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Introduction 

The Ministry of Finance (MoF) prepared draft budget law for 2016 and submitted it to the 

Cabinet for deliberation and approval. If the Cabinet approves the draft, as is, it will be 

forwarded to the Parliament for debating and enacting the related law. 

It is unlikely the process go smooth since revisions and amendments are expected from both 

the Cabinet and the Parliament. Hence, the aim of this brief intervention is to highlight the 

main features of the budget and assess its viability within the current and continuation of the 

fiscal crisis, which the country is suffering from since, at least, mid-2014.   

Revenues, Expenditures and Deficit 

2016 budget estimates Revenues at $71billion while Expenditures is estimated at $95.9 billion 

with planed Deficit of $24.9 billion (or 25.9% of total expenditures).  

Compared with the approved 2015 budget this year revenues are down by 25%, expenditures 

are down by 20% and deficit is down by insignificant margin (less than 2%); indicating 

further fiscal difficulties.  

Judging by previous experience and the acuteness of the fiscal crisis caused by the double-

shock of sharp decline in oil prices and Da’esh  (ISIS) effect, it is possible that both revenues 

and expenditures will be reduced further either by the Cabinet or the Parliament or by both. In 

his recent statement, on 14 September, the Prime Minister emphasized the need to reduce the 

huge government expenditures.   

Considering the envisaged oil export revenues it seems the adopted exchange rate this time is 

1183 ID per one US$; a minor devaluation of 1.4% compared with last year assumed 

exchange rate. This echoes with what the Governor of the Central Bank recent statement, on 

17 September, hinting at moderate devaluation of the Dinar “to increase revenues of the 

finance ministry”1, but carries the risk of inflation if the scale of devaluation is significant.  

 

Revenue Composition and premises 

Oil export is as usual constitute the main source of revenues (providing 83%) while non-oil 

sources contributing the remaining 17%.    

Oil export revenues estimates were based on three assumptions/ parameters: 

 Oil price of $45/ barrel; 

 Export volume at 3.6 million barrels per day (mbd) including; 

                                                           
1 As reported by Bloomberg, see http://www.iraq-businessnews.com/2015/09/17/central-bank-limited-risk-of-
devaluation/  accessed 19 Sept 2015 

mailto:mou-jiya@online.no
http://www.iraq-businessnews.com/2015/09/17/central-bank-limited-risk-of-devaluation/
http://www.iraq-businessnews.com/2015/09/17/central-bank-limited-risk-of-devaluation/
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 550 thousand per day (kbd), comprising of 250kbd from KRG operated oilfields and 

300kbd from Kirkuk governorate oil production (or NOC: North Oil Company), 

deliverable to SOMO.  

The following remarks are made on these assumptions. 

First; as the following chart exhibits the budget preparation and process has been off-target 

on both first parameters (oil price and export volume threshold) since 2006 up to 2015 

(average January to August) 

Chart 1: Oil Export Target in Budget Law (mbd-BL: Black Column-Right Side), Actual 

Oil Export  (mbd-Ac: Green Column-Right Side), Oil Price adopted in Budget Law ($/b-

BL-Red Line Left Side) and Actual Oil Price (($/b-Ac-Blue doted line-Left Side) 

 

Source for Chart 1: Author computation based on the related Budget Laws and Iraqi average oil prices from 

Ministry of Oil website.  

From 2006 until mid-2014 oil price deviation was positive because the actual price was much 

higher than the adopted price in the annual budget laws; that has compensated the deviation in 

export volumes and, in fact, generated surplus in oil revenues. That was not the case since 

July 2014 when both parameters went into a negative territory: both oil prices and export 

volume were much below than what was adopted in budget law for 2015.  

The above persistent deviation on both parameters indicates, in an unambiguous fashion, to 

either serious lack of planning capacity or “politicization effect” or both in impacting these 

two budgetary parameters.  

When it comes to oil price estimation it is always better to be on the safe side by adopting 

conservative estimate, especially during a down-turn environment (such as the one prevailing 

since July 2014) to avoid crushing price-related fiscal deficit. 
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It is very well understandable that it is rather difficult to predict oil price accurately due to the 

many international factors affecting it such as market fundamentals; geopolitical factors; 

exchange rate, different types of inventories and strategic reserves; hedge funds, money 

managers, various financial derivatives and speculators among others.  Nevertheless, it is both 

unwise and damaging to assume and adopt high oil price when trend is heading southward, as 

was the case in budget 2014. 

Since June 2014 average Iraqi oil price has been on the decline from $102.61/b to $41.099/b 

in August 2015. Also most industry analysts and energy experts see no sign of recovery in the 

international oil prices in the short to medium terms.  

 

Against such significant uncertainty it could be unrealistic to adopt a price of $45/b for budget 

2016. The coming three months may shed more light on the prospect of oil prices during next 

year; thus  budget planners ought to keep watching eyes on oil price movements before 

endorsing or revising the $45/b price. 

     

Except for political reasons (to satisfy a given government expenditure) it is rather unclear 

why the estimation of export volume has been wrong all the time. The Ministry of Oil has, or 

should have, the technical and managerial capacities to estimate accurately both oil 

production and oil export volumes. However, statistical data clearly indicates that the failure 

to attain export threshold was   primarily due to reduction in production and exports from 

North Oil Company and non-delivery by KRG of the volumes committed in the related 

budget; as discussed below.   

Anyway if the experience of the last ten years has any meaning, budget 2016 will likely be 

off-target again; but it remains to be seen by how much deviation on each of the two 

parameters.   

Second, when talking about oil price for 2016 the Ministry of Finance has to keep in mind the 

average price for “Iraqi crudes” NOT the price for Brent benchmark. 

Until recently SOMO markets two crude grades: Basra (comprising  oil produced mostly from 

southern oilfields by South Oil Company, Missan Oil Company, Wassit and Thi Quar 

provinces) and Kirkuk (comprises oil produced by North oil Company and Midland oil 

Company).  

 

Since June/July this year SOMO began marketing three crudes: Basra, Basra heavy and 

Kirkuk. In terms of geographical locations and market configuration Iraq has four markets: 

Asian, European, Americas and minor regional deliveries.  

 

Practically, SOMO pricing mechanism uses different pricing formula for each of the three 

crudes to its market destination with different marker crude and different values for other 

variables in the pricing equations, such as API, freight and market differential.  
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The above leads to price differential between Brent (as major international crude benchmark) 

and the average export price for Iraqi crudes. Chart 2 below demonstrates such price 

differentials (in favor of Brent). 

Chart 2: Brent Price Differentials ($/b-Blue colored) January 2012-August 2015 

 

Source for Chart 2: Author computation based on Iraqi average oil prices from Ministry of Oil website and on 

Brent price from Oslo Bourse website.  

Price differential (in favor of Brent over Iraq crude oil export prices) follows typical “Yoyo” 

pattern, peculiar to oil price movement during trading sessions, but the trend line (Red colored 

straight line) is moving upward indicating increasing price differential in favor of Brent. 

During the eight months of 2015 the differential varies between $11.83/b in February and 

$6.40/b in August.  

One could speculate that reduction in price differentials during June-August 2015, could be 

explained by the effect of introducing the third crude grade (Basra heavy) through two ways; 

first is due to reduce the negative impact of blending practices that had dumped oil price and 

second; increase marketing of the Basra heavy produced from the licensed oilfields and 

destined to Asian Markets. SOMO’s data indicates, generally, higher oil prices for the Asian 

markets compared with both European and US markets. But this tentative explanation needs 

further examination by SOMO.  

However, the fact remains that what should be adopted in the budget as oil price threshold 

should be lower than Brent: SOMO and the Ministry of Oil should have the capacity to 

estimate the reasonable differential from Brent taking into consideration various forecasts 

done by credible international entities. In this regard, both SOMO and MoO ought to be aware 

that first, oil price forecasting is not sacrosanct; second they are not static and third, there are 

many forecasts with, sometimes, significant deviations from each other.  
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The following chart 3 exhibits how monthly Brent price forecast keeps changing reflecting the 

reality of various factors affecting trading patterns and their consequences on forecasting oil 

price.     

 

Chart 3: Brent Price Monthly Forecast for 2015 & 2016 ($/b) 

 

Source for Chart 3: Author computation based on data collected from EIA (US) monthly Short Term Energy 

Outlook.  

As indicated above Brent price forecast for 2016 have been on the decline from $75/b in 

January to $59 in September 2015. In the mean-time the September forecast for 2015 is 

ca.$55/b.  

Most credible analysts, known entities, international banks and financial institution among 

others agree that oil prices has not reached the bottom yet; but there is no consensus on what 

that bottom will be, when it will happen and how long it last there before reversing course for 

recovery upward.      

Against such a backdrop SOMO, MoO and MoF have to consider carefully the proposed 

$45/b and the likelihood or otherwise of attaining such a price during 2016. 

KRG Contribution and Compliance 

Draft budget 2016 incorporates similar conditions and provisions that were adopted in 

previous budget regarding KRG contributions of 550 kbd as outlined above in return for 

allocating 17% of actual expenditures adjusted for sovereign obligations and other 

requirements mentioned in the draft budget.  

Many relevant remarks ought to be made on the above provisions: 

First, data and information from previous budgets indicate that KRG never delivered oil 

volumes; and both federal government (IFG) and KRG accused each other for such non-

compliance, though evidences support more the IFG positions than KRG; 
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Second, the 550kbd comprises 300kbd from Kirkuk governorate, which is constitutionally 

outside Kurdistan Region-KR until article 140 of the Constitution is fully applied in the 

future. Considering this fact one need to examine thoroughly what 550kbd entails and implies.  

In budget 2015 the 550kbd constitutes ca. 17% of oil export threshold, while the KRG oil 

(250kbd) constitute only 7.58% of that threshold, in return to which KRG gets 17% of actual 

budget expenditures adjusted for sovereign obligations. For budget 2016 the 550kbd 

constitutes ca. 15.3% and KRG oil (250kbd) constitutes only 6.9%.  

The above implies that the adjusted 17% of KRG share in the budget actual expenditures has 

to be reduced further corresponding to the decline in its contribution. Moreover, much of 

KRG exports during 2015 have been done independently and significant part of such export 

was from Kirkuk oilfields. 

 

Third, available information tells that oil production in the KR could reach 850 kbd (from 12 

PSCs) by the end of the year.  Moreover, the KRG’ Minister of Natural Resources asserted, in 

an interview with KNN Tv 12 September, that total independent oil exports from the Region 

through Ceyhan-Turkey has reached 700kbd in July.   

Assuming KRG delivers the 550kbd to IFG through SOMO, revenues generated from the 

remaining 600kbd (850kbd-250kdb) or 450kbd (700kbd-250kbd) should be deducted from 

KRG share of the adjusted 17%. Related provisions in Budget 2016 should address such 

eventuality, especially in Article 30 of the draft budget law. 

 

Fourth, the frequent sabotage and outages of the Pipeline on the Turkish side could constitute 

major and serious threat to export flow through Ceyhan; replicating the experience on the 

Iraqi side that left the ITP idle between April and September 2014 and thus crippled that rout 

of export.  

Finally, the draft budget law comprises, like the previous budget laws, a reciprocal option for 

non-compliance if the other party (IFG or KRG) defaults on its commitments; provisions for 

settling outstanding fiscal issues since 2004; and the revision of the KRG 17% share 

depending on population census, among other related issues. All of them are complex 

contentious issues that have not been resolved in the past and the prospect of resolving them 

in 2016 is almost none! 

Considering the above, it seems export target of 3.6 mbd could be realized only if KRG 

delivers the 550kbd fully, smoothly and without serious and prolonged interruptions. The 

highest export  from other parts of the country was 3.065mbd was in July this year and it is 

doubtful that additional export  of 540kbd could be realized by the end of this  year to 

compensate KRG’ non-compliance. This means there is very high uncertainty in attaining 

what the draft budget envisages for 3.6mbd oil export threshold.  

Expenditures Allocations 

Total expenditures were estimated at $95.9 billion divided between investment allocation 

(26.9%) and (73.1%) earmarked for current expenditures.  
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Both investment and current expenditures are allocated to and among the following entities: 

the Parliament; the Precedency of the Republic; the Council of Ministers; Kurdistan Region; 

22 Federal Ministries and 9 non-ministerial entities.    

For very understandable reasons “energy” and “security” sectors take significant chunk from 

total expenditures; ministries of Oil and Electricity take 19.7% of Total Expenditures, while 

ministries of Interior and Defense take 18.4%.  

On the Investment allocation the energy sector takes more than half of total allocation with 

Ministry of Oil takes 42.7% and Ministry of Electricity takes 9.8% of total investment 

allocations.  

As was the case in the previous budget the Minister of Oil can request the Prime Minister and 

the Minister of Finance to issue, when needed, external bonds for a maximum of $12 billion 

to cover IOCs entitlements. This implies that the pace of oilfield development continues 

unabated despite the fiscal crisis and despite the reported request by the MoO/PCLD asking 

IOCs to be conservative in their plans for 2016!2     

In a recent statement the Minister of Oil said the ministry has paid $9 billon to IOCs for 2014 

as well as entitlement pertaining to first quarter 2015; payment for second quarter will be paid 

soon and dues for third quarter scheduled for payment before the year ends. IOCs entitlements 

for the fourth quarter usually deferred to the following year.3 

Except the $9billion the Minister did not specify the amounts paid or will be paid for the first 

two quarters of 2015. It is worth mentioning that oil export revenues up to end August totaled 

$35.429 billion.  

 

Kurdistan Region takes 12.2% of total budget expenditures; the KR share in Current 

expenditures is 11.2% and in investment allocation is 14.9%. 

Financing Fiscal Deficit and the Danger of Debt-Trap 

As mentioned earlier the draft budget assumes planned Deficit of $24.9 billion (or 25.9% of 

total expenditures). 

The budget envisages half of the deficit will be financed externally through specific sources 

such as the World Bank, IMF, Islamic Development Bank, Special Drawing Rights-SDR, 

Japan International Cooperation Agency, deferred payment loan for investment projects, and 

Qatar National Bank.  

The remaining fiscal deficit will be financed from FDI recycled balance, domestic bonds 

issued through state banks and external bonds.  

Internal and external borrowings are among the usual policy options to finance budget deficit. 

However, Iraqi decision makers and those directly and indirectly involved in this specific 

issue should be extremely careful not to take the country gradually, and again, into debt-trap. 

This is more so when it concerns non-governmental private source of funding such as Euro-

                                                           
2 http://www.iraq-businessnews.com/2015/09/15/iraq-to-iocs-low-spending-plans-for-2016/  accessed 19 Sept 
2015 
3 http://www.imn.iq/news/view.74410/  accessed 25 August 2015 

http://www.iraq-businessnews.com/2015/09/15/iraq-to-iocs-low-spending-plans-for-2016/
http://www.imn.iq/news/view.74410/
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loans and banking agreements, company financing through deferred payment loans for 

investment projects among others.  

Transparency matters, especially for the recently concluded external bonds and related 

arrangements. Information on these deals indicates to high interest rates of above 10% and 

expensive management fees, among other unfavorable conditions.  

The danger of such harsh conditions they set precedents that could be difficult to change for 

the forthcoming deals. This reminded me of the first Rafidain Bank-UBAF Euroloan 

agreement of early 1980s   

 The Ministry of Finance has to disclose all terms and conditions pertaining to each loan 

agreement, such as the borrowed amount; Interest rate and its type (simple or compound; 

fixed or floating); default/ penalty interest rate; the currency of the loan; the source of 

funding/lending; number and magnitude of installments; grace period before the 

commencement of repayment, duration and maturity of the loan; management, reservation 

and other fees; the legal instrument governing the loan, among many other important issues. 

 

Constitutionally, the parliament must have a say in and approves each of such loans; thus 

parliamentarians and related parliamentary committees are expected to be conversant with all 

aspects relating to each loan considering the economic burden of external borrowing. 

External borrowing has very serious impact on the sovereign credit worthiness and 

accordingly, on the cost of borrowing: lower credit worthiness is usually interpreted as high 

risk and thus borrowing cost tends to be high and vise-versa.  

 

Negotiating team (for each loan) should include legal, financial, banking and technical 

expertise depending on the case/ project and the beneficiary entities; the subject matter of the 

deal. The final decision should be within the prerogative of the Cabinet subject to the legal 

endorsement / approval by the legislative authority: the Parliament.  

 

Special attention should be given to provincial/ governorate authorities to prevent any 

independent action to avoid costly and unfavorable borrowing condition that could increase 

the country debt exposure and eradicates its credit worthiness.  

 

Finally, it is advisable to benefit from the extensive Iraqi experience in managing defer-

payment arrangements, debt and project financing during the 1980s. I and others at the 

External Economic Relation Committee of the Council of Ministers had negotiated all of such 

deals, and that experience and its operating modalities are very helpful to avoid the risk of 

slipping into costly debt-trap.        

Hence, Iraqi authorities are strongly advised to establish “Special Unit for External 

Borrowing” attached to the Council of Ministers mandated to address all and every loan 

agreement prior to, during and follow-up the concluding deal; and provide technical support 

and advice to various state entities on matters of deferred-payment, loans and external 

borrowings.   
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Lessons not learned 

In my recent contribution to a conference in Beirut I highlighted the lost opportunities due to 

not learning the lessons of oil price cyclicality and resulting fiscal crisis of the state in Iraq 

between 2008 and 2014/5.4  

Briefly and making long story short and in terms of oil export revenues Iraq went through  a 

Honeymoon period between Nightmare (fiscal crisis) situations; but lost the opportunity to 

manage properly or invest effectively the revenues generated from oil export.  

One chart says it all.  The following chart 4 exhibits the declines in Iraqi oil prices in August 

2008 followed by significant recovery before diving again since July 2015. In the mean timed 

oil exports increased, in a fluctuating manner, gradually exceeding a 3mbd threshold. 

    

The first Nightmare of 2008 occurred:  

 When oil prices collapse, partially due to Lehman Brothers & the Financial 

Derivatives, lasted for six months followed by upward movement;  

 American presence helped to shore-up; 

 At the end of 2007/8 domestic violence;  

 Modest budge (expenditures of $59 billion for 2009) ;  

 Revenues in first half of the year shouldered the decline in the second part of the year; 

 Kirkuk/NOC oil flows normally;  

 DFI surplus;  

 No IOCs claims.  

 

 

Chart 4 

Iraq’s Oil Exports (mbd-RS) & Prices ($/b-LS): July 2008-August 2015 

 

                                                           
4 Political and Economic Impacts of Lower Oil Prices on the Middle East, organized by The Lebanese Center for 
Policy Studies-LCPS, 16 September 2015, Mövenpick Hotel – Beirut 
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Source for Chart 4: Author computation based on data on volume of oil exports and average oil prices from 

Ministry of Oil website. 

The second Nightmare situation began since July 2014 with no prospect insight for its end. 

The following anecdotal remarks highlight the severity and depth of the fiscal crisis. 

 Oil price collapse coincided with the fall of Mousil (Da’esh effect); 

 A year without budget 2014;  

 DFI balance almost depleted;  

 Prolonged price decline with no prospect for a floor or reversal in sight;  

 Increased IOCs claims for cost recovery and remuneration fees; 

 Significant planned and actual budget deficit;  

 KRG independent export and annexation of Kirkuk oilfields; 

 Kirkuk Oil/ NOC production & export contribution declined sharply; 

 Massive demonstrations due to lack of services;   

 The American factor is more disturbing or foggy to say the least;   

 Baiji refinery destruction and increased burden of importing petroleum product;  

 Da’esh impacts on oil/ gas development: Akkas, Mansoreya, Qayara/Najma;  

 Relied on KRG commitment (550kbd) though KRG compliance with any previous 

obligations that led to accumulation of over billions in claims & counterclaims since 

2004; 

 Massive IDPs : over 3.2 million & associated humanitarian costs; 

 Increasing military expenses;  

 Despite falling oil prices the budget 2015 adopted $56/b and continued on high current 

expenditures;  

 GDP growth rate reduction from planed 8%% to 1% in 2015;  
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 Increased poverty rate with significant provincial variations;  

 Recently Ministry of Planning-MoP declared are currently 9 thousands projects with 

estimated cost of 259 trillion ID, including those not yet awarded and others facing 

problems or were considered for political not economic feasibility reasons. MoP 

suggests the continuation of only 6 thousands and thus reduce the cost by 150tID5; 

 

As chart 5 shows, the accumulated Oil Revenue Deficit during the first half of 2015 implies 

that oil export during the second half of the year has to be at least 4mbd (at budgeted $56/b); 

but since both are not feasible the actual deficit in oil revenues could be doubled.  

Chart 5: Budgeted, Actual & Deficit in Oil Export Revenues ($million):  

January-August 2015 

Source & notes for Chart 5: Author computation based on data on volume of oil exports and average oil prices 

from Ministry of Oil website. Brown Columns: Actual Oil Export Revenues; Blue Columns: Budgeted  Oil 

Export Revenues; Red Columns: Actual Fiscal Deficit in Oil Revenues; Red Line: Accumulated Actual Fiscal 

deficit in Oil Revenues.   

Similarly, KRG has to deliver to SOMO at least 800kbd during the second half to equalize its 

budgetary obligations; but again it is not expected that KRG complies to such a level for 

technical/logistical reasons and political considerations.       

Concluding Remarks 

Both sides of the proposed budget 2016, Revenues and Expenditures, could be revised 

downward by the Cabinet and/or the Parliament. Time will only tell how far and in what items 

that reduction will be;   

 

                                                           
5 http://almasalah.com/ar/news/59041/%D8%A7%D9%84%D8%AA%D8%AE%D8%B7%D9%8A%D8%B7-
%D8%AA%D9%82%D8%AA%D8%B1%D8%AD-%D8%AD%D8%B0%D9%81-
%D9%85%D8%B4%D8%A7%D8%B1%D9%8A%D8%B9-%D8%A8%D8%B3%D8%A8%D8%A8-
%D8%A7%D9%84%D8%A3%D8%B2%D9%85  accessed 23 August 2015 
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http://almasalah.com/ar/news/59041/%D8%A7%D9%84%D8%AA%D8%AE%D8%B7%D9%8A%D8%B7-%D8%AA%D9%82%D8%AA%D8%B1%D8%AD-%D8%AD%D8%B0%D9%81-%D9%85%D8%B4%D8%A7%D8%B1%D9%8A%D8%B9-%D8%A8%D8%B3%D8%A8%D8%A8-%D8%A7%D9%84%D8%A3%D8%B2%D9%85
http://almasalah.com/ar/news/59041/%D8%A7%D9%84%D8%AA%D8%AE%D8%B7%D9%8A%D8%B7-%D8%AA%D9%82%D8%AA%D8%B1%D8%AD-%D8%AD%D8%B0%D9%81-%D9%85%D8%B4%D8%A7%D8%B1%D9%8A%D8%B9-%D8%A8%D8%B3%D8%A8%D8%A8-%D8%A7%D9%84%D8%A3%D8%B2%D9%85
http://almasalah.com/ar/news/59041/%D8%A7%D9%84%D8%AA%D8%AE%D8%B7%D9%8A%D8%B7-%D8%AA%D9%82%D8%AA%D8%B1%D8%AD-%D8%AD%D8%B0%D9%81-%D9%85%D8%B4%D8%A7%D8%B1%D9%8A%D8%B9-%D8%A8%D8%B3%D8%A8%D8%A8-%D8%A7%D9%84%D8%A3%D8%B2%D9%85
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There could be a high risk in adopting the $45/b as a threshold for estimating revenues for 

2016 budget;  though it is difficult to suggest a specific price level it is wise to consider and 

adopt a price below $40/b. 

 

A significant degree of uncertainty could face the realization of 3.6mbd oil export due mainly 

to KRG non-compliance, especially during the first half of 2016. Hence, the Ministry of Oil 

should suggest a feasible target taking into considerations the approved (reduced!)  2016 work 

programs and related budgets submitted by the related IOCs.    

 

The risk of dragging the country into costly debt trap is real and disturbing. Thus it is highly 

recommended to consider this matter fully, carefully and effectively by creating the needed 

institutional and human capacities and developing related national policy guidelines and 

working modalities; they are clearly absent for the time-being!!  

The proposed budget lists many external sources of funding with specific amounts; but 

nothing were mentioned about the terms and conditions attached to each case. It is absolutely 

vital to be transparent fully and truly; and the Parliament must exercise its oversight and 

legislative prerogatives in this regards before things get out of control; as it appears to be the 

case so far!. 

 

      

Norway 

23 September 2015 

 


