency office of the Special 

Inspector General for Iraq Reconstruction-SIGIR provide much more details on the American 

corruption cases in Iraq.29 

   

Government Actions Against Corruption  

Entities were created, legal frameworks made ready, policies and strategies drawn and 

international cooperation modalities were concluded aiming for combating corruption and 

eradicating its devastating consequences.  

                                                 
24 UNDP, “Iraq Human Development Report 2014- Iraqi Youth Challenges and Opportunities,” Baghdad, 2014. 
25 See   http://cpi.transparency.org/cpi2013/results/  accessed 12 March 2015 
26 See Dev Kar and Sarah Freitas, Illicit Financial Flows From Developing Countries: 2001-2010, Global 

Financial Integrity, December 2012 (p. 36) 
27 See: Ahmed Mousa Jiyad, Anatomy of Perceived Failed States in MENA Region: The Case of Iraq, posted on 

IBN website: http://www.iraq-businessnews.com/2015/06/16/iraq-a-failed-state/  
28 http://www.nytimes.com/2010/03/14/world/middleeast/14reconstruct.html?_r=0 accessed 10 March 2015 
29 SIGIR was closed in October 2013. Its archive is accessible through the following link:   

http://cybercemetery.unt.edu/archive/sigir/20130930184730/http://www.sigir.mil/   

http://cpi.transparency.org/cpi2013/results/
http://cybercemetery.unt.edu/archive/sigir/20130930184730/http:/www.sigir.mil/
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Commission on Integrity-CoI/ Nazaha30, Board of Supreme Audit-BSA and the Parliamentary 

Integrity Committee are the three spearheaded entities concerned with corruption on the 

national level; each has its own mandate. The office of the Inspector General-IG on the 

ministerial levels has, technically, a role to play. 

Moreover, Iraq has made some progress in this area by taking the following:  

- The Joint Board for Combating Administrative Corruption (JBCAC) was established by 

Presidential Order, and is under the chairmanship of the Secretary General of the Council 

of Ministers. It has representatives of the Higher Judicial Council, the Board of Supreme 

Audit, the Commission on Integrity, a representative from the Office of the Prime 

Minister for Monitoring Affairs and a representative of the General Inspectors. JBCAC 

aims to ensure efficiency, integrity and transparency in the implementation of the 

Government’s economic and social policies, and to enable coordination among the anti-

corruption bodies represented on the JBCAC; it submits periodical reports on its activities 

to the Prime Minister.31 

- CoM adopted in January and launched in March 2010 the National Strategy to Combat 

Corruption-NSCA 2010-14.32  

- Also Iraq Joined the Extractive Industries Transparency Initiative (EITI) in February 

2010, and IEITI has issued its fourth annual year report on time; evidently improving the 

transparency in the upstream petroleum, though with a quality below what is required by 

EITI new Standard.33      

-  Establishment of the Iraq Anti-Corruption Academy-IACA, in December 2010.34 IACA is    

important entity in combating corruption by providing various straining activities, 

conducting surveys and research studies.35   

- Iraq also ratified the UN Conventions on Anti-Corruption by Law 35 of 2007. 

- Many cooperation agreements and programs were concluded with other countries and 

international organizations on enhancing good governance, transparency and combating 

corruption.    

 

While the above measures are undoubtedly very important and needed, the effectiveness to 

combat corruption, to ensure good transparent democratic and answerable governance, and to 

provide enough protection against the attacks of resource curse are all what matter and thus 

remain to be seen.  

                                                 
30 CoI was created by Law 30 of 2011. See Nazaha website for reports, cases and further information. 

http://www.nazaha.iq/ Accessed latest 12 March 2013 
31Government of Iraq-GoI (2008), International Compact with Iraq-ICI, A New Beginning- Annual Review May 

2007-April 2008.  
32 The adoption was in the Council’s meeting no. 2 dated 12 January 2010 http://www.goi-s.com/view.598/ 

Accessed 18 January 2010. For more information and data on NSCA see 

http://www.nazaha.iq/body.asp?field=news_arabic&id=1242&page_namper=p25  accessed 12 March 2015 
33 For through review and analysis of the released IEITI annual reports see this author  related articles on 

http://www.iraq-businessnews.com/category/oil-gas/ahmed-mousa-jiyad/  
34 For more information on IACA see http://www.nazaha.iq/pdf_up/2285/guide-A.pdf  (in Arabic) Accessed 12 

March 2015 
35 For example IACA organised in cooperation with the British IRCA a training workshop (12-16 July 2015) for 

Iraqi auditors on the international quality control systems. See, http://cabinet.iq/ArticleShow.aspx?ID=6352 

accessed 22 July 2015 

http://www.nazaha.iq/
http://www.goi-s.com/view.598/
http://www.nazaha.iq/body.asp?field=news_arabic&id=1242&page_namper=p25
http://www.iraq-businessnews.com/category/oil-gas/ahmed-mousa-jiyad/
http://www.nazaha.iq/pdf_up/2285/guide-A.pdf
http://cabinet.iq/ArticleShow.aspx?ID=6352


16 
 

 

Based on the above the scoring answer to this third question is both YES & NO  

 

Corruption in the KRG is no different though information on this issue is less exposed. A 

recent statement by Kurdish parliamentarian Ali Hamah Salih, from Goran/Change 

movement, asking KR President Masoud Barzani about the fate of billion US dollars, caused 

physical clashes inside the Kurdish parliament.36 Salih statement probably was prompted by 

recent allegation made to the Korea Times on March 9, by MP Chun Soon-ok of the main 

opposition party in South Korea, though such allegation was completely rejected by KRG.37  

 

Question Four 

Economic absorptive capacity: Does the country face problems absorbing the 

large public spending associated with oil and gas? If so, what steps have been 

taken? If not, what are the main problems? 

 

 

 

 

 

National absorptive capacity stands at the heart of development efforts in any country as it 

reflects and impacts the path, pace and outcomes of development. For a petroleum resource 

rich developing country, such as Iraq, sustainable development means the transformation of 

extracted depleting underground national asset (oil and gas) into over-ground national assets: 

human, physical and institutional capacities in an orderly, timely and cost effective manner. 

The core of the transformation is structural diversification: Horizontal (across the national 

economy-sectoral and spatial) and Vertical (in productive sector along their value chain). 

  

Petroleum production is generally characterized with existence of an economic rent, generated 

from the international oil prices. Economic rent (also called minerals or resource rent and, in 

petroleum business terminology a windfall profit) is simply the difference between the 

international oil prices and free-on-board production cost, including normal return on 

investment. At any given period the higher is the price of oil the higher is the economic rent 

for the producing country. Rent is very significant for developing countries with vast oil 

reserves and comparatively low cost of production, and it is simply the main source of 

revenues and foreign exchange, and thus financing development efforts in the country, as 

outlined above for Iraq.  

 

A fundamental feature of economic rent is that it is generated exogenously from outside world 

and accrued directly to the government, thus creating a condition of a renter State. Hence, 

                                                 
36 ShafaqNews, 16 March 2015 (in Arabic.); also on Almasalah http://almasalah.com/ar/News/50367/    accessed 

30 March 2015     
37 http://mnr.krg.org/index.php/en/press-releases/446-krg-statement-on-article-in-the-korea-times  accessed 15 

March 2015 

YES 

http://almasalah.com/ar/News/50367/
http://mnr.krg.org/index.php/en/press-releases/446-krg-statement-on-article-in-the-korea-times
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economic rent has, and could generate, substantial and deep-rooted impacts on the State and 

its economic, social and political performance and behavior. In fact some scholars argued that 

the availability of such exportable resources and the vast revenues they generate could prevent 

any desirable change on the political landscape in countries possessing these exportable 

natural resources.  

In economic and developmental terminologies and discourse three known concepts/ theses 

and their interrelationships have, over the years, been the focus of debate and analysis, these 

are: absorptive capacity, Dutch disease and resource curse.     

Absorptive capacity discusses the ability of the national economy to accommodate and 

productively utilize the influx of substantial foreign exchange revenues without been heated 

up dramatically.  In this sense it reflects a level of spending, for consumption and fixed capital 

formation-investment, over which would lead to accelerating inflation. Accumulation of 

foreign exchange/ asset and alike could also indicate to the inability of the country to absorb 

these accumulated assets.  

Structural and state of development reasons could constitute formidable determinants of the 

capacity absorption. This situation prevailed before the commencement of Iran-Iraq war in 

1980 when Iraq had accumulated an estimated $36 billion in foreign reserves assets.38       

Capacity limitation could be due to an imposed action such as the situation, which lasted from 

August 1990 to March 2003 when Iraq was under the most severe comprehensive and 

effective United Nations (UN) imposed sanction. Such de-jure limitation would deepen the 

problem of absorptive capacity by de-capacitating an already weakened capacity.     

Finally, also capacity limitation could be circumstantial due to civil unrest, lack of security 

and safety when such conditions prevent various economic activities from functioning in an 

orderly manner, such as the situation that has dominates post 2003 era in the country.  

 

Nevertheless, spending as such and even for investment purposes does not necessarily leads 

into fixed capital formation or indicate to real absorptive capacity, but it could very well 

indicate to corruption and appropriation of public funds earmarked for construction or 

reconstruction purposes. The above had expedited the calls for effective measures to insure 

good governance and shield the country from the attacks of the resource curse.  

Since the publication of the widely referred to study by Sachs and Warner 1997 many 

scholars brought to the forefront of discourse evidence which suggest countries that are rich in 

exportable minerals, such as oil, have been performing worse off than less endowed countries 

in terms of various economic, social and political performance measures, and this has become 

to be known as the resource curse thesis. Recent studies provide further but qualified 

assessment of this thesis.  

 

For the purpose of this study three measures will be used to assess the absorptive capacity of 

the Iraqi economy. The first reflects the source of funding development in the past, while the 

second is about the future; these two measures reflect the structural dependency on petroleum. 

The third measure is about the performance of investment allocation. 

                                                 
38 Ahmed Mousa Jiyad, “An Economy in a Debt Trap: Iraqi Debt 1980-2020.” Arab Studies Quarterly (USA), 

Fall 2001, 23: 4, pp15-58. 
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Historically, funding development is highly dependent on oil export revenues and this is 

manifested clearly through the contribution of these revenues in total budget revenues. During 

the period 2007 to 2015 the average dependence on oil revenues in total budget revenues 

exceeds 91%. In fact oil constitutes 100% of the commodity exports in 2012/3 and this lead to 

an increase in export concentration ratio (Herfindahl-Hirschmann Index) from 0.9553 to 

0.9805 between 2000 and 2013.39  

That tells much about the weak contribution of the non-petroleum sectors in generating 

revenues; this also indicates to a strong absorptive capacity limitation of these non-petroleum 

sectors. 

 

This weak contribution of non-petroleum sectors seems to remain as such in the future. Under 

National Development Plan 2010-2014 the dependence on oil revenues was projected to 

increase from 91.7% in 2011to 94.1% at the end of the plan period in 2014.40 Similarly, the 

current National Development Plan 2013-2017 expects an average of 94.6% dependency on 

oil revenues during the term of this NDP. But on an annual level the dependency is projected 

to increase from 93.5% at 2013 to 95.7% in 2017.41 

Hence oil dependency in both historical and future perspectives is obviously increasing and 

thus testifying an obvious national planning and development failure in introducing 

significant structural changes and diversification of the other real economy sector.  

 

The third measure is about performance in investment planning and implementation. The 

fiscal performance measure of actual spending to total investment allocation in the annual 

budgets is very indicative and meaningful to assess national economy absorptive capacity. 

Data for a ten year period (2004-2013) are used for this purpose in the remaining part of 

answering this fourth question. 

During this period Iraq allocated a total of 237.4 trillion ID ($203.6 billion) for investment 

purposes; but only 144.2 trillion ID ($123.7 billion) was actually spent, giving an overall 

average “fiscal performance” of 61% (but a simple liner regression function indicates that 

0.5863 of an investment allocation could only be spent, and this can be used to forecast 

investment spending in 2015) 

Moreover, the following Chart 13 indicates to two further disturbing observations; the first is 

the annual fiscal performance was not constant within a reasonable range, but it fluctuated 

widely between a minimum of 44% in 2007 and a maximum of 87% two years later (in 2009), 

and the second is that the fiscal performance decreases when investment allocation increases 

as indicated by the (black arrows) for years 2008, 2011 and 2013.  

 

All the above mentioned three measures clearly point at serious absorptive capacity 

limitations even when investment allocations are very low as was the case during the period 

2004 to 2007. This low level of absorptive capacity could be interpreted by circumstantial 

                                                 
39 See: UNCTAD, State of Commodity Dependence 2014, UN- Geneva, 2015. 
40 Based on data from the Ministry of Planning, National Development Plan 2010-2014, Baghdad  (summary of 

the NDP in Arabic). 
41 Ministry of Planning, National Development Plan 2013-2017, January 2013, Baghdad (Table. 4; Executive 

Summary of the NDP in Arabic). 
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conditions such as the invasion and deteriorated security and not necessarily due to structural 

causes or institutional weaknesses. Nevertheless, the general trends of the three indicators, the 

historical and future dependency rations and the fiscal performance, surely reflect the 

existence of many capacity gaps all contributing to low or modest absorptive capacity and 

thus low real development in the country.  

 

An outcome such as this cannot be explained by simply indicating to one factor or few. The 

issue deserves serious research on the main three interrelated dimension: the legal governing 

frameworks (Instruments); the entities or bodies that are involved and have a role to play 

(Institutions) and finally the policies and strategies that are or should be adopted (Policies) to 

attain the stated objectives.  

The above is vital for all levels: planning and formulation level; decision making level; 

implementation and execution level; and finally monitoring and evaluation level.  

 

Chart 12 

Investment allocation (InvAluc-blue line) and  

Actual Investment Spending (ActlInv- red line)- Trillion ID (2004-2013) 

 

 
Notes & Sources for Chart 12. Original data for different sources in addition to those mentioned for Chart 11 

compiled by this author/ consultant AMJ/ IDC&R.    

 

And since oil revenues were, are and will continue to be the most determinant factor in 

foreseeable future it is very important for Iraq to have a set of coping strategies that on one 

part takes the requirements of sustainable development; and on the other the fluctuating and 

volatile nature of export oil revenues reflecting regional and international economic, market 

and geopolitical conditions.  

Iraq has already gone-through two very serious situations of fiscal crises in second part of 

2008 and the current one in 2014/2015, which could reduce the national economic annual 
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growth rate to only 1% instead of the planned 8%42. Between these two “bust” periods there 

was a relatively “boom” era.  

This not too distant past must compel the decision makers and government to abandon 

“business as usual”,  “higher oil prices forever” and “2008 and 2014/5 price collapse are 

exceptions”  mentalities and way of thinking; instead develop pragmatic, well thought and 

feasible strategies that are translated into specific policies are what the country needs.  

For this purpose this paper proposes the following framework for coping strategies  

 

The Need for Coping Strategies 

Considering the above Iraq is bound to face many possible situations. The Iraqi decision 

makers should start from now to explore all possible situations pertaining to targeted capacity 

with clear vision, functional mission and relevant actions. 

There are four possible broad development scenarios, which are explored hereunder, and 

Strategy-Situation Matrix is suggested; they are presented in a conceptual not numerical form 

at this stage.  The four scenarios are envisaged under High/Low Incremental Production 

Capacity Utilization (HIPCU)/ (LIPCU) within High/Low Global Demand for Oil (HGDO)/ 

(LGDO), and summarized as follows:  

Honeymoon: This scenario occurs when global demand for oil is high enough to allow Iraq 

utilize 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 spare capacity 

available, and OPEC quota becomes redundant. 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 

utilize 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 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 utilization this could increase supply 

and might reduce prices and thus revenues, with faster resource depletion.       

Risky endeavors: 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.     

                                                 
42 According to a recent statement by the Ministry of Planning on 1 August 2015, see 

http://www.khabaar.net/index.php/permalink/49901.html   accessed 1 August 2015 

http://www.khabaar.net/index.php/permalink/49901.html


21 
 

Nightmare: this is the worst case scenario characterizes with low global demand for oil, 

lower prices and lower utilization 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 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.       
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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 crises monitoring system in 

place some indications and predictions could be made, and the same applies to the magnitude 

of each possible situation.  

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 plus 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.  

 

Therefore, Iraqi decision makers should have started serious professional dialogue on these 

possible situations and the needed feasible policies to protect from and mitigate their highly 

probable effects.  Never late than never, it is necessary for Iraq to learn the hard lessons of the 

crash in oil prices since June 2014 by 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.  

 

Table 4: 

Conceptual Situation/ Strategy Matrix 

 

  

Conceptual Situation/ Strategy Matrix 

The following is a brief description of an example for strategy components with relation to the 

four possible development scenarios. The intention here is to provide conceptual framework, 

Situation/ 

Strategy components   

Honeymoon Delicate 

balance 

Risky Nightmare 

Situation Analysis:      

Impacts /Results Assessment:      

Policy Options:      

Technical annex:      

Institutional and Legal Frameworks: 
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which can be elaborated and enhanced further by the official entity that would be in charge of 

formulating such strategies. 

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.   

 

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, etc., have to be 

developed with various methods for objective and independent verifications, etc. 

 

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 its 

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 output. On the other hand counter-cyclical 

policy could cushion the effects of the shocks on output.43 Fiscal, monetary and social policies 

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.     

 

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 

                                                 
43 For more details on this issue see UNCTAD, “The Financial crisis, macroeconomic policy and the challenge 

of development in Africa”. Note by the UNCTAD secretariat. TD/B/EX(50)/3. April 2010.  
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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 FOGL makes reference to 

the future fund. Since both proposed laws were stalled, the international experience in this 

regards could be very relevant to take into considerations.   

One of the many existing models of such institutions is the sovereign wealth fund-SWF. 

According to IMF analysis, five types of SWFs can be broadly distinguished based on their 

main objective: 

 Stabilization funds, where the primary objective is to insulate the 

budget and the economy against commodity (usually oil) price swings; 

 Savings funds for future generations, which aim to convert non-

renewable assets into a more diversified portfolio of assets; 

 Reserve investment corporations, whose assets are often still 

counted as reserve assets, and are established to increase the return on 

reserves; 

 Development funds, which typically help fund socioeconomic 

projects or promote industrial polices that might raise a country's 

potential output growth; and 

 Contingent pension reserve funds, which provide (from sources 

other than individual pension contributions) for contingent unspecified 

pension liabilities on the government's balance sheet. 

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.44  

 

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.  

 

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 it is as correctly stated by UNCTAD, ‘Without appropriate 

                                                 
44 On the IMF role see: http://www.imf.org/external/pubs/ft/survey/so/2008/POL03408A.htm ; Cornelia 

Hammer, Peter Kunzel,and Iva Petrova, “Sovereign Wealth Funds: Current Institutional and Operational 

Practices”, IMF, WP/08/254; Tao Sun and Heiko Hesse “Sovereign Wealth Funds and Financial Stability—An 

Event Study Analysis” IMF, WP/09/239; Peter Kunzel, Yinqiu Lu, Iva Petrova,and Jukka Pihlman “Investment 

Objectives of Sovereign Wealth Funds—A Shifting Paradigm”, IMF, WP/11/19; and Udaibir S. Das, Yinqiu Lu, 

Christian Mulder, and Amadou Sy, “Setting up a Sovereign Wealth Fund: Some Policy and Operational 

Considerations” ,  IMF,  WP/09/179 
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policies and institutions in place, there is an increased risk that the government revenues will 

do little to promote sustainable development.’45(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 a broader macroeconomic policy, which has 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 a 

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.  

 

Answering the first part of the fourth question: Does the country face problems absorbing the 

large public spending associated with oil and gas, must be YES. 

 

Key highlights, challenges and opportunities 

The review done in this part of the study identifies many serious capacity gaps at all levels of 

decision and implementation chains at federal, provincial and sub-national levels. The most 

serious, apparent and effective capacity gaps are evidently persistent in managing resource 

revenues, especially those allocated for investment purposes and the surplus at boom times. 

The country is in a desperate need to enhance human and institutional capacities by 

addressing and eliminating the identified capacity gaps at all levels.  

 

Corruption has an epidemic scale it takes different forms, uses variety of channels and 

represents the most formidable challenge in the face of optimal utilization of resource 

revenues for sustainable development. More is needed to combat corruption and minimize its 

negative consequences. The already taken measures need real and effective enforcement and 

the related others need enactment such as draft law on the “Right to Information”46, which 

could have is vital for enhancing people’s role and civil society organization-SCO in 

strengthening good governance, promoting transparency and accountability, and combating 

corruption.  

In this regard, Iraqi authorities could utilize the US Department of Justice “Kleptocracy Asset 

Recovery Initiative”47 to recover financial assets of corruption base deposited/invested in the 

US by Iraqis who hold dual citizenship; and as deterrent against future corrupting attempts.    

 

There are many international cooperation modalities providing excellent opportunities for 

capacity development to address chronic gaps’ institutional, systemic and human resources at 

different layers within the three branches of authority. But this requires critical, objective and 

                                                 
45 UNCTAD, World Investment Report-Transnational Corporations, Extractive Industries and Development-

WIR 2007.  
46 The first reading of draft law on the “Right to Information” was done on 26 September 2013 with no 

scheduled second reading; it has serial number 120 on the parliament website. 
47 On this Initiative see Arnold & Porter LLP, Global Anti-Corruption Insights Update on Recent Enforcement, 

Litigation, and Compliance Developments Summer 2014.  www.arnoldporter.com  

http://www.arnoldporter.com/
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professional stocktaking by both Iraq and its cooperating partners on how effective and 

successful these modalities are and what are the identified or parameters for their impacts.   

The table below summarizes scoring the questions for this part four. 

 

Table 5 

Scoring/ Benchmarking for questions of part four 

 

Does government use resource-revenues as an opportunity to 

increase the efficiency of public spending at the national and sub-

national levels? 
NO 

Administrative capacity: Has government strengthened its 

efficiently capability to invest resource revenues in the domestic 

economy (i.e. quality of expenditures)? 

 

NO 

Corruption. Does government take effective steps to reduce 

corruption in public spending? Where is corruption in public 

spending most problematic? 

YES/ 

NO 

Economic absorptive capacity: Does the country face problems 

absorbing the large public spending associated with oil and gas? If 

so, what steps have been taken? If not, what are the main 

problems? 

YES 

 

End of Part Four  
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