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The market consolidated its recent gains with both prices and turnover declining from those of the 
prior month. Average daily turnover declined by about 15% from that of the prior month with the 
second half of the month seeing even bigger declines in daily turnover (see chart below). The decline in 
turnover was paced by declines in the overall market with the RSISUSD Index down -2.6% for the 
month and up 16.9% YTD. 
 
 
 

Daily Turnover Index on the ISX (green line) vs its moving average (red line) 

 
(Source: Iraq Stock Exchange (ISX), Asia Frontier Capital (AFC)) 

 
 
 
Foreign buying declined significantly from the strong pace of the prior month but remained consistent 
and at relatively high-levels in contrast to the on-off buying patterns of last year. Foreign selling 
dropped to the lowest level over the last 12 months (see chart below) which taken with the continued 
buying, implies that the Iraqi equity market is still in the early phases of foreign inflows. 
  
 
 

Index of foreign buying (green) & selling (red) on the ISX 

 
(Source: Iraq Stock Exchange (ISX), Asia Frontier Capital (AFC)) 
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The increasing signs of the improvement in liquidity, discussed in recent newsletters, continued 
through the improvement in the market rates of the IQD vs. the USD.  Given, the dollarization of the 
economy, it follows that the strength or weakness of the IQD is a function of demand-supply balance 
for IQD and not a specific USD weakness or strength.  During the month the market price of the IQD 
vs the USD improved by about +1%, lowering the premium over the official exchange rate to its 
lowest point in a number of years to 2.1% from just under 6% at the end of 2017 (see chart below) 
 
 
 

Iraqi Dinar (IQD) exchange rate vs the USD Jan 2014 – Mar 2018 

 
(Source: Central Bank of Iraq, Iraqi currency exchange houses, Asia Frontier Capital) 

(Note: The Spike in 2015 was due to a CBI policy that restricted the sale of USD, but was abandoned alter after causing a rise in parallel rates) 

 
 
 
A great deal of this recovery is related to the recovery in oil prices and thus government finances that 
began in November 2016 as evidenced by the gradual decline of the premium over the official 
exchange rate from 10% in November 2016. The first visible beneficiaries were the country’s foreign 
reserves held with the Central Bank of Iraq (CBI), which increased to over USD 50bn by March vs 
USD 45.2bn at end of 2016, and the IMF’s estimates of USD 41.5bn by end of 2017. This was driven 
by less need for indirect monetary operations by the CBI to finance the budget deficit given improved 
government finances. 
 
The improved finances were manifested through the flexibility gained by the changed dynamics of oil 
prices, which over the course of the last 12 months had a sustainable positive effect on these finances 
as Iraqi oil prices averaged about USD 49/bbl throughout 2017 vs. 2017 budget assumptions of USD 
42/bbl, and YTD averaged about USD 61/bbl vs 2018 budget assumptions of USD 48/bbl. This was 
first expressed through a smaller budget deficit and thus less of a need for indirect monetary operations 
by the CBI and less borrowings, which should lead to greater flexibility for the government to allocate 
more resources to reconstruction and capital spending. 
 
Given the centrality of government expenditures to the economy and the declining cost of the ISIS 
war, the improved finances should be reflected by a return of liquidity to the economy, but, this is yet 
to happen. Historically the observed time lag between Y-Y changes in oil revenues and Y-Y changes in 
M2 has been about 7-9 months which suggests that M2 growth should see improvement over the next 
few months as the chart below implies: it shifts the Y-Y percentage change in M2 back by 9 months 
versus the Y-Y percentage change in oil revenues. However, this is complicated by the uncertainties 
and government paralysis ahead of the parliamentary elections on May 12th which will likely delay this 
recovery.  
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Oil Revenues (green) vs the RSISUSD Index (red) 

 
(Source: ISX Central bank of Iraq, Iraq’s Ministry of Oil, AFC.) 

(Note: M2 as of Dec. with AFC est.’s for Jan & Feb., Oil revenues as of Feb. with AFC est.’s for Mar.) 

 
 
 
The increased liquidity in the form of both local and foreign inflows reported over the last few months 
needs to be maintained for the market’s consolidation to lead to further recovery, and for this recovery 
to be sustainable. The backdrop continues to be positive as the sustained improvements in government 
finances should ultimately lead to better market action: historically the equity market, as measured by 
the RSISUSD Index, has tended to follow the improvement in government oil revenues with a time lag 
of 3-6 months as the chart below shows. 
 
 

Iraq’s Oil Revenues (green) vs the RSISUSD Index (red) 

 
(Source: Iraq’s Ministry of Oil, Rabee Securities, Iraq Stock Exchange, Asia Frontier Capital) 

(Oil revenues are as of Feb with estimates by AFC for Mar) 

 
 
Given the time lag involved and the election uncertainties, this will likely unfold over the next few 
months and the recovery will likely be in fits and starts with plenty of zig-zags along the way. 
This continues to underscore the opportunity to acquire attractive assets that have yet to discount a 
sustainable economic recovery. 
 
 
Disclaimer  
Ahmed Tabaqchali’s comments, opinions and analyses are personal views and are intended to be for informational 
purposes and general interest only and should not be construed as individual investment advice or a recommendation or 
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solicitation to buy, sell or hold any fund or security or to adopt any investment strategy. It does not constitute legal or tax 
or investment advice. The information provided in this material is compiled from sources that are believed to be reliable, 
but no guarantee is made of its correctness, is rendered as at publication date and may change without notice and it is not 
intended as a complete analysis of every material fact regarding Iraq, the region, market or investment.  

 


