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The emphasis on investment as a basic and strategic component 
of a country's economic and social development should perhaps 
not be overdone. It is not, of course, the only component, for 
there are other strategic factors, such as entrepreneurial ability, the 
required skills and know-how, the efficient utilization of resources, 
politicaJ and social stability, and other elements that complement 
the factor of capital. But investment remains one of the most 
important determinants of a country's economic growth. An ex­
amination of Iraq's investment policies at this point is thus quite 
timely, particularly in view of the special conditions the country 
is currently experiencing after its emergence from a war that proved 
long, costly, and far-reaching in its economic and social ramifi­
cations. 

Naturally, macroeconomic policy (financial, monetary, trade, 
price, and wage), as well as foreign exchange, plays a major part 
in investment policy and in determining general investment trends. 
They also have important implications for development strategies 
and thus for investment strategies in general. 

Our aim in this study is to examine the investment policies of 
Iraq and their evolution from 1 950 to the present, focusing on 
volume of investments, their sectoral distribution and impact on 
development, the relative share of the public and private sectors, 
the position taken regarding foreign investment in the country, 
and the role of macroeconomic policies and their effecti vencss in 
this regard. 

lt will become apparent in the course of this discussion that three 
strategic variables were most influential in the determination of 
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Iraq's investment policy and trends for the period under consid­
eration. These are 

• The oil factor, or more specifically, oil production, exports, 
and revenues, and the foreign exchange generated. (Iraqi in­
vestments, which contain a high foreign component, were 
heavily dependent on this factor.) 

• The social imperatives of the ruling party. 
• Political changes that have occurred in the country since the 

fifties and seventies. 

These three variables directly influenced general trends in the 
country's investment policies in terms of the role of the public 
and private sectors, the role of domestic investment, and, finally, 
in terms of the nature and impact of international monetary, fi­
nancial, and development policies on these national investment 
policies. 

Perhaps the most important activities reflecting such policies were 
the national construction and development plans announced by suc­
cessive governments during the four decades since 1950. It is both 
natural and logical co rum to these primary sources for basic infor­
mation on the evolution of investment policies in Iraq during this 
period. But the emphasis will ultimately be on contemporary in­
vestment policies, that is, those of the late 1980s. However, this 
period is marked by Iraq's recent emergence from a hard and pro­
tracted war that dragged on for some eight years. The war was a 
major factor behind the reconsideration of a number of economic 
and social imperatives that had prevailed in the seventies and the first 
half of the eighties. It will become apparent in the course of this 
study that political changes in 1958 and in the decade that followed 
led to basic changes in the country's investment policy. Oil was also 
pivotal in inducing change during the fifties, and then again in the 
seventies. However, at every stage, the social and political perspec­
tives of the ruling party tended to color the general direction of these 
changes, because the process of development in Iraq-and thus Iraq's 
investment policies-was not subject only to economic considera­
tions but also to other, noneconomic considerations. These none­
conomic considerations nevertheless permit one to gauge the achieve­
ments of the policies, their performance, their shortcomings, and 
their evolution in terms of size, direction, and impact in every sphere­
economic, social, and political. 



©International Monetary Fund. Not for Redistribution 

206 Abdei-Monem Seyed Ali 

Given these (noneconomic) considerations, which were linked 
in turn with the economically and politically strategic factor of 
oil, our examination of the evolution of Iraq's investment policies 
over the past four decades will be within the framework of the 
economic and political changes that occurred during that period. 
The first stage is from the early fifties up to 1958, the second is 
1 958-64, the third, 1964-68, and finally, 1968 to the present. A 
significant part of the long stretch from 1968 to the present was 
dominated by the war between Iraq and the Islamic Republic of 
Iran, which continued until August 1 988. This phase witnessed 
important economic developments that began in 1982 and acquired 
practical importance for Iraq's investment policies as of 1987. These 
developments will continue to have a major impact on investment 
policy well into the next decade. 

In this context, our investigation of Iraq's investment policies 
has been divided into four parts. The first part considers the evo­
lution of these policies in terms of the development plans approved 
during each phase, namely, the decade of the fifties up to 1958, 
the sixties up to 1 968, the seventies up to 1980, and finally the 
war years of the eighties up to the present. For each phase, we 
shall consider the volume of investment and sectoral allocations 
after discussing briefly the economic and noneconomic factors 
influencing every aspect of investment policymaking. 

The second part of this study considers the status of these policies 
vis-a-vis the public sector, private sector, and the role of each in 
the national economy. 

The third part considers briefly the position adopted regarding 
foreign investment in the country, while the fourth part attempts 
to examine the role of macroeconomic policies in the national 
economy generally. This includes the effectiveness of financial, 
monetary, price, and trade policies, foreign exchange, wages and 
salaries, and the impact of these variables on the size and mode of 
capital formation, on economic resource utilization and distribu­
tion between the various productive sectors, on the amount of 
foreign exchange earned, on the balance of payments, and, finally, 
on the level of economic performance in general and economic 
growth in particular. 

This examination should enable us to arrive at definite conclu­
sions regarding investment policies in [rag and to forecast just 
what can or cannot be achieved during the next decade, within 
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the limits of uncertainty that such forecasting entails and the rel­
ative conservatism of our estimates. 

Investment Policies, 1950-58 

Oil began to play a significant role in Iraq's economy during 
the early fifties, helping to finance the Government's budget as well 
as development projects. The starting point was the increase in oil 
revenues that began in 1951, following the fifty-fifty profit-sharing 
agreement on royalties, which had motivated the Government 
to establish Iraq's Development Board in 1950. The Government 
assigned 70 percent of these oil revenues to the Development Board 
to finance major capital development projects in the country. The 
Board was charged with preparing development plans that the 
Ministry of Development, established in 1 953, proceeded to exe­
cute and finance, passing both responsibilities on to the ministries 
concerned once the process was under way. However, the Board's 
tasks did not include economic policymaking for the country as 
a whole, nor were the institutions directly concerned with the 
development process, such as the Industrial Bank and the Agri­
cultural Bank, subject to the Board's authority. Neither was the 
Board permitted to manage the investment of private sector sav­
ings or interfere in the preparation of the government budget or 
guide financial and banking institutions or even control the supply 
of foreign exchange earnings. Its functions were restricted to pre­
paring development programs and executing only the programs 
assigned to it with the oil revenues so allocated. 1 

Be that as it may, the large increase in oil revenues during the 
early fifties, and the establishment of the Development Board with 
its assignment of 70 percent of these revenues to investment ob­
jectives, marked the advent of a new economic policy based on 
large-scale government planning and involvement, and with that 
a dynamic and high1 y centralized in vestment policy. These de­
velopments were preceded in the period immediately following 
the Second World War by the establishment of the Industrial Bank 
and the Agricultural Bank. Both provided long-term loans for 
investment and development ventures, clearly illustrating the trend 

'Jawad Hashim and others, Appraisal of Eco11omic Growth i11 Imq, 1950 - 1970. 
Part II, "Developing Commodity Sectors," pp. 196-97. 
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toward encouraging private sector participation in government 
investment ventures, especially in industry. The subsequent emer­
gence of the Development Board served to reinforce this trend 
further. 

During this time, the Government was influenced by a number 
of reports and studies undertaken by specialized foreign missions. 
These also contributed to an explanation of the Government's 
economic and investment policies, whether aggregate, sccroral, or 
geographic. The reports were placed at the disposal of the De­
velopment Board, and a brief description of each follows. 

• The Jnternational Bank for Reconstruction and Development 
(IBRD) report, The Econo111ic Development of Iraq.1 This 1 952 
report called for establishing a balanced government invest­
ment plan and improving the country's irrigation potential, 
dams, roads, agriculture, health, and educat1on; in other words, 
investing in infrastructure and utilizing agricultural output and 
oil to establish industries that were tailored to meeting basic 
domestic requirements. The IBRD mission urged the Gov­
ernment to encourage private investors rather than to assume 
ownership of projects. The mission's report became the basis 
for the Development Board's investment policies and the de­
velopment work that followed. 3 

• The Danish economist, Carl Iversen's A Report 011 Mor1etary 
Policy in Iraq, 1954.4 Iversen emphasized the need for a mon­
etary policy that can secure the maximum possible economic 
balance and stability, expanding in a stable fashion to avoid 
inflation while maintaining adequate foreign exchange re­
serves. He underscored the need for coordination between 
monetary policy and investment spending by the Develop­
ment Board, and the need to base this spending on coordi­
nating expenditures and earnings on the one hand and ex­
penditures and resources available for project implementation 

2lnternational Bank for Reconstruction and Development, The Eco11omic De­
velopmellt of Iraq, Report of a mission organized by the IBRD at the request of 
the Government of Iraq (Washington: IBRD. 1952). 

3Kathleen M. Langley, The llld11strinlizatio11 of iraq (Cambridge, Massachu�em: 
Harvard University Press, 1962), p. 83. 

•Carl Iversen, A Report 011 Mo11etnry Policy ;,, Iraq (Baghdad: National Bank 
of Iraq. 1954). 



©International Monetary Fund. Not for Redistribution 

9 • I NVESTMENT POLICIES IN IRAQ, 1950-87 209 

on the other. His conclusions prompted the Government to 
take seriously the threat of inflation that was expected, and 
in turn impelled it to adopt a free import policy consistent 
with the continuous spending on development typical of de­
velopment programs at that time. 5 The report also argued 
that industrialization was not a strategic factor in develop­
ment, although Iversen did appreciate the importance of in­
dustrialization over the long run. 

• Lord Salter's report ( 1 955), The Develop111e11t of Iraq: A Pla11 
of Action.6 Salter emphasized the importance of the country's 
natural resources, especially arable land and abundant water, 
and the need to give greater attention to irrigation, drilling, 
and agricultural development. He also drew attention to pop­
ulation growth and the constant increase in the demand for 
food. Agricultural development was necessary for both meet­
ing domestic demand for food and increasing exports. He did 
not regard industrialization as urgent and called for limited 
industrial growth, which was both desirable and inevitable, 
affirming that the Development Board should invest some of 
its resources in projects leading to rapid and substantial re­
turns, in particular large-scale housing ventures. Salter's re­
port prompted the Board to form a special division for hous­
ing affairs, in addition to irrigation projects and the provision 
of immediate assistance to farmers, all of which would benefit 
every stratum of society. 7 

• Arthur D. Little report (1952), A Pla11 for Ind11strial Develop­
ment. 8 This company drew up an industrial scheme that would 
provide, at a cost of 43 million Iraqi dinars, direct employment 
for 35,000 workers and indirectly employ 25,000 others, over 
a period of five to six years. The plan would be implemented 
in four stages. The company's report emphasized the need for 
industrial credits to finance long- and medium-term invest-

5Langley (cited in fn. 3), p. 84. 

6Lord Salter, Tilr Der,elopmelll of Iraq: A Pln11 of Aaio11 ( Baghdad: Iraq De­
velopment Board, 1955). 

7Langley (cited in fn. 3), pp. 84-85. Also, Thomas Balogh, Eco11omic Dellel­
opment Policy i11 Iraq (translated by Mohammed Hasan, Baghdad, 1958). pp. 40-
42. 

8Arthur D. Little, Inc., A Pln11 for l�rduscrinl Der,elopmcm (Carnbndge, Mas­
sachusettS, 1952). 
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ments as well as to provide the needed capital for ptoncer 
enterpnses. 

Thus, 1951 marked a turning point for Iraq's investment and 
development policies, thanks to revenues from oil. Since then, oil 
has become a crucial and dynamic component of economic activ­
ity, emerging as the principal source of investment spending in 
the country and of foreign exchange to finance imports, whether 
consumer goods to counteract the anticipated inflation from large­
scale spending or producer goods needed for the development 
process. The Government of that time gave thoughtful and due 
consideration to the modes of spending, the management of the 
country's expanding oil resources, and their allocation at the cen­
tral government level. 

The Development Board was founded in 1 950 (by Law No. 23) 
to formulate economic and fmancial plans to develop Iraq's re­
sources and raise its people's standard of living. At first, the Board 
enjoyed considerable administrative, legal, and financial auton­
omy, and all oil revenues were assigned to its budget. But the 
volume and flow of these revenues became so large that the Gov­
ernment subsequently reduced the allocation to 70 percent, leaving 
30 percent for financing its own general expenses. In 1953 the 
Ministry of Development was created and charged with executing 
the Board's investment schemes, which served to limit the Board's 
authority and in time led to the Government assuming full control 
of development policy. 9 

The most serious problem facing development programs in those 
early years was project implementation. Total annual allocations 
to investment schemes during 1 95 1 -58 amounted to ID 418.5 
million, but only 10 225. 1  million was disbursed. The ratio of 
investments implemented to investments targeted was therefore 
no more than 54 percent, with significant variations between sec­
tors; the largest difference (63 percent) occurred between the build­
ing and services sectors. 10 This rendered the state's executive agen­
cies unable to fulfill their mission of placing the program's projects 
under implementation, whether to the Government (ministries, 

9Ba1ogh (cited in fn. 7), p. 32. 

10Hashim and others (cited in fi1. 1), Part I, pp. 66, 267, and 268. 
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government agencies) or to contracting parties or agencies charged 
with monitoring the implementation of the plan. 1 1  

Apparently, the Development Board did not expect such a large 
inflow of oil revenues over the short term, which was the cause 
of its failure to utilize the funds made available to it. The result 
was that development planning lacked the boldness to match the 
means available. According to Lord Salter, the Board was in a 
state of perpetual confusion as to how to implement fully the 
projects assigned to its budget. Balogh believes that the widening 
permanent gap between planning and implementation was due, 
above all, to vacillation in spending, perhaps for the same reason 
cited by Salter. This view is supported by the fact that the Board 
was unable to implement even one sixth of the funds earmarked 
for industrial projects. The Board increased its loans to munici­
palities and various projects established by other agencies in a bid 
to compensate for this inadequate spending, but in fact these were 
more like assistance outlays rather than true lending. Moreover, 
most of the projects financed were long term and thus could only 
mature over the long run, except perhaps for housing, dams, and 
reservoirs, which helped save the country from the destructive 
threat of floods. As a result, the substantial spending that the 
Development Board undertook was not matched by comparable 
growth in production. 

Much criticism was leveled at the Development Board and its 
investment schemes. Among the major criticisms were the fol­
lowing: 12  

• The conservatism of its policy, as the Board shied away from 
projects that might affect the prevailing social order, partic­
ularly in the agricultural sector; that is, programs were planned 
within and on the basis of the prevailing system, with no 
attempt to change that system. 

• The Board did not endorse a policy of dynamic industriali­
zation or strive to develop manufacturing for the purpose of 
achieving industrial independence and self-reliance. 

• The financing of projects was not undertaken within the frame­
work of a unified economic development plan for the econ-

"Ibid., pp. 166-67. 

12lbid., pp. 46-48. 
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omy as a whole, nor did the Board establish clear-cut devel­
opment strategies or study the potential consequences of its 
projects, whether direct or indirect. 

• The Board's programs were based solely on economic con­
siderations. Long-term investments were given precedence 
over projects with a direct impact on production, even though 
the latter could have borne fruit over the short term and may 
have shown tangible results much sooner. 

However, in all fairness, now that four decades of continuous 
development have elapsed, and given the economic, social, and 
political conditions that prevailed in the fifties, the Board per­
formed rather well. It may even be regarded as a success, consid­
ering a!J the constraints encountered: more specifically, its lack of 
experience in planning, the shortage of technical skills, unsuitable 
economic and political conditions, the lack of the complements to 
capital development, the national economy's limited absorptive 
capacity, and the absence of adequate infrastructure. Moreover, 
to give the agricultural sector the necessary attention required that 
efforts focus on projects in irrigation, dam construction, and water 
storage, installation of roads, bridges, and electricity and water 
networks on a large scale, in addition to building houses, schools, 
and hospitals. For this reason, the Board could not implement its 
programs in full. Spending could not keep up with the growth in 
oil revenues, which was itself the principal engine of develop­
mental investment during that period. 

Investment Policies, 1958-68 

If oil revenues were the principal factor influencing investment 
policy during 1950-58, political transformations in the subsequent 
phase, 1 958-68, were a key factor in the formation of these pol­
icies, in the size of investment, in direction, and in allocation of 
funds. This second phase was characterized by four basic changes, 
the last of which occurred in 1 968. Among the consequences of 
the first three was the deterioration of relations between the Gov­
ernment and the foreign oil companies operating in Iraq, which 
were genuinely prejudicial to Iraq's sovereignty over its own oil 
resources, resulting, as we shall see, in modest growth in oil rev­
enues. Official negotiations with these companies failed to reach 
a mutually satisf

.
Ktory agreement, which prompted the Govern-
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ment to enact the famous Law No. 80 of 1961 . By this law, Iraq 
was able to recover 99.5 percent of its territories previously subject 
to the oil concessions. This act impelled the oil companies to 
pursue a policy of blatant pressure by manipulating the rate of oil 
production, sometimes increasing and sometimes reducing it, 
throughout the period under consideration. This policy naturally 
affected oil returns, which fluctuated accordingly, declining in 
some years and rising in others, though by no more than 0.3 
percent. Although output in 1 968 was increased by 54.5 percent, 
in 1 969 it declined by 1 .  8 percent. 13 The vacillations in revenues 
genera!Jy coincided with political changes that occurred during 
this time, resulting in a comparative deterioration in the role of 
oil revenues in fmancing investments while augmenting the po­
litical transformation in investment policy trends (volume, fi­
nancing, and sectoral distribution). 

As for investment policy, emphasis shifted from agriculture to 
industry, on the grounds that the latter yielded quicker results and 
more widely distributed benefits, than the agricultural sector. from 
which only a minority oflarge landowners had thus far profited. 14 

At the same time, the proportion of oil revenues assigned to 
investment development objectives was reduced from 70 percent 
to 50 percent. The remaining 50 percent was transferred to the 
Government's regular budget, which was normally directed to 
public consumption expenditures. 15 

The most significant modification in the planning process during 
this period was the enactment of Planning Board Law No. 18 of 
1966, which endorsed the principle of comprehensive planning for 
the national economy and affirmed the need to avoid restricting 
it to economic considerations alone. The text proclaimed in no 
uncertain terms that among the tasks of the Board was "coordi­
nation between economic, financial, monetary and trade policies 
to ensure the implementation of the plan . . .  and to submit com­
ments on the annual budget proposal of the State within the general 
framework of the plan, in addition to orienting the private sector 

130PEC, Ammal Srarisrical Bulleti11, 1970, Tables (13) and (78), pp. 2� and 
118 .  

14Hashim and others (cited in fn. I), Part ! ,  p.  50. 

15lbid.' p. 87. 
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toward the plan's development objectives. " 1 6  Perhaps this was the 
first indicator of the need for coordination between development 
and investment plans on the one hand, and the Govenunent's 
macroeconomic policies on the other. 

Another important development that affected investment policy 
during this period was the rather sudden move toward national­
ization that occurred in July 1 964, when 27 private companies in 
the following sectors were nationalized: weaving and textiles, food 
products, chemical industries, tanning and leather, and building 
materials. All commercial banks and insurance companies were 
also nationalized; these, along with cement and cigarettes, became 
confined to the public sector. On the other hand, only large in­
dustries were nationalized; small and intermediate projects re­
mained in the private sector. The total capital of the industrial 
enterprises nationalized amounted to nearly ID 1 7.5 million. 17 

The Detailed Economic Plan for 1961 -65, which followed the 
change of government of 1958, is the plan on which our analysis 
of new investment policies is based. There are several reasons for 
this choice. For one, the plan was indeed detailed; for another, the 
greater part of it continued to be implemented up to the middle 
of 1 968. Moreover, it rested on specific principles, in terms of 
objectives and priorities, which in tum were linked with macro­
economic policies. I t  was also based on a fairly extensive economic 
analysis of current and projected ends, means, and realities. 

Total investment funds assigned through this plan amounted to 
ID 556.3 million, 30 percent of which was absorbed by the in­
dustrial sector. The agricultural sector obtained no more than 20.3 
percent, which reduced its standing to fourth place, as the building 
and housing sector received 25.2 percent, and transport, com­
munications, and storage, 24.5 percent. The industrial sector thus 
gained precedence, an aim that was in keeping with the over­
whelming desire of the new generation generally, and intellectuals 
in particular, to transform the industrial sector into the principal 
engine of development. Their motive goes back to the belief pop­
ular at that time: industry is the basis for economic development 

16See Paragraphs 2, 3, and 4 of Article (7) in Planning Board Law No. 18  of 
1966. 

'7For a good, detailed study of the nationalization decisions, �ce Safa' Al­
Hafez, The Public Sector tmd the Scope of Socialist Developme111 i11 Iraq (Beirut: Oar 
Al-Farabi, 1971 ), p. 79 f( 
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generally, and to overcome backwardness and poverty requires 
developing this sector, even at the expense of agriculrure. It was 
a widespread belief common to all developing countries, impelling 
them to apply development strategies geared principally to in­
dustrialization. 

The Detailed Economic Plan for 1961-65 adopted the concept 
of comprehensive planning at the national economy level. I t  sought 
to strike a balance between economic development in all sectors, 
with due regard to the mutually reinforcing effect of growth in 
all these sectors and growth of the economy as a whole. I t  aimed 
at an annual growth in national income of no less than 8 percent 
and at reducing dependence on oil by developing the productive 
capacities of industry and agriculture and increasing their contri­
bution to national income generation by no less than 7.5 percent 
annually in the agricultural sector and no less than 12  percent in 
the industrial sector. I t  also considered the need for balance be­
tween the size of national expenditures and their rate of growth 
on the one hand and between the available productive capacity 
and its rate of increase on the other; this was to guard against the 
effects of inflation or recession and to achieve short-term monetary 
and economic stability. The plan did not fail to link its projects 
to the broader objectives of Arab economic integration and sought 
to achieve full employment and expand social services (such as 
education and health). 

Perhaps one of the most important points emphasized in the 
new plan was the need to coordinate investment policies and 
macroeconomic policies (that is, financial, monetary, credit, trade, 
and wage policies). It  was the first time that mention was made 
of these policies and the need for such coordination. tiS 

According to the plan, it was most significant that in the list of 
revenues oil revenues did not comprise more than 69.5 percent of 
the total. Two other important sources for the plan were external 
loans (16. 9 percent) and domestic borrowing (5.3 percent). This 
was an important development in sources of financing develop­
ment plans for Iraq, marking a departure from the decade of 
the fifties, when planning depended almost exclusively on oil 
revenues. 

18See Law No. 78 of 1965 Regarding Five-Year Plan 1965-69. 
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Investment PoJicies, 1968-80 

The period 1 968-80 was characterized by important and deci­
sive political and economic developments. In July 1968 a party 
came to power that had definite social imperatives, and its eco­
nomic and political objectives were very different from the forms 
of government that had prevailed in the fifties and up to the end 
of the sixties. I t  was socialist in orientation and did not acknowl­
edge individual decisions on production, alJocation, and pricing, 
in view of the glaring inequality in the distribution of income and 
wealth. These considerations conditioned the investment policies 
of the time and were manifest in the political changes initiated by 
the new Government on the one hand, and in the social orientation 
of that Government on the other. The new Government was also 
nationalistic, raising the slogan: "Arab oil for the Arabs." Thus, 
it believed in the need to free national wealth from the domination 
of the foreign investor, which was personified then by the foreign 
oil companies. A major confrontation occurred with the oil com­
panies, which culminated in the 1972 decision to nationalize these 
companies, a process that was completed the following year. 

This situation continued until September 1980, at which time 
the war between Iraq and the Islamic Republic of Iran broke out. 
This signaled the start of a new phase whose influence on invest­
ment policy continues to this day. We shall discuss this phase in 
more detail in the next section. 

The current phase ended, therefore, as it had begun, with im­
portant political developments exercising a decisive impact on in­
vestment policy in Iraq throughout the seventies and eighties. 

The general national development objectives were as follows: 

• To achieve an advanced economic level and increase the Iraqi 
individual's income to raise his standard of living and realize 
prosperity and social justice. 

• To develop the agricultural sector by increasing productivity 
and diversifying output, applying modern methods in pro­
duction technology, in addition to transforming productive 
and social relations into advanced socialist productive rela­
tions; also, to complete horizontal growth and work more 
toward vertical expansion. 

• To increase industrial production, focusing on light industries 
for the production of consumer goods to meet local demand, 
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directing any surpluses into export, in addition to developing 
the national oil sector in terms of production, marketing, and 
processmg. 

• To maintain full  control over external and internal trade and 
to expand and diversify exports. 

• To support the public sector in all economic branches, as it 
constitutes the basis for the socialist transformation, and to 
support the private sector within the limits prescribed; also, 
to employ all available means to help this sector fulfill its 
developmental role. 

• To link investment policy with savings policy and concentrate 
on encouraging national saving, with the assurance of full 
employment for all able-bodied persons in all productive sectors. 

• To coordinate regional development projects in Iraq and pro­
ductive projects in the Arab countries in light of the require­
ments of Arab economic integration. 

One of the most significant results of these developments was 
that oil revenues increased substantially and at an accelerating rate 
throughout the seventies, especially after the price adjustment of 
1 973, increasing from about $521 million in 1970 to nearly $26 
billion in 1980. The greatest increases occurred in 1979 ($21.3 
billion in 1979, up from $10.9 billion in 1978), and in 1980 when 
the per barrel price of oil reached its peak. 19 Naturally, this increase 
affected the volume of investments, reflected in the two Devel­
opment Plans of 1 970-74 and 1976-80, which were, until then, 
the largest in Iraq's history. The total allocations of rhe Revised 
Five-Year Plan for 1 970-74 were about ID 1 , 1 69 million; the 
percentage share of each productive sector was 16 percent for 
agriculture, 1 9  percent for industry, 10 percent for buildings and 
services, and 15  percent for transport and communication. Total 
allocations to commodity sectors were thus about 60 percent. The 
remaining 40 percent was channeled into large-scale venrures, loans 
to government departments and institutions, as well as interna­
tional commitments. In commodity sector allocations, industry 
came first, receiving 31 percent, or ID 710 million, followed by 

19 Arab Monetary Fund, General Secretariat of the Arab League, Arab Fund 
for Economic and Social Development, and Organization of Arab Petroleum 
Exporting Countries, Joint Arab Economic Report, 1981 (Oubai: Arab Monetary 
Fund), Table (6-10), p. 236. 
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agriculture at 27.6 percent, transport and communication at 25 
percent, and, finally, buildings and services at 17  percent. :w 

One observes in this pattern of investment a definite shift of 
emphasis from agriculture to industry, with industry now ac­
quiring absolute priority, compared with a lower degree of pre­
cedence in the previous Five-Y car Plan (1965-69). The emphasis 
on communications remained the same, indicating continued con­
cern for infrastructure in the Iraqi economy. The plan's allocations 
to the various sectors show that the relative importance of each 
sector for realizing the country's development goals was kept in 
mind during formulation of the new development policy, as was 
the sector's maximum potential for implementation. 21 

However, the largest Five-Year Development Plan in Iraq's his­
tory till then (the Explosive Plan, as it was then called) was for 
1 976-80. [t was labeled "explosive" because of the massiveness 
of its macro allocations, which were nearly ID 15 . 1  billion. 22 This 
amount was ten times the figure for the previous plan ( 1970-74) 
and was followed by what was called the Big Push strategy for 
development, which sought to eliminate backwardness on every 
economic front-goods and services, economy, and society-and 
was motivated by optimistic projections of continued increases in 
crude oil prices in the international market and therefore in rev­
enues. These revenues did indeed increase throughout the years 
of the 1976-80 plan, reaching nearly $77 billion. 

The industrial sector continued to hold its lead position in terms 
of volume of allocations and, therefore, relative importance, which 
came at the expense of the priorities in the Government's invest­
ment policy. Meanwhile, despite agriculture's very large alloca­
tions, in absolute terms, this sector continued to occupy fourth 
place. Buildings and services came in second, and transport and 
communications third, meaning that the two sectors received the 
lion's share of commodity sector assignments (45 percent) and 
35.7 percent of total assignments, confirming the Government's 
commitment to expand infrastructure and improve social services. 

20Ministry of Planning, Progress i11 Pla1111i11g (Baghdad. 4th cd.), p. 57. 

21lbid. 

22Mitustry of Planning, Central Statistical Organization, Antuwl Abstract of 
Statistics, 1982 (Baghdad), Table (2-6), p. 126. 
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Investment Policies During the War Years, 1980-87 

From September 1980 until August 1988, Iraq endured one of 
the longest and harshest trials in its hiscory: the war with the 
Islamic Republic of Iran and the subjection of Iraq's economy and 
every other aspect of life to armed assault, subversion, and de­
struction. The war brought oil exports through the Persian Gulf 
to a standstill, and oil pumped through the Syrian Arab Republic 
for export from Mediterranean ports also ceased to flow. Thus, 
Iraq's oil interests suffered badly. As the export of crude continued 
to diminish, oil revenues deteriorated from just over $26 billion 
in 1980 to $9.7 billion in 1983, and then co $7 billion in 1 986. As 
of 1987, however, they began to increase again, after new and 
strategic pipelines were laid to pump oil, first through Turkey and 
then through Saudi Arabia. This secured for the country $ 1 1 .3 
billion in oil revenues during that year. 23 The decline in Iraq's oil 
exports, and therefore revenues, was not due solely to these causes. 
There was also the accompanying decline in demand for oil in the 
industrialized countries, a consequence of the general economic 
stagnation that pervaded the first half of the eighties; this not only 
led to reduced oil exports, 24 but also to the deterioration of its 
nominal and effective prices from $34 a barrel in 1981 to $13.5 a 
barrel in 1 986.25 As oil and oil revenues are essential sources for 
financing economic and social development plans in the country, 
and for defining their size and scope, the process of development 
was the first to be affected by the adversities in the oil sector during 
the war years. The war also had an impact on the labor force, as 
a large portion of the manpower was enlisted into the armed forces. 
The overall result was suboptimum utilization of available pro­
ductive capacity on the one hand and decline in production and 
investment performance in other economic sectors on the other. 

23joilll Arab Eco11omic Report, 1988 (cited in fn. 19), Statistical Annex, Table 
(4-3), p. 259. 

24For oil production for 1979-82. see Organization of Arab Petroleum Ex­
porting Countries, Ni11th Ammnl Report of the Secretary General, 1982, Table 
(2-5), p. 45. For 1983-87. seejoi111 Arab Ecouomic Report, 1988 (cited in fn. 19), 
Statistical Annex, Table (4-15), p. 271. 

25See, in this regard,joiut Arab Eco11omic Report, 1988 (cited in fn. 19), Statistical 
Annex, Table (4-2), p. 258. 
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Government Policy Toward Public and Private 
Investment 

The public position tOward private investment since the thirties 
and up to the sixties can generalJy be described as one of continuous 
support. The Government enacted legislation to promote private 
investment in the industrial sector generally. In the mid-forties it 
established the IndustriaJ Bank and Agricultural Bank tO help in­
dustrialists and agricultural producers, providing them with cus­
toms and tax exemptions, land, and financial facilities. The Gov­
ernment also participated in industriaJ projects, through its industrial 
expenditures, in a further token of encouragement and support. 
Its role until the early fifties was largely one of patronage, seeking 
to help the private sector establish itself and lay the groundwork 
for expansion. It adopted free trade and liberal economic policies 
and did not interfere in private ventures except to a very limited 
degree. Private enterprise dominated all productive sectors, in­
cluding the foreign oil sectOr and manufacturing, however modest, 
simple, and limited in scope in the latter; meanwhile, agriculture 
was almost completely under private sector control. The Govern­
ment's role here was minimal, restricted to providing credit fa­
cilities as well as the necessary infrastructure in the form of roads, 
bridges, and dams. The public sector was therefore circumscribed 
and did not extend beyond public utilities, railroads, ports, and 
airports, 26 except to include a few specialized banks and one of 
the commercial banks. 

Then came the fifties. Government revenues increased following 
the revision of the 1950 oil agreements, as described earlier. Its 
investment role grew, and the sector expanded side by side with 
the private sector. We noted earlier that the Government's position 
on private investment did not change, remaining one of support 
and encouragement, while the general trend in investment policy 
was liberal and supportive of the private sector. The Government's 
role in economic activity remained limited to a few industries that 
the private sector was reluctant to enter into, either because of its 
limited means, or the intimidating effect of its inexperience in such 
ventures, or skepticism about their feasibility and potential for 
success, or the lack of entrepreneurs willing and able to undertake 

26For a highly derailed review, see Langley (cited in f11. 3). 
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them. Thus, during the fifties, the Planning Board devoted most 
of its effort to channeling government investment into infrastruc­
ture, in particular for the agriculture sector (dams and aqueducts), 
transportation sector (roads and bridges), and transport (railroads, 
ports, and airports). Government activity extended to the oil sector 
in the areas of petroleum products (distillation plants) and distri­
bution of production (filling stations, which were commissioned 
to the private sector until 1958). lt is also apparent that most of 
the expansion in public investment benefited private enterprise 
and always supported it; the same applies to the many financial 
laws that were promulgated, which served to support the private 
sector through tax exemptions, financial grants, land allocations, 
the provision of low-priced energy, and exemption of primary 
material imports from customs duties, in addition to providing 
loans and credit facilities. 

As a result, the private sector came to dominate economic ac­
tivity during the fifties. The public sector's contribution to GDP 
in 1953 and 1 956 did not exceed 1 1.7 percent and 14.3 percent, 
respectively, while its contribution to gross fixed capital formation 
was about 49 percent for both years. By 1960, its share of GDP 
was still no more than 18.6 percent and its contribution to gross 
fixed capital formation, 42.1 percent, 27 which is indicative of the 
primacy of the private sector during the fifties. The share of the 
private industrial sector in economic activity and in value added 
to industry, for example, was about 88.3 percent in 1953 and 88.2 
percent in 1 956, with an increase in absolute terms from JD 17.4 
million to ID 28.3 million. Private capital invested in industry 
amounted to about ID 4 million in 1953, rising to nearly ID 20 
million by 1956;28 these figures reflect the Government's invest­
ment policy during tlus time, which was consistent with the rec­
ommendations of the foreign experts drawn upon by the Planning 
Board. 

The beginning of the republican era in July 1958 saw no change 
in government investment policy toward the private sector. The 
new Government provided every form of support and encour­
agement, especially for rhe industrial sector, resulting in an ex-

27Hashim and others (cited in fn. I). Part I, Statistical Annex (21 ) , p. 288, 
and Statistical Annex (30), p. 298. 

28lbid., Part 11, pp. 283-84. 
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pansion in private industrial enterprises and a relative increase in 
capital investments therein. 

However, an important change occurred in government policy 
toward public investment during July 1 964, when 27 industrial, 
commercial, banking, and insurance companies were nationalized, 
and a central Economic Organization was created to manage the 
nationalized companies. The Government drew a dividing line 
between the public and private sectors in certain definite areas: 

• The banking and insurance sectors were incorporated into the 
public sector; 

• The cement, asbestos, and cigarette industries were placed 
under the exclusive control of the public sector; 

• In other industries, such as weaving, textiles, and foodstuffs, 
only the larger industrial projects were nationalized, with small 
and medium-sized projects remaining within the private sector. 

The nationalization laws thus played a decisive role in expanding 
and consolidating the public sector. Although they curbed the 
scope of the private sector, they did not oppose it; on the contrary, 
it continued to play an important role in every economic activity. 
In the industrial sector, where the impact of nationalization was 
more strongly felt, the number of industrial corporations increased 
by nearly 40 in the year after nationalization. This trend continued 
throughout the second half of the sixties despite the partial stag­
nation of the sector immediately after the decision to nationalize 
and the trend toward expansion in relative! y small industries. 29 
The period 1 965-68 witnessed a significant increase in private 
industrial activity, whether in terms of the number of companies, 
the amount of production, the value added, or the number of 
personnel, but this expansion was most noticeable in the small 
business sector. 30 

Among the most important factors contributing to this expan­
sion was the enactment of a new development law that improved 
conditions for developing private industry. Moreover, the private 
sector was regarded as a national capital asset with important eco­
nomic and social functions in the development of the national 
economy; the public sector was not to replace it, but both were 

2'·%id., p. 441. 

30Ibid . •  p. 443. 
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to complement one another in a joint effort to bolster the economic 
and social development of the country. 31 

Thus, the private sector continued to hold a relatively important 
place in industry by the end of the sixties, although the public 
sector controlled the largest industrial projects. The share of the 
private sector in value added to industry was about 45 percent, 
and the sector continued to dominate agriculture, transportation 
(excluding railroads), air transport, contracting, and construction, 
and no less than 50 percent of trade and imports. Meanwhile, 
investment in the financial and banking sector became state con­
trolled. Despite this, the share of the public sector in GDP and in 
gross fixed domestic capital formation did not exceed 26.1 percent 
and 58.6 percent, respectively, for 1968,32 suggesting that the pri­
vate sector continued to play a relatively large role in the Iraqi 
economy-four years after nationalization. 

However, an important change occurred in investment after 
1 968. It followed a fundamental political change that resulted in 
a Government with openly socialist leanings, inclined toward ex­
panding the role of the state in the national economy generally 
(including reduction of individual forms of agricultural produc­
tion, placement of all foreign trade under state jurisdiction, cen­
tralization of internal trade, and bolstering the leadership role of 
the public sector in industry). The objective was to transform Iraq 
into a socialist society, and these imperatives were reflected in the 
changes that followed the socialist public sector's participation in 
all economic sectors. 33 

Public investment thus dominated the manufacturing field, es­
pecially in the leading strategic and heavy industries, while private 
investment was ass:igned to small consumer goods industries. The 
public sector also prevailed over foreign trade sectors and achieved 
extensive control of internal trade. However, the private sector 
has retained a certain importance within the Iraqi economy even 
up to the present, for it now participates actively in economic 
activity to the extent of 40 percent of non-oil GOP and about 25 

3'lbid. 

32lbid., Parr I, Statistical Annex (21), p. 288, and Srarisrical Annex (30), 
p. 298 . 

.l.lfor details, see Arab Baath Socialist Party of Iraq, Central Report of the ,\Jinth 
National Conference Ow1e 1982), pp. 106-108 and 130-47. 
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percent of gross fixed domestic capital formation-a 5 percent 
increase compared with 1 975. � 

In contrast to the trend in the late sixties, investment policy 
during the latter part of the eighties, and especially since the be­
ginning of 1987, was directed to supporting and promoting the 
private sector. Certain businesses in the public sector were trans­
ferred to the private sector, and the latter was permitted to initiate 
similar ventures within certain areas so f-'lr reserved to the public 
sector, as well as to invest in agricultural, industrial, and trade 
activities that were competitive with that sector. The Government 
also granted the private sector numerous tax exemptions, dis­
carded the upper limits on company capital, and permitted the 
provision of concessional credit facilities to the sector. It provided 
a number of incentives for Arab investment in the country35 and 
deregulated agricultural commodity prices and the prices of many 
other manufactured commodities. A move was made to develop 
the financial market by increasing its capacity to handle domestic 
investments and expedite the circulation of private and joint ven­
ture stocks, removing the obstacles to these operations, in partic­
ular by modifying legal stipulations to make them compatible with 
the new changes in investment policy toward the private sector. 

In this context, the Government dissolved the Planning Board 
and replaced it with an Advisory Planning Authority. Develop­
ment plans became indicative, to be ratified as general indicators 
and trends. 36 

One may regard these developments in the investment climate 
in Iraq as part of a more general trend that has swept the Arab 
region generally in recent years, with the aim of revitalizing the 

340n the role of the state in economic activity in Iraq from the tifties to the 
present, sec "Evaluation and Future of the Role of the State in Economic Activity 
in Arab Countries Promoting Social Justice and Redistribution oflncomc," paper 
submitted to Seminar on the Role of the State in Economic Activity in the Arab 
World, Arab Planning Institute, Kuwait, May 27-29, 1989. 

35See, in this regard, Ibrahim AI-Khafagi. "The Private Sector in the Post­
War Era: Prospects and Future Trends," paper submitted to Sevemh Conference 
of the Iraqi Economists Union on Basic Economic Trends in Iraq After the War, 
Baghdad, January 17-19. 1988. 

36For a summary of these dcvdopments. see Inter-Arab lnvcsrmcm Guarantee 
Corporation, Report 011 the luvestmeul Climate of tlte Arab Cormtries, 1987 and 1988 
issues (Kuwait, 1988 and 1989), in particular the sections on Iraq. 
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private sector and assigning it a greater role in Arab national 
economies. 

Policy Toward Arab and Foreign Investment 

We turn now to an examinanon of policy toward foreign in­
vestment, which has been absent from the Iraqi scene since the 
nationalization of the foreign oil companies in 1 972 and 1973. 
Moreover, the attitude toward foreign investment has by no means 
been favorable since the revolution of july 1 958. Nor docs it seem 
to be changing, even today, except for specifically Arab invest­
ments. 

In 1988, Arab Investment Law No. 46 was issued to encourage 
this form of investment to assist in the economic and social de­
velopment of the country. The law grants Arab investors the right 
to participate with Iraqi investors in the initiation of Iraqi invest­
ment projects, provided that Iraqi participation does not exceed 
49 percent of the project capital. In other words, the law permits 
Arab investors absolute shareholder majority as a form of en­
couragement. Furthermore, the law sets the paid-up capital of the 
investment project at the equivalent of half a million dinars and 
allows Arab capital in the form of capital assets; it also stipulates 
customs and tax exemptions, facilities, and guarantees for the proj­
ect. Iraq's Ministry ofPianning has defined the main areas of Arab 
investment to be in industry, agriculture, livestock, tourism, and 
mining; outside these sectors, foreign investment is strictly 
prohibited. 37 

This position on foreign investment in the country may be 
regarded as official up to the present. We believe that it represents 
the national consensus on this type of investment, and one that 
derives originally from the bitter experience with the Western oil 
companies that had operated in Iraq since the 1 920s. It should be 
borne in mind that Iraq has never felt the need for foreign in­
vestments, thanks to the ample domestic funds at its disposal dur­
ing the fifties, and then again in the seventies. Thus, investment 
flows to Iraq have been negligible since the forties. Moreover, 
foreign investments in the past (in the thirties, and even in the 
seventies) were confined to the oil sector, to the currency exchange 

3%id., 1988. pp. 258 and 270-72. 
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sector, and to transport and ports. In 1936 a foreign-owned rail way 
project was purchased; in 1 952, ownership of the Basra seaport 
was transferred to the Iraqi Government; in 1951,  the Government 
recovered its crude oil fields for direct exploitation, as well as the 
concession to distribute petroleum products in the Iraqi market, 
thus giving it a monopoly over oil distillation and distribution 
within Iraq. 

All these nationalization measures occurred through agreements 
arrived at amicably. But the first severe blow directed at the foreign 
oil companies was the famous Law No. 80 of 1961,  which re­
covered for the Government 99.5 percent of the land area formerly 
subject to the oil concession; this concession had in fact encom­
passed the whole of Iraq's territory, from the north to the south. 
Nevertheless, the companies continued to control the largest oil 
fields, which did not become completely nationalized until June 
1 972. 

As for currency exchange, foreign investments were estimated 
at ID 2.3 million until July 1 964, when they were nationalized. 
The value of foreign investments nationalized during that year was 
generally estimated at ID 4.5 million, all of which was compen­
sated. 38 

With the nationalization of the foreign oil companies in 1972 
and 1973, the role of foreign investment in Iraq effectively ended. 
To this day it has not made a comeback, nor is it likely to do so 
in the foreseeable future. 

Macroeconomic Policies and Investment 

Iraq is, of course, an oil country, and its oil revenues, as we 
have seen, finance the country's public investments; 90 percent of 
total investment allocations committed since the fifties and up to 
the present have been based on oil revenues. These revenues gen­
erally exceeded planned investments and actual expenditures dur­
ing the fifties and the seventies, encountering some difficulty dur­
ing the sixties. Thus, public investment policy tended to operate 
on the assumption of limitless fmancing for lraqi development, 
an assumption apparently backed by the continuing increase in oil 
exports and thus in the volume of oil revenues accrued. These two 

38For more details, see AI-Hafcz (cited in ITI. 17), pp. 80-99. 
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variables remained high and increased in parallel-although oil 
revenues grew more rapidly during the latter part of the seventies 
and early eighties as oil prices increased steadily up to 1 982. This 
increase took place as the oil market began to show signs of weak­
ening (the early eighties) and the industrial capitalist countries 
encountered economic stagnation. The result was a severe blow 
to the oil countries generally and to their expectation of continued 
demand for high-priced oil along the lines prevailing in the late 
seventies. 

Despite all the setbacks that have been encountered, oil and oil 
revenues are likely to be the paramount sources for financing eco­
nomic and social development, even though policymakers arc now 
aware that oil is a nonrenewable and unstable resource that cannot 
be relied upon indefinitely. 

If we return once again to the seventies, and before that to the 
fifties, we fmd that in the various historical phases through which 
Iraq passed, macroeconomic policies did not command much at­
tention, thanks to abundant financing from oil. After reviewing 
the conditions of developing countries generally, one finds these 
policies acquiring special importance in countries where financial 
resources are scarce, or which suffer from fluctuations and insta­
bility in financial revenues, whether from domestic sources (taxes, 
production surpluses) or external sources (exports, foreign loans). 
These conditions differed, both qualitatively and quantitatively, 
from those that prevailed in the oil countries (including Iraq) since 
the mid-seventies and, in the end, in the fifties as well. Moreover, 
the effect of such policies becomes most apparent where the econ­
omy is characterized by a private sector that dominates the public 
sector in both size and impact and obtains its financing from local 
sources, of which the most important are private savings, bank 
loans, and accumulated profits rechanneled into productive enter­
prises. In this case, financial and monetary policies have a direct, 
tangible, and active impact, or even an indirect impact, on the 
productive activities of the private sector, in terms of size, sectoral 
trends, output cost, and prices and profits, and thus in terms of 
the general composition, size, and direction of private investments. 

The private sector in Iraq was the dominant sector during the 
fifties, when its contributions to GDP and gross fixed capital for­
mation averaged 75 percent and 50 percent, respectively. These 
ratios are comparatively high and are indicative of the importance 
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of this sector at the time. Thus, macroeconomic policies had an 
important effect on the sector's productive and investment activ­
ities, and monetary policies tended to encourage and support it 
through the extension of banking, industrial, agricultural, and 
trade and credit facilities, and by permitting interest rates ro shift 
in response to the supply and demand for credits, though within 
a legally prescribed ceiling. 

The exchange rate of the dinar was relatively stable and was at 
first pegged to sterling (as Iraq was at that time a member of the 
sterling area) but was later pegged to the dollar, following Iraq's 
signing of the agreement establishing the International Monetary 
Fund (1945). The stability of the exchange rate contributed to the 
stability of prices, especially of imported goods, and to reducing 
the risk factor for private investors. Oil revenues provided the 
needed foreign exchange for meeting the import demands for both 
investment and consumption. Relatively liberal trade policies also 
helped to stabilize prices somewhat, as well as to counter the 
inflationary pressures that followed from development spending, 
which increased substantially in the wake of accelerating oil revenues. 

Because the Government at that time assigned 30 percent of 
revenues to its general expenses, this helped redress the deficit on 
current expenditure in the budget but, at the same time1 it reduced 
dependence on taxes. Thus, personal income increased while tax 
rates remained fixed, and government consumption expenditures 
increased side by side with the increase in personal consumption 
expenditures, compounding the inflationary pressures of devel­
opment spending in the public sector. These pressures were count­
ered by opening the door to imports on the one hand and by 
encouraging investment in the private sector on the other, to pro­
vide the economy with a supply of goods and services; this cush­
ioned the inflationary effect of the large expansion in public and 
private spending in the face of a relatively small production po­
tential and limited absorptive capacity. 

The Government tried to encourage private investment in in­
dustry by adopting a protectionist policy and sought to create 
import-substitution industries for consumer goods. I t  did not rely 
on taxes to counter inflation, as the share of revenue from income 
tax to GNP in 1 953 was no more than 0. 8 percent and remained 
effectively unchanged through 1959, when it amounted ro 0. 9 
percent. Thus, taxes were not among the Government's. effective 
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and available monetary tools for sustaining the progress of the 
Iraqi economy in general. 

As for wages and prices, the Government left these to market 
forces and did not interfere in the operation of the market, pursuing 
a liberal import policy with full freedom for the private sectOr in 
productive activities-industrial, agricultural, trade, transport, etc. 

It may be argued, therefore, that the general imperatives of 
government development spending policy at this time were what 
determined, for the most part, the patterns of growth in economic 
activity and gross capital formation, as well as their forms, and 
the extent of utilization of available economic resources and their 
mode of allocation between the various productive sectors. Spend­
ing policy was generally conservative despite the relatively huge 
sums expended and despite the increase in imports; the balance of 
payments remained in favor of the national economy and thus led 
to positive accumulations of foreign exchange. 

The macroeconomic policy followed by the Government in the 
fifties maintained a secure external position for the country. A 
contributing factOr was that actual expenditures were always lower 
than investment commitments or the oil revenues obtained. This 
was reflected in the continuous increase in accumulated foreign 
financial reserves throughout the fifties, rising from $1 13.7 million 
in 1951 to $180.9 million in 1953, and to $257 million in 1 958.39 
The country enjoyed a balance of trade surplus during this time 
except for 1 958, when Iraq retaliated against the tripartite aggres­
sion against Egypt by suspending its oil flows from Mediterranean 
ports. 

The relatively stable rate of exchange alone led to stability in 
domestic prices, because of the importance ofimportables for Iraq, 
but externally the effect on the volume of exportables in general 
was limited. Oil prices are determined in the global market, so 
that changes in the exchange rate of the dinar do not affect them. 
For other, non-oil exports, however, their size and their quality­
whether as raw materials or as agricultural commodities­
together with the price elasticity of demand, reduce the importance 
of exchange rate variations. As a result, the effectiveness of the 
foreign exchange rate as a monetary measure is limited as far as 

J?Jntcrnational Monetary Fund, llltemtltiollal Filla11cial Statistics Year·book (Wash­
ington, 1981). 
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exports are concerned; it is also limited for importables because 
of the low elasticity of domestic demand for them. Being impor­
tant investment or consumer goods, local demand for them is not 
price sensitive, particularly when development expenditures are 
large and there is a continuous rise in personal income, leading to 
increased demand because of an increase in the marginal propensity 
to import and consume. 

We have already mentioned that the share of general government 
expenses from oil revenues was raised from 30 percent to SO per­
cent after the emergence of the Republican Government in Iraq in 
1 958. Thus, 50 percent of oil revenues were assigned to financing 
development plans during the sixties, of which the most important 
was the Five-Year Development Plan for 1 965-69. lt was observed 
in these plans that the available financial resources were below 
optimum for financing target investments. The resource deficit 
was corrected with a shortfalJ in actual expenditures against planned 
allocations on the one hand and by resort to external borrowing 
on the other. This development is important because it suggested 
a willingness on the part of the Government to look abroad at 
that time more than ever before. The Government also planned 
to draw on internal bank credits to finance part of its planned 
investments. However, it is clear that the Government was most 
reluctant to rely on foreign borrowing; actual external loans did 
not exceed 10 1 6  million, or 17.5 percent of the original amount 
planned (that is, ID 91 .5 million). Tax policy during this time 
could not compensate for the drop in oil revenues that ensued 
from differences with the foreign oil companies, as proceeds fi·om 
taxes were extremely low, whether in absolute r.erms or as a per­
centage of national income. 

Among the consequences of the increase in the share of the 
general budget to SO percent of oil revenues was a rate of growth 
in government consumption expenditures exceeding growth in 
national income. General government expenditures increased be­
tween 1 953 and 1956 by 273.5 percent, but the percentage increase 
in national income was no more than 170.2 percent:10 Direct and 
indirect taxes-excluding the tax on income of the oil compa­
nies-rose by 132 percent. 41 This meant greater reliance of gov-

40Hashim and others (cited in fn. l), Part I, p. 87. 

41lbid., p. 89. 
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ernment consumption expenditures on oil revenues, and at the 
expense of public investment and development expenditures, as 
confirmed by the decline in the ratio of the latter to national income 
from 1 6  percent in 1 957 to 9 percent in 1969.42 It was only natural 
that this would lead to a decline in the rate of growth of national 
income generally, unless the non-oil sector could compensate for 
the shortfall in public investment expenditures-which did not 
occur. The private non-oil sector concentrated more on investment 
in buildings, especially residential, than on productive machinery 
and equipment, which was to be expected, given the uncertainty 
in economic policy trends in general, and it remained so through­
out the sixties. 

All these developments suggest a lack of coordination between 
the Government's fmancial and development policies. Monetary 
policy was also weak despite government control of the banking 
sector and the fmancial sector. There was no clear or convincing 
evidence for the effectiveness of interest rates as a monetary tool, 
given the atmosphere of uncertainty that prevailed, especially after 
the nationalization decisions of July 1 964. Nor were the other 
quantitative measures of monetary policy very effective without 
an organized and developed financial market and the high liquidity 
that banks usually enjoyed. Consequently, the Central Bank sought 
to follow a selective and qualitative monetary policy, imposing 
direct credit controls to influence the trend in bank credits away 
from the trade sector and toward other productive sectors, espe­
cially industry and agriculture. 43 

No change occurred in the exchange rate of the dinar, which 
was pegged to the dollar, and here the ineffectiveness of the ex­
change rate policy referred to becomes apparent. It applied to the 
most important exportables, namely oil, whose price is determined 
by international market forces, but not to non-oil exports, which 
are small and vary in availability for export; nor did it apply to 
importables for which the price elasticity of demand is low because 
of the great need for these goods whether for development or 
consuJTlption. Thus, the role of exchange rate policy was for the 

•2Ibid., Statistical Annex (6), p. 270. 

430n the effectiveness of monetary policy in Iraq, sec The Eco11omics of Molle}' 
and Bankiug i11 Capitalist a11d Socialist De11elopi11g Cou11tries (Baghdad: Mosul Uni­
versity Press, 2nd ed., 1986), in particular section on Iraq (Pan 11-1986, Chap. 
40). 
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most part restricted to achieving stability in domestic prices along 
the lines discussed earlier. 44 

AJthough the Government was more restrictive and protec­
tionist than before, maintaining control over most foreign trade, 
it established a monopoly on certain food imports, such as sugar 
and tea, as weJJ as the import of auromobiles, medicines and med­
ical supplies, and agricultural and food products. It also competed 
with the private sector in certain trade activities and established 
the General Organization for Trade. However, the imports of this 
Organization were only 28. 1 percent of Iraq's total imports in 
1969, while its exports in 1968 were only 10.9 percent of total 
exports, suggesting that the private sector continued to play a 
relatively large and important role in Iraq's foreign trade. 45 Owing 
to the modest increases in oil revenues, imports increased slowly 
between 1960 and 1 966, and subsequently declined to reach a trough 
in 1968. Eight years later, they were still no more than 1 5  percent 
higher than the 1960 level. 46 The baJance of trade (non-oil) en­
countered a perpetual deficit throughout the fifties and sixties, and 
even to the present. If oil is included, however, a continuous 
surplus in this balance is obtained, though it varies from year to 
year with the fluctuations to which oil exports were always subject. 

As for wages, the Government set them for personnel in its 
economic sectors but kept them open for workers in the private 
sector and did not attempt to intervene except to ensure adherence 
to the minimum wage laws of the country. The same applied to 
commodity pricing; those commodities that the Government han­
dled were subject to price control, while others were left to the 
private sector to determine, in accordance with supply and demand 
in the open market. The policy of the Government was generaJly 
one of competition with the private secror, except in the major 
consumer goods mentioned earlier, whether basic, such as food, 
or nonbasic but in high demand, such as automobiles, or for con­
struction, such as cement; these commodities were subject to strict 
price controls. 

Perhaps the most significant aspect of this period, as far as in-

""'See Ministry of Planning, Central Statistical Organization, A111111al Abstract 
of Statistics, 1974, Table (145), p. 209. 

45Ministry of Plarming, The Provisio11al Drtailed Frameu,ork, pp. 196-98. 

46Ibid., Table (75). p. 197. 
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vestment policy is concerned, is the shift toward making the public 
sector the leading sector in the economy in general, and in in­
vestment in particular. The 1964 decisions to nationalize were a 
turning point toward that end. The share of the public sector in 
gross fixed domestic capital formation rose from 56.2 percent in 
1 963 to 63 percent in 1964, even though it subsequemly declined 
to 57.5 percent in 1969; the percentage share of the private sector, 
on the other hand, rose from 37 percent in 1964 to 42.5 percent 
in 1 969.47 

The decade of the seventies was characterized by a very ag­
gressive government investment policy. Development spending 
increased to an extent that overwhelmed the limited production 
capacities available and the inelastic supply of goods and services; 
its utilization increased, leading to greater scarcity in available 
manpower and the large-scale import of Arab and non-Arab labor. 
This increase was particularly noticeable in the second half of the 
seventies, especially from 1977 onward. There were signs of short­
ages in labor and commodities in the services sector (for example, 
transport), building materials, and infrastructure, where scarcity 
in services cannot be met by imports from abroad. The interplay 
of these factors led to increasing costs, wages, and prices. The 
growth in personal income contributed, which i11 tum 1ed to greater 
demand and persistent pressure on prices, compelling the Gov­
ernment to intervene to curb inflation through subsidies or through 
price determination, fixing, and control policies for most goods 
and services. Residential and office rents were fixed, as were trans­
portation fares, medical fees, and tourism fares. Priices were set 
for essential consumer goods, primary materials, and production 
requirements, in addition to quasi-essential commodities. Luxury 
commodities were left to the open market. The prices of essential 
commodities could not be manipulated by the authorities con­
cerned, while an increase in prices of quasi-essential commodities 
by up to 10 percent was permissible provided prior approval from 
those authorities was obtained. 

It is important to note that this price policy could not establish 
industrial commodity prices in the private sector in a sound or 
accurate manner owing to the absence of the unified cost account­
ing system in the sector's projects. Moreover, the policy was com-

47Ibid., pp. 115-17. 
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mitted to a standardized profit margin for all similar products 
irrespective of differences in quality. Also, keeping luxury items 
open to market pricing mechanisms encouraged the private sector 
to invest in such industries instead of in centrally priced essential 
commodities. 

The Government did not try to intervene in wages, except in 
setting the minimum, which it continually tried to raise as prices 
and inflationary pressures have been climbing since the mid­
seventies. The purpose was to improve the standard of living of 
the working class. As of1974, the Government provided its work­
ers and employees with basic increases in wages and salaries in a 
bid to increase purchasing power. The precedent was actually set 
by the private sector, which had increased its wages, impelling 
the Government to improve its workers' wages to keep up. This 
step may have contributed to narrowing the gap between wage 
mcomes. 

The Government continued to adhere to its trade and protec­
tionist policies, whether through customs duties or by adopting 
a quota system. High import duties were imposed on consumer 
goods while customs duties on capital and intermediate goods 
remained moderate, thus encouraging private sector expansion of 
consumer industries and the application of capital-intensive, cre­
ative production measures, given the scarcity oflabor in the latter 
half of the seventies. The quantitative protectionism, or quota 
system, was more effective in protecting national industries, which 
increased substantially the number of commodities prone to pro­
tection during the seventies in comparison with the previous 
decade. 

The Government also subsidized exports through a subsidy fund 
and through a customs reimbursement scheme for duties imposed 
on inputs that went into the production of export commodities, 
to help make them competitive with similar foreign commodities. 

However, it is an accepted fact that excessive and prolonged 
protectionism undermines healthy competition between domestic 
and foreign commodities. It also reduces the efficiency of domestic 
projects and prevents them from attaining economic maturity, 
leading to expansions that have no market basis. This creates (a) 
a surplus production capacity that adds to the costs of their output 
and makes them uneconomical; (b) a wastage of resources, and 
thus the imposition of high prices that the consumer has to bear; 



©International Monetary Fund. Not for Redistribution 

9 • I NVESTMENT POLICIES IN IRAQ, 1950-87 235 

(c) the production of commodities of inferior quality; and (d) the 
emergence of monopolies and the disappearance of healthy 
competition. 

On the other hand, the financial policy pursued tended to en­
courage private investment in various productive fields, especially 
those that hitherto discouraged private capital flows because of the 
risks involved, the paucity of anticipated profits, or reluctance to 
invest in specific geographic locations. As a result, legislation was 
enacted that exempted industrial projects from certain taxes and 
customs duties that either added to the costs of their output (such 
as taxes and duties on required inputs) or curbed their profits 
(income tax on profits). These exemptions were necessary for 
industrial projects whose production was directed to meeting do­
mestic demand or exports, making their output competitive with 
foreign products, locally and abroad, since the exemptions reduced 
project costs and increased profits. 

Monetary policy remained aggressive. This was true of the credit 
policies of the Bank of Mesopotamia, which was the sole com­
mercial bank in the country, and of the industrial and agricultural 
credits that were extended by their respective banks. The same 
applied to the Real Estate Bank, which provided real estate credits 
very cheaply, on a large scale, and at low interest rates. 

The Industrial Bank varied its interest rates according to region 
in a bid to encourage investment in areas that were less econom­
ically developed than the capital, Baghdad. Monetary authorities 
also tried to plan credits and establish an upper credit ceiling for 
borrowing sectors generally. Loans were highly concessional and 
soft. As a result, monetary expansion was large and domestic 
liquidity very high, including the liquid assets of the Bank of 
Mesopotamia. 

Effectively, domestic and foreign public borrowing disap­
peared, thanks to abundant government funds from continued 
increases in oil revenues. For this reason as well, the Government 
enjoyed surpluses throughout the second half of the seventies. Its 
deposits in the Central Bank and the Bank of Mesopotamia in­
creased, giving it a satisfactory financial standing. Because of its 
dominant position in the economy, the public sector received most 
of the commercial bank credits (about 75 percent) while it simul­
taneously increased its deposits in the Bank of Mesopotamia as a 
result of its substantial production and marketing activities. 
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What can be readily inferred from surveying the evolution of 
macroeconomic policy during the seventies is that it was generally 
aggressive, in both the oil and the non-oil sectors, and therefore 
high growth rates in GOP were realized. These rose from 7. 7 
percent during 1970-74 to 12.3 percent during 1 976-80, and av­
eraging 1 1 .3  percent for the entire decade ( 1970-80) at 1 975 prices. 
The manufacturing sector achieved a cumulative growth rate be­
tween 1 970 and 1980 of just over 1 3  percent; agriculture grew 
extremely slowly during this period, at 1 .4 percent, while growth 
in the oil sector reached 1 0  percent. 

The per capita share of GOP, at 1 975 prices, increased from 
lD 282.6 in 1 970 to ID 356.2 in 1975, reaching ID 543.2 in 1980. 
As for fixed capital formation, its percentage share in GDP (again 
at 1975 prices) increased from 12.5 percent in 1970 to 25.9 percent 
in 1 975, rising to 33 percent by 1980. The percentage share of the 
private sector in GDP, however, declined from 45.1 percent to 14 
percent, then rose again to 21 .7 percent, for the same three years. 

All these figures reveal high growth rates, a substantial growth 
in capital formation, and an increasing dominance by the public 
sector over economic activity, in conjunction with the social im­
peratives of public authorities during the seventies. The same trends 
are evident in the contribution of the public sector to non-oil GOP, 
which rose from about 30.68 percent in 1968 to 43.7 percent in 
1 975 and reached 52.6 percent by 1 980.-�8 However, these figures 
also reflect the continued importance of the private sector in eco­
nomic activity, which also increased (by about 47.4 percent), de­
spite the expanded central role of the state in the economy. 

During 1 980-87, all macroeconomic policies were essentially 
aggressive, as the economy was transformed into a war economy. 
The aggressive nature of these policies was not surprising consid­
ering the extremely high costs of modern warfare. Invariably, 
these policies affected civilian investment, a substantial portion of 
which was redirected to supporting the military effort, which grew 
to an unprecedented level. 

Among the first consequences of the war was a sharp drop in 
oil exports and revenues, impelling the Government co resort to 
domestic and foreign borrowing. At the same time, it tried to 

411Minisrry of Planning, Ccmral Srarisrical Organizarion, Amutctl AIJStract of 
Statistics, 1970-82. 
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revitalize oil production and exports by expanding production 
facilities and transferring oil by pipelines, which was accom­
plished. Oil exports increased in the later years, albeit at a much 
lower rate than at the start of the eighties. ln another development, 
government spending was increased in all areas, especially the 
military, although social services also benefited and much was 
spent on construction of roads and buildings. 

But the war also generated economic and financial problems. 
The oil sector retreated in both exports and prices, leading to the 
depletion of the country's foreign exchange and a reduced capacity 
to import or finance the growing public expenditures for both 
investment and consumption. The demand increased for domestic 
and foreign labor to operate productive projects and direct eco­
nomic activity, which imposed greater financial burdens on the 
economy in general and on the balance of payments in particular. 

The Government thus had to apply restrictive macroeconomic 
policy measures, whether in investment and consumption ex­
penditures or in imports, while promoting increases in production 
and greater productivity in the public sector. At the same time, 
it sought to curb the relatively high rate of private consumption 
in a bid to mollify rising prices and limit the foreign debt burden. 

Conclusions and Prospects 

Perhaps the most important conclusion to be derived from this 
detailed study of the evolution of investment policy in Iraq over 
the past four decades is that oil was the cornerstone of this policy. 
It was and remains the principal source of investment financing 
and of the foreign exchange needed to finance the very large im­
ports of capital goods that go into the country's development. lt 
is clear from what has been discussed that economic development 
in Iraq was affected by developments on the oil scene-produc­
tion, exports, and revenues. The rate of economic growth in the 
fifties increased when oil revenues increased, that is, following the 
fifty-fifty profit-sharing agreement negotiated with the foreign oil 
companies that operated in Iraq at that time. The same occurred 
in the mid-seventies, after the oil price adjustments and the na­
tionalization of those foreign companies. Economic growth during 
the sixties declined, and this paralleled a recession in the oil sector 
that extended from the late fifties until the early seventies. The 
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process is indicative of the close connection between oil revenues, 
investment, and noninvestment government expenditures, and the 
economic growth of Iraq. 

GDP depended, and continues to depend, on oil production for 
the most part. The latter consistently made up a large percentage 
of the former, notwithstanding the decline of its contribution dur­
ing the war years, which led to a proportionately higher share for 
non-oil economic sectors benefiting from the recycling of oil rev­
enues in their direction by way of capital formation in these sectors. 
The relative decline in the contribution of oil was not so much 
due to significant growth in the other sectors as to the stagnation 
of exports and revenues because of the war and the recession that 
befell the advanced industrial countries at the turn of the eighties. 
Thus, growth in the non-oil sectors provides a more authentic 
picture of the condition of economic growth generally in [rag than 
any debates over oil versus non-oil GDP growth. 

The interplay of the oil factor, political change, and the social 
imperatives of the ruling party determined the size of investment, 
its form, and its direction in the various productive sectors. This 
study has described the evolution of investment policy side by 
side with the evolution of the forms of capital formation, sectoral 
and commodity. Perhaps the most importanr observation in this 
regard is that most of the accumulation was in the public sector, 
which suggests the importance of this sector for realizing invest­
ments based on oil revenues-which belong to the Government 
anyway. It is therefore not surprising to find public investment 
the principal source of capital formation specifically and of the 
country's economic development generalJy. 

Large-scale and continuous development investment spending 
since the early fifties led to high growth rates for Iraq compared 
with other developing countries, whether in oil or non-oil. It also 
led to continuous improvements in per capita income and standard 
of living. 

Having examined the changing imperatives of the Government 
in Iraq, we can attempt to forecast how trends will unfold in the 
nineties, other things being equal, including the social and political 
imperatives of this Government. 

The public sector will continue to play a fundamental and lead­
ing role in the national economy by virtue of its size, while its 
relative importance will remain high even as its dominance over 
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the economy is reduced. It  is a necessity ro a developing economy 
that continues to struggle for self-development under adverse ex­
ternal conditions and difficult internal economic conditions owing 
to the war, the country's foreign debt, and declitung growth in 
oil exports. 

Because of the continued relative importance of the public sec­
tor, government investment policies will still have a major impact 
on the country's development, in terms of volume of investment, 
sectoral assignments, and regional trends, and also because the oil 
sector remains central for fmancing development. Although do­
mestic sources of financing will probably increase, they will remain 
limited in comparison with oil. 

As the tacit assumption of unlimited financing for the country's 
development proved erroneous, and with the realization that un­
qualified dependence on oil export revenues is also a mistake, 
investment policies will tend to become more conservative in terms 
of investment volume, especially when the limits of absorptive 
capacity are taken into consideration. 

The inclination will be toward horizontal expansion in the public 
sector, with greater attention being given to productive, financial, 
and administrative efficiency, to the rationalization of economic 
resources, and to reducing wastage of scarce resources through 
irrational or economically unjustified use. Also, public projects 
will most likely acquire greater freedom in the management of 
their resources, output direction, and product pricing. 

An inclination now exists to deregulate prices, and this trend 
will probably continue into the next decade. However, the Gov­
ernment's role of monitoring from a distance will remain, to curb 
any economically unjustified price increases. 

The private sector will be permitted a greater role in economic 
resource investment and will be given all forms of support and 
material and financial facilities. This will provide the banking sec­
tor with an opportunity to play a more active part in domestic 
investment financing, its management, and support. 

Economic feasibility studies of projects will command greater 
attention and wi!J preclude implementation; projects will also be 
examined for the efficiency of their performance. 

We anticipate the devotion of greater attention to sectoral link­
ages and the forward and backward linkages of proposed projects 
in each sector. 
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We also anticipate revived interest in the agricultural sector be­
cause of its extreme importance as a food source, and in the pre­
vention of bottlenecks in that sector. Its allocated investments will 
grow, and emphasis will be placed on efficient implementation 
and on preventing wastage in actual investment expenditures. 
However, we expect the development of the industrial sector and 
improvements in infrastructure to continue to command attenrion 
by virtue of their importance to development, and their sectoral 
investment allocations will therefore remain high. 

Greater attention will be given to cultivating talents and sci­
entific and managerial expertise and to developing middle man­
agement; emphasis on administrative efficiency will be placed above 
any other requirements unrelated to the effective and competent 
management of projects. 

However, against these optimistic future projections, several 
qualifying conditions must be kept in mind: 

First, Iraqi markets are characterized by either a general absence 
of competition in certain specific productive sectors or very limited 
competition. At best, the prevailing market situation is one of a 
few monopolies. Not even monopoly competition exists in the 
true sense of the word. What docs exist is a sellers' market over 
which the sellers have clear control and with abundant liquidity 
among many social groups. This situation, along with large gov­
ernment spending, will inevitably lead to large increases in prices. 
Increases occur after the cancellation of price setting for many 
commodities, leading to high inflation in agricultural commodity 
prices in particular and in a very short time (no more than a few 
weeks), forcing the Government to return to pricing certain pop­
ular agricultural consumer goods. 

Second, the primacy of the profit motive in the private seccor 
contributes to this factor and is more important than the trend 
toward greater investment or consideration of the social or political 
consequences that may ensue. Thus, the private sector's preoc­
cupation with limitless profit and short-term financial (rather than 
economic) returns will shape society's position (and that of the 
state in particular) toward that sector in future. 

Third, a real risk of distortions exists in pricing and resource 
assignment if the two-tier system continues in the public and pri­
vate sectors. This problem must be addressed, for it will definitely 
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erode the effectiveness of the price system, whether in the un­
regulated private sector or the regulated public sector. 

Fourth, unqualified deregulation of prices leads to galloping 
inflation under conditions of postwar scarcity. It will be difficult 
to curb that inflation without government intervention, so that a 
certain measure of government monitoring of prices will be needed. 

Fifth, continued adherence to an aggressive investment policy, 
without limit, can only aggravate these inflationary pressures and 
increase demand for both domestic and imported goods and ser­
vices. This wiJI increase the domestic and foreign deficits as well 
as the external debt, leading to a drawdown on foreign financial 
reserves, a deterioration of the actual and effective exchange rate 
of the dinar, reduced exports, stagnation of domestic liquidity and 
therefore domestic demand, and so on. 

All of these require the adoption of a highly conservative in­
vestment policy for the coming decade. 

Last, bur certainly not least, is the danger of continued depend­
ence on oil, its exports, and revenues. This danger and its negative 
consequences will remain with us as long as macroeconomic pol­
icies fail to emphasize the development of domestic economic 
resources as the basis for development, thereby minimizing the 
contribution of oiJ by developing other, non-oil sectors in the 
national economy. 
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Comment 

Abdel Wahed Al-Makhzoumi 

I would like at the outset to express my appreciation for this 
good study, which dealt with investment policy in Iraq over a 
period of close to four decades. Its treatment of the subject was 
organized and logically sequenced, which enabled the reader ro 
get a clear idea of the message that the writer wanted to convey. 
I believe that a critique of this study will not be easy by any means, 
since I agree with most of the points raised in it. I agree in particular 
with the following points: 

• That the revenues from oil exports were the mainstay during 
that period as a source of financing that investment policy, 
and they constituted a primary source of foreign exchange 
needed for the purchase of capital goods and for other de­
velopment expenses that must be paid in foreign exchange to 
agencies implementing the investment projects. 

• That the growth of the economic sectors, ocher than crude 
oil extraction and exports, reflected changes in those sectors 
during the period covered better than the overall growth rate 
of gross domestic product (GDP) (oil and nonoil). Isolating 
the impact of the crude oil sector, with its sharp fluctuations 
and high share in GDP, would give a clear picture of devel­
opments in other sectors of the economy. 

• The author succeeded in highlighting the interaction and the 
interdependence during that period between oil and oil export 
revenues on the one hand, and political changes, social ori­
entation, and ideologies of the ruling party on the other, and 
how they determined the size, pattern, and direction of in­
vestment. The investment policy of the Development Board 
in the fifties was conservative, implementation was low, and 
there was an ongoing emphasis on investments in the agri­
cultural sector, mainly to satisfy the Development Board re­
garding its list of investment projects. There was a clear tend­
ency toward involving the private sector in joint ventures with 
the Government in the industrial sector. This orientation 

242 
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changed in the seventies to central planning; the diagnosis of 
obstacles to development; the specification of resources and 
potentialities and general development objectives; a shift of 
emphasis to the industrial sector; and high implementation 
rates. New sources of investment financing were sought, both 
domestic and foreign, including foreign borrowing that began 
with the Five-Year Plan 1961 -65, and the pursuit of following 
what the author called a shock development strategy. 

The author dealt with the investment policy in Iraq in that period 
in an objective manner. He is not an advocate of any policy fol­
lowed during the period under consideration nor is he among those 
writers who sharply oppose any of these policies in such a way 
that their conclusions are clear from the outset. He presents faith­
fully what he knows, and in a manner that helps the reader under­
stand the circumstances and the economic and noneconomic fac­
tors that had a clear impact on determining the form, content, 
size, and direction of investment policy in Iraq. 

The evidence used in the intertemporal comparisons of annual 
growth rates and sectoral contributions to economic development 
is derived from the estimated figures of GDP growth rates and 
national income in Iraq, in real terms and in current prices during 
the period 1 950-87. Because of the scacistical situation in Iraq 
during that period, caution should be exercised in using these 
figures as regards the accuracy and comparability of some of them. 
They were prepared by various agencies and persons. Some were 
prepared based on different concepts and were modified to fit into 
a time series with earlier estimates; others were revised or re­
estimated by the same agency or by ochers. 1 

Regarding foreign investments in Iraq-excluding Arab m­
vestments-there were no direct investments following the 
Revolutionary Command Council's Decision No. 1646 of No­
vember 1 ,  1980, which decreed the liquidation of foreign partic­
ipation in the capital of private companies in Iraq within a year. 
Arab nationals are not considered foreigners. But there are facilities 
for temporary investments accompanying the implementation of 
projects by foreign companies in Iraq. 

'For more informacion, sec "Development of National Income Srari3cics in 
Iraq," prepared by Abdcl Hussein Zeini, published by the Baghdad Chamber of 
Commerce (1973). 
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The effects of macroeconomic policies in Iraq, as a developing 
country, were not different from those in most developing coun­
tries. However, financial policy, especially government spending, 
played a leading role, and the economy was open to the outside 
world to satisfy domestic demand depending on the availability 
of foreign exchange. 

If I may add some remarks and ideas, the first thing that came 
to my mind was that the study needed a brief presentation of the 
methods followed by the planning bodies in investment planning 
in Iraq during the period under consideration, how the plans were 
prepared and finalized, the effects of changes in the plans (which 
were relatively many), and the extent to which planned objectives 
were achieved. Such a presentation would have added to the 
study's usefulness and would have been a summary of excerpts 
from various parts of it. 

I expected also to find a comparison of forecasts or objectives 
of the various investment plans and the achievements realized. 
Such a comparison would usually take the form of comparative 
tables or charts showing GNP and the other major national account 
aggregates (normally agriculture, manufacturing industries, and 
other sectors). They would have shown the degree of realism in 
setting objectives and the benefits derived from the planning ex­
perience over the years. 

With regard to the method of presenting the figures included 
in the text, and recognizing the difficulty of obtaining figures on 
the Iraqi economy in the form and detail necessary to present them 
suitably, I did not feel that my distinguished colleague established 
a base and then followed it. 

The author leads us through an experiment in investment plan­
ning based on what was written about these plans and programs, 
or on laws and regulations that defined their powers and concepts, 
and on published results. We notice from this survey that an at­
tempt was made to control government development spending 
through development programs during the period 1950-58. This 
attempt, which was disrupted by a political change, was charac­
terized by centralized planning and implementation of government 
investment spending. After 1 959, there was a period of centralized 
planning and decentralized implementation. After the enactment 
of the Planning Board Law of 1 966, there was overall economic 
planning, which was not limited to economic aspects bur extended 



©International Monetary Fund. Not for Redistribution 

9 • COMMENT 245 

to coordinating economic, monetary, and trade policies, evalu­
ating the draft of the annual state budget, and guiding private 
sector activities to ensure that they conformed to development 
plan objectives. This development took place after foreign bor­
rowing emerged as a new source of investment finance in the L 961-
65 plan, and the attempt to link plan projects to the objectives 
of Arab economic integration, and to coordinate (at the macro­
economic level) the investment policy with the financial, monetary, 
credit, trade, and wage policies for the first time in the 1965-69 
plan. The development plans covering the period 1965-80 were 
established in the light of different political and economic devel­
opments, social orientations that differed from what went before, 
and favoritism, which left a clear impact on the size of investments 
and on the nature and direction of the investment policy. Reading 
the study, however, it is not easy to find a clear itemization of the 
outcome of all of these developments, whether they produced the 
essential results and in which direction, and the extent to which 
objectives were realized. I am confident that careful investigation 
wil1 yield positive results. 


