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The market, as measured by the Rabee Securities RSISX USD Index, was up 8.4% in September, and up 79.4% for
the year.

As argued here over the last few months, and most recently in “Market Rallies as it Begins to Discount the Budget’s
Passage”, that the three-year 2023-5 budget following its passage in June would lead to sizeable liquidity injections
into the economy. This in combination with the positive global macro-economic developments, will drive
economic growth that would eventually feed into meaningful growth in corporate profits, which in turn would
sustain the market’s current rally. The banking sector, in particular the top-quality banks, are likely to be key
beneficiaries of this emerging economic growth that would come with increased adoption of banking, and a move
away from the dominance of cash as both a store of value and a means of economic exchange. AFC Iraq Fund’s
investment thesis for the banking sector, as discussed in “Banks & the Iraq Investment Thesis” in February 2022,
argues that the increased adoption of banking would come with growth in bank lending resulting in an expansion in
the money circulating in the economy and consequently to increases in non-oil GDP’s growth rate and size. Over
time, banks’ earnings should grow substantially, leading to meaningful increases in their valuations, and ultimately
feed into much higher market multiples and higher share prices (*).

Evidence of this thesis in action can be seen from the latest Central Bank of Iraq (CBI) data on bank lending to the
private sector, which shows a continuation of the multi-year up-trend brought about by the relative stability that the
country has enjoyed over the last few years following decades of conflict (**). Lending to the private sector
increased by 11% for the year by July, following increases of 18%, 14%, and 23% in 2022, 2021, and 2020
respectively — following the 4% recovery in lending in 2019 after the lending stagnation as a consequence of
economic crisis brought about by the ISIS conflict and the fall in oil prices in 2014-17. Private sector deposits on
the other hand increased by 3% for the year by July, following increases of 27%, 20%, 17%, and 12% in 2022, 2021,
2020, and 2019 respectively. Interestingly, deposit growth year to date lagged loan growth, having outpaced it in
2021-2, indicating greater confidence by the banks. As such, the loan-deposit ratio, began to tick up during the year
indicating that current deposits can sustain further growth in loans (chart below).
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The increased lending to the private sector in combination with increased government oil revenues, has led to
increases of 5% for the year to July in the amount of money circulating in the economy, or broad money. This



comes on the heels of increases of 20%, 17%, 16%, and 8% in 2022, 2021, 2020, and 2019 respectively (chart
below). The trend in broad money’s monthly year-over-year growth over the last few years mirrors those for private
sector loans and deposits.
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The significant liquidity injections into the non-oil economy by the expansionary 2023-5 budget, should lead to a re-
acceleration in the year-over-year growth in bank lending to the private sector, private sector deposit growth, and
the amount of money circulating in the economy. The effects of such stimuli should lead to further recovery in
non-oil GDP, following the resumption growth in the first quarter of 2023 (chart below), which should feed into
meaningful growth in corporate profits further supporting the stock markets’ positive momentum.
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Finally, the market, as measured by the RSISX USD Index, even after its 79.4% increase year-to-date, is still 32.9%
below its January 2014 peak.

Notes:



* Prior market reviewed AFC’s banking investment thesis, banking developments, and earning profiles of two
of the country’s major banks:

e A combination of recent fundamental and technical developments, that promises to accelerate the adoption
of banking, and bring about a transformation of the sector and its role in the economy, in “Banks to Fuel
the Market's Next Phase”.

e AFC Iraq Fund’s investment thesis for the banking sector, in “Banks & the Iraq Investment Thesis”

e [Earnings profiles and business strategies of the National Bank of Iraq (BNOI) in “The Opportunity in
Retail Banking” in April 2022, and of the Bank of Baghdad (BOB) in “Banks and the Predictability of
Earnings” in November 2022.

(**)  One of the most promising recent developments in the economy is the meaningful capital investment by
businesses and individuals, brought about by the relative stability of the last five years following the end of the ISIS
conflict. While, these years were punctured by several shocks, such as the countrywide demonstrations in late 2019,
the assassination of Iran’s top general in Baghdad followed by the emergence of COVID-19 and the crash in oil
prices in 2020, the undecisive elections in 2021, followed by a year of a political impasse topped by political conflict
and violence in the summer of 2022. Nevertheless, these shocks were short-lived, and did not lead to self-
reinforcing cycles of violence and conflict along the lines of the past. As such, this relative stability provided a more
stable and predictable macroeconomic framework for businesses and individuals to operate in, and to plan for
capital investments on a scale not seen in the last prior decades of conflict; that in turn, should be sustained by the
population’s pent-up demand for goods and services to catch up with the rest of the wotld. These developments
were reviewed in prior market reports:

e “Construction Activity and Stability”, in July 2023.

e “Supermarkets and Stability”; in December 2022.
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