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Foreword

I

nvestment in Iraq has been a topic that has polarised opinion over the last seven years. Discussion
ranges from dramatic exhortations of the lucrative opportunities available—in a country endowed
with sizeable oil, water and human resources—and expressions of extreme caution because of the
security and political risks that muddy the business environment.
Iraq Through Investors’ Eyes is an Economist Intelligence Unit report that takes the debate deeper.
It lays out in detail the more nuanced views of investors that are already operating in Iraq and dealing
with the realities of doing business on the ground, as well as the perceptions of others that are
either weighing their options or have decided not to invest for the time being. The findings and views
expressed in this report are the responsibility of the Economist Intelligence Unit, which conducted this
research independently. Ali al-Saffar and Justin Alexander were the authors of the report, and Jane
Kinninmont was the editor.
This is a background paper for Economist Conferences’ Iraq Business and Investment Summit,
September 29th 2010, an event sponsored by the Trade Bank of Iraq, Gulf Air and Danagas.
September 2010
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About the research

I

n June 2010, the Economist Intelligence Unit surveyed 367 senior executives, all of whom had direct
input into their company’s decision-making regarding business in the Middle East, about their
perceptions of investment in Iraq. The executives come from 52 countries spread across four regions:
Asia-Pacific, North America, Middle East and Africa, and Western Europe (only a few respondents
come from Eastern Europe or Latin America). They include representatives of 80 companies currently
investing in Iraq, and 32 companies that are each considering investing over US$50m in Iraq over
the next two years. More than two-thirds of respondents are executives at director level or above.
Around 59% are from businesses with US$500m or more in global annual revenue, and one-fifth come
from firms with more than US$5bn in annual sales. All major industries are represented, with energy,
manufacturing and financial services having the strongest representation. Companies that said they
Location and number of companies surveyed

North America
81

Western Europe
98

Eastern Europe
4

Middle East and Africa
80

Asia-Pacific
99

Latin America
3

Note. Figures add to 365; two respondents did not specify their location



© The Economist Intelligence Unit Limited 2010

Iraq Through Investors’ Eyes
Perspectives on risks and rewards

could never envisage investing in Iraq were excluded from the survey.
To supplement the online survey, the Economist Intelligence Unit conducted 13 in-depth interviews
with a selection of senior business executives (with responsibility for investment in the Middle East),
diplomats and investment experts. The insights from these interviews appear throughout the report.
The Economist Intelligence Unit would like to thank all survey respondents, as well as the following
participants in the in-depth interview programme (listed alphabetically):
l H.E. Boris Boillon, Ambassador, Embassy of France in Iraq
l George Bou Mitri, Iraq and Levant leader, GE Corporate, USA
l Nicholas Gee, Head of Completion and Production Line, Weatherford, Switzerland
l David Horgan, Managing Director, Petrel, Ireland
l Luay al-Khatteeb, Executive Director, Iraq Energy Institute, UK
l David Lloyd, Senior Consultant, Middle East Association, London
l Abdul Majid Pandar, Chargé d’affaires, Embassy of India in Iraq
l Ian Mann, Director, London Corporate Training, UK
l Kyle McEneaney, Manager of Middle East practice, Ergo, USA
l Baroness Nicholson, Chairman, Iraq British Business Council
l Zaab Sethna, Partner, Northern Gulf Partners, USA
l Dr Sami Shubber, Legal Consultant, Hammurabi office, Iraq
l Allessandro Veralli, General Director for International Project Development, Technital, Italy
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Executive summary

A

gainst a backdrop of difficult political and economic transitions, Iraq is once again opening its
doors to foreign business. Decades of war, sanctions and hardship have left the country with a
devastated infrastructure, and the government is looking to foreign investment and expertise in its bid
to rebuild and expand.
The story of Iraqi oil is by now well known: the country has (at least) the third-largest reserves
in the world, with many fields as yet unexplored. The inflow of oil revenue, and expectations of
substantial increases, has allowed the government to pass expansionary budgets and to announce
ambitious investment plans to the tune of US$186bn over the next five years. Eleven technical service
contracts have been signed since last year that will see international oil companies help boost existing
oil production, and the Economist Intelligence Unit forecasts that production could almost triple to
over 6m barrels/day by 2016. Beyond the hydrocarbons sector, opportunities abound for enterprising
businesses looking to enter the Iraqi market.
One legacy of the long years of Iraq’s isolation is that information, beyond news journalism, is
sparse. Companies wishing to consider investment in Iraq often do not have sufficient information
required to make informed decisions. This white paper goes some way towards filling that gap by
highlighting the current experiences, hopes and concerns that companies have regarding the business
environment in Iraq. It is based on a programme of desk research, a survey of 367 senior executives,
and 13 in-depth interviews with business executives, diplomats and investment experts. This research
focuses on companies’ perception of doing business in Iraq, and includes the views of companies
currently operating in the country, those that plan to invest and those not considering entry into the
Iraqi market.
The main findings of the research are highlighted below.
l Investor opinion about Iraq is divided…: Although 49% of respondents judge that “the ongoing
violence means doing business in Iraq will remain too risky for some time”, one-third see Iraq as “a
country with significant opportunities for those who are willing to accept risks in the short term” and
28% as “a fledgling democracy with a long-term political and economic future.”
l …but improving: Just over half – 51% - said their perceptions of Iraq as a place to do business had
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improved in the past two years, compared with 12% who said it had got worse.
l Construction is seen as the most promising sector after oil and gas: 46% of investors see
construction and real estate as the country’s single most promising non-hydrocarbons sector, followed
by chemicals (25%). Consumer goods tie with healthcare and pharmaceuticals for third place (both
22%), followed by agriculture and agribusiness (20%).
l The largely untapped consumer market is seen as a significant attraction. Unsurprisingly, the
most attractive aspect of Iraq, as perceived by these executives, is the country’s oil and gas resources,
which are cited by 58% as one of the top three attractions (17% cite other natural resources such as
phosphates). However, Iraq’s untapped consumer market is almost as big a draw, selected by 49%
of those surveyed, with the chance of achieving first-mover advantage being the third most popular
choice.
l Violence, corruption and poor infrastructure are the main business risks: The top three risks are
violence, (69%), corruption (45%) and shortages of infrastructure (38%). The next three are credit
risk, bureaucracy, and a lack of contract protection.
l Investors on the ground expect security to improve: Almost 70% of existing investors expect the
security situation to improve over the next two years, while only 5% think it will get worse. However,
61% of those not currently considering investment expect the situation to stay the same or get worse.
The research also yielded advice for businesses looking to enter the Iraqi market. Investors interviewed
for this report emphasised that the secrets to success in Iraq include:
l Local knowledge and an understanding of the different regions.
l The right local partner (with an understanding of the compliance requirements of Western
companies).
l Access to foreign capital.
l Some appetite for risk.
l The importance of community integration and corporate social responsibility in a country where
attitudes to foreign companies can be mixed.
l A long-term view—and patience.
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How investors see Iraq’s security and
political climate
Security
Unsurprisingly, security concerns are the most frequently cited reason for companies not investing in
Iraq. The security environment is also one of the main risks identified by existing investors. However,
security concerns are not uniform across the country; many companies operate in areas where security
is not a major concern.

“It is a risky
country, but where
there is risk, there
is opportunity.
Investment
around the world
is not great at the
moment, and Iraq is
attractive from that
perspective.”
Allessandro Veralli, Technital



l Significantly, 36% of surveyed companies currently operating in Iraq do not count security
among the top three risks they face (although only two investors went as far as to say that it is not a
significant risk for them at all).
l Looking ahead, however, companies are optimistic about improvements in the security situation—
69% of existing investors expect that it will improve over the next two years, and only 5% expect that it
will worsen:
l Companies actively considering investing are similarly optimistic, whereas 61% of those not
currently considering investment expect the situation to stay the same or get worse.
l Interestingly, companies seem partly to expect an improvement in spite of the government, rather
than because of its actions. Only 31% of investors are optimistic about the government’s ability to
improve security for Iraqis, compared with 28% that are pessimistic.
l Companies expect the improvements in security to come from non-military sources, now that US
forces have ceased formal combat operations. Companies cite job creation through investment as
among the factors that could bring stability and thereby improve security.
While security remains an overriding concern, investors are also focused on other factors of the
business environment, including general governance and management of corruption.
Several of our interview partners commented that security risks should be placed in perspective.
Zaab Sethna, head of the Baghdad office at Northern Gulf Partners, a US investment advisory firm
focusing on Iraq, says that security is top of a list of obstacles, but that ‘’security is a manageable risk”.
This sentiment is shared by Kyle McEneaney, manager of the Middle East practice at Ergo, a US-based
consultancy: ‘’Security matters. Whether the risk is real or perceived, it constrains business.” Mr
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McEneaney believes that security risks can be mitigated, but that the costs remain high “and Iraq is an
information-poor environment”. And as Alessandro Varelli, general director for International Project
Development at Technital, an engineering firm based in Italy that has won a contract to develop the
al-Fao peninsula into Iraq’s biggest port, points out: “There is a tremendous market; we only expect
security problems in the short term.”

Corruption
Corruption remains a considerable problem in Iraq, ranking second only to security. Companies in our
survey that would only consider investment in Iraq if conditions change, cite a reduction in corruption
as the second most important change they require (after improved security). Existing investors similarly
rank corruption as the second-biggest risk they face, with 55% placing it among the top three risks.
Moreover, companies are disappointed by the government’s attempts to tackle corruption in
recent years, and are extremely pessimistic about the prospects of an incoming government making
any headway in the short term. The level of corruption in Iraq is widely known—the country ranked
176th out of 180 in Transparency International’s Corruption Perceptions Index 2009—but, worryingly,
companies already investing have an even more negative view than others. In our survey, 45% of
current investors are pessimistic about the prospects for a new government tackling corruption,
including 17% that are very pessimistic. Only 13% are optimistic that the situation will improve.
Successive election campaigns have brought promises of more transparency and a concerted effort
to bring corruption under control, but changes in government have yielded little. The massively
bloated state bureaucracy presents ample opportunity for bribery and graft. David Lloyd, an adviser
at the Middle East Association in London, maintains that although corruption is a secondary issue,
compared with the security situation (which was the main factor shaping the perceptions of businesses
he took to Iraq on a recent trade mission), a stable government that could crack down on corruption is
also very important for companies wishing to invest in the country.

Political stability and governance
At the time of writing, no new Iraqi government had been formed, six months after elections. This
is symptomatic of the political instability Iraq has faced since 2003; the last government also took
months to form and, once in office, struggled with internal divisions. Many ministries were run as
party fiefdoms and parliament rarely passed any important legislation (indeed, it often even failed to
achieve quorum). Investors are aware of these problems, although understandably few are willing to
Percentage of companies citing security as one of the top three risks, by region:
(% respondents)
North America
42

Middle East & Africa
68

World
70

Europe
70

Asia Pacific
78

Source: EIU survey.
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be quoted on their views about the various political parties. The companies we surveyed are split fairly
evenly on whether a centralised authoritarian style of governance would be more capable of improving
security compared with a coalition government with a focus on decentralisation. In any case, current
investors are more than twice as likely to be optimistic than not (45% compared with 21%) that the
incoming government will have the authority to implement essential reforms; companies not yet
operating in Iraq are slightly less optimistic.
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How investors see Iraq’s business
environment
“Iraq is a difficult
place to do
business. It’s
important to keep
in mind that it’s
undergoing three
simultaneous
transitions: from
conflict to postconflict; from
a centralised
economy to a
free market; and
from the strictest
sanctions ever
imposed to free
trade.”
Zaab Sethna, Northern Gulf
Partners

T

he business environment in Iraq places enormous strains on potential investors. The companies
we surveyed cite a number of problems on entering the country, ranging from poor infrastructure
to inadequate financing, most of which are legacies of wrenching transformations Iraq is currently
undergoing. Despite this, there are vast opportunities for companies that can endure the difficulties.
Baroness Nicholson, chair of the Iraq British Business Council, advises companies to “cultivate a
culture of patience”, a sentiment that is shared by David Horgan, the managing director of Petrel, an
oil services company based in Ireland. “Companies have to take a long-term view,” he says, adding,
“we faced large-scale inefficiencies that affected us, [but] we have been able to deliver US$100m of
equipment successfully and without incident.”

Infrastructure
There was a time in the 1970s when Iraq’s infrastructure led the region, but three decades of wars,
sanctions and terrorism have devastated much of what was in place. In addition, the population has
What are the biggest risks regarding doing business in Iraq? Please choose the top three only.
(% respondents)
Unacceptable foreseeable levels of violence
69

Corruption
45

Lack of infrastructure (eg, telephones, transport networks, utilities)
38

Credit risk
31

Cumbersome bureaucracy
26

Contracts not being protected by the legal system
22

Inconsistent and vague property rights
16

Undeveloped retail and distribution systems
13

Inadequate human capital
8

Difficulty in obtaining visas for expatriates
3

Other, please specify
1
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more than doubled, dramatically increasing the strain on the transport, power and water networks.
Both existing and potential investors recognise both the difficulties this battered infrastructure
presents to business operations as well as the opportunities presented by the need to rebuild and
expand infrastructure. In our survey, investors agree that poor infrastructure is the third most
significant risk to business after security and corruption.
l Investors have a mixed view about the government’s record on improving infrastructure in recent
years. Around one-third judge it to be positive, whereas one-quarter say it is poor.
l Investors are considerably more optimistic about the government’s ability to make progress on
infrastructure. Around 44% express optimism compared with just 11% that are pessimistic.
l This goes some way to explain why both investors and those not yet investing identify the
construction sector as having the most potential after hydrocarbons—46% of respondents include
construction in their picks of the top three sectors, almost twice as many as for the next most popular
sector (chemicals).
Infrastructure shortages have significant cost implications. Insufficient port facilities mean that
companies are paying about US$150 per container as fees to neighbouring countries serving as a transit
point for imports, according to Mr Veralli of Technital.

Bureaucracy
Iraq’s slow and cumbersome bureaucracy is a legacy from decades of totalitarian rule, which used the
bureaucracy to ensure tight control of the population. This has meant multiple layers of procedures—for
example, requirements for sign-off from several government departments for the same permit—which
in turn has also produced overstaffing. On top of this, Iraq has suffered unprecedented disruptions in
recent years. Many experienced civil servants have been killed, displaced or removed from office because
of their perceived connections with the former Ba’athist regime. Records and equipment have been
destroyed, lost or stolen. Ongoing power blackouts and security threats continue to inhibit operations.
Frequent changes of ministers and high turnover of senior civil servants in the post-war period, and
poor governance capacity in general, have exacerbated the situation.
The Iraqi government has recognised that excessive bureaucracy can hinder investment. The National
Investment Commission (NIC), with support from the OECD, has therefore been developing a “one-stop
shop” service that aims to “streamline the investing process by clarifying legislation, and improving
service quality in registration, licensing, permitting and land allocation”. Whether the current reality of
the NIC meets its stated remit has been called into question. Luay al-Khatteeb, the executive director of
the Iraq Energy Institute based in the UK, believes “the NIC should have executive authority, but this has
been curbed. It has been relegated to promotional activities”.
Investors certainly recognise the problems with bureaucracy, with almost one-third of current
investors listing this among the top three risks to business operations. Mr Sethna of Northern
Gulf Partners comments: “It is extremely difficult, for example, to form a company in Iraq. It needs
the approval of several ministries, including the interior ministry, which takes a long time and is
cumbersome. The government can take some basic steps to help streamline rules and regulations; for
10
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example, it can relax visa requirements, which are now a big impediment.”
Interestingly, companies not currently investing in Iraq seem to place less importance on
bureaucracy as a barrier to business. This may reflect their unfamiliarity with conditions on the ground,
or it may mean that the full brunt of bureaucratic inefficiency is felt only after starting operations
in Iraq. Companies already investing in Iraq take a dim view of the government’s record in reducing
bureaucracy over the last few years: 48% have a negative view, compared with only 11% that have a
positive view. This is the lowest score given by our respondents in any area of government performance,
aside from tackling corruption. Looking ahead, investors are only slightly more optimistic about the
incoming government’s ability to make improvements in this area over the next two years.

Protection of contracts and property rights
Our survey found a marked difference between the views of current investors and prospective investors
when it comes to the protection of contracts. Only 13% of existing investors rank this issue among the
top three risks to business. By contrast, 31% of the companies considering investing in Iraq within
the next two years place contract protection among their top three concerns, ranking it above factors
such as the cumbersome bureaucracy and poor infrastructure, which are of more immediate concern to
current investors. It may be that existing investors have found ways to mitigate their exposure to the
highly inefficient and problematic Iraqi legal system, for instance by using international arbitration
clauses in their contracts.
Sami Shubber, a legal expert at the Hammurabi office in Baghdad, supports the view that the existing
legal frameworks provide sufficient protection for foreign business interests, and that ‘’the law of
investment that was passed in 2006 stipulates that there can be no expropriation or nationalisation of
assets, and that companies can repatriate capital and equipment at will’’.
Contractual rights are particularly controversial in the oil and gas sector. The previous parliament
was unable to agree on the text of a long-anticipated hydrocarbons law, forcing the government to
utilise legislation from the former regime and ratify its deals with international companies through
the cabinet. This has thrown up legal challenges, the most prominent of which came from Shedha
al-Musawi, an MP, who argued that all oil contracts needed parliament’s approval before they could
be ratified. This view has been contested by senior Iraqi law experts, including Mr Shubber. In the
Economist Intelligence Unit’s opinion, it is highly unlikely that a future government will seek to repeal
the contracts awarded in 2009-10, in part because the terms are reasonably favourable for Iraq, and
because the two leading candidates for the role of prime minister have both signalled that they would
honour the contracts.
About what proportion of your non-managerial staff are/would likely be expatriates? Please choose one answer only.
(% respondents)
Less than 25%
60

26-50%
26

51-75%
9

More than 75%
5

11
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How do our findings compare to other assessments
of the business environment?

l The World Bank’s Doing Business report, which is currently the only
business environment index that covers Iraq, ranks the country 153rd
out of 183 countries (down by three places from its 2009 ranking). The
World Bank’s assessment shows a very mixed picture, with Iraq scoring
reasonably well in some areas but abysmally in others. Its assessments
largely tally with the perceptions of the investors that we surveyed and
interviewed.
l Worryingly for foreign investors, the areas where Iraq ranks the
worst are critical ones: starting a business (175th), closing a business
(183rd) and trading across borders (180th)—Iraq’s poor infrastructure
means that importing and exporting costs about four times as much
and takes four times as long as the regional average. Getting credit is
also a weak area (167th), although this is not so much of a problem for
foreign investors, of which few would be looking to secure financing
inside Iraq. Of more concern are the poor rankings for enforcing
contracts (139th) and protecting investors in local companies (119th).
l On the positive side, Iraq ranks reasonably highly in two important
areas, paying taxes (53rd) and employing workers (59th), although
the latter rank largely reflects the low cost of redundancy rather than
the ease of hiring staff.
l Doing Business is a useful initial tool for businesses conducting due

diligence. However, its ten quantitative indicators cannot capture the
nuance of the business environment in many emerging economies,
Iraq included. It does not cover areas such as security or political
stability.
l Iraq is generally not covered in most other global indices of
relevance to the business environment, such as the World Economic
Forum’s Enabling Trade index.
l The Heritage Foundation’s Economic Freedom Index, which
rates 179 countries, counts Iraq as one of only four (along with
Afghanistan, Sudan and Lichtenstein) for which there is insufficient
information available to give a reliable rating. Nonetheless, it notes:
“Iraq is open to foreign capital in principle, but inadequate regulatory
capacity, policy uncertainty, security concerns and corruption
deter investment. There are no restrictions on current and capital
transactions involving currency exchange as long as underlying
transactions are supported by valid documentation.”
l Our research has shown that the general sentiments conveyed
in other reports regarding difficulties in doing business in Iraq are
largely mirrored by investors. Of the companies we questioned, 46%
would not consider investing in Iraq. Of these, 34% rate infrastructure
improvements within the top three things that would have to change
for them to consider entering the Iraqi market, while 27% say better
enforcements of contracts and protection of property rights is
important to them.
l Poor infrastructure and high credit risks rank among the top three
risks by 38% and 31% of the companies respectively.

Credit risk and financing
Credit risk is viewed as among the three top risks in Iraq by 31% of the companies to our survey,
making it their fourth most significant concern (after security, corruption and poor infrastructure).
Current investors are even more concerned with non-payment than prospective investors, with 37%
citing it as a major risk, pushing it to third place in their concerns, ahead of infrastructure risk. None
of our interviewees, however, mentioned that they themselves had faced non-payment problems,
and in fact Technital, one of the companies with the longest involvement in Iraq, specifically stated
that it had not faced any problems with payment. Mr Horgan of Petrel did recognise this as a potential
problem. “There doesn’t seem to be an understanding that contractors need to be paid,” he explains.
“Instead, they are always seen as the villain. It is a legacy of resource nationalism.” The concerns of
investors in the survey may therefore be more a result of uncertainty about the political environment
than specific experiences. There is probably also an issue with the timeliness of payment as a corollary
of Iraq’s poor bureaucracy. Interestingly, credit risk was also one of the major concerns for investors
back in 1961, and an Economist Intelligence Unit study at the time (see Appendix) found that virtually
all companies “complain of some payment difficulties…but most agree that delays are due not so
much to ill-will as to inefficiency and a fear [among officials] of taking financial responsibility.”
12
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Companies found then that applying pressure higher up the chain generally resulted in eventual
payment. It is likely that a similar situation pertains today, with considerable variance depending on
which government ministries and departments are the counterparties.
Separately, problems in obtaining financing remain an issue. France’s ambassador to Iraq, Boris
Boillon, says “the need ’for continuous improvement in the banking sector is huge’’, as ‘’the lack of
financing and the reluctance of foreign banking institutions deter companies from investing in some
projects”. His government is trying to overcome the problems associated with a weak Iraqi banking
sector, and thus encourage French companies to invest in Iraq, by underwriting short- and mediumterm credit. Mr Sethna of Northern Gulf Partners believes that many of the 36 privately owned banks
currently operating in the country are heavily under-capitalised. For Iraqi businesses, the lack of credit
history or credit records will also serve as a barrier to accessing finance.

Human resources
At its peak in the 1970s, Iraq was renowned across the region for the quality of its workforce,
from the rank-and-file oil workers who built up the sector after nationalisation to the legions of
professionals, many educated abroad, which gave Iraq one of the world’s highest per head levels of
post-graduate qualifications. Mr Veralli of Technital, who worked in Iraq in the 1980s, praises the
quality of his former Iraqi colleagues: “I would never feel lost when speaking to an Iraqi engineer on a
project. They were efficient and competent.” However, he sees “a generational gap”. In a similar vein,
Mr Horgan of Petrel comments: “There is a human resource gap; the generation brought up in the
1980s and 1990s missed out, and the current generation has not had an easy time of it.” This matches
the perceptions of the companies we surveyed, with 29% saying that the Iraqi workforce is of inferior
quality to other countries in the region and just 10% saying it is superior. This contrasts with the
positive picture presented by the NIC, which states that “over 11% [of the workforce] are graduates
and 20% have higher-level academic or technical qualifications... and an engineering professional is
89% cheaper than in the UAE.”
The exodus of skilled, middle-class Iraqis after the war and the subsequent ‘’brain drain’’
was highlighted by Mr Boillon, who believes that most of Iraq’s skilled labour force has left the
country, while those workers that stayed have been cut off from modern techniques for a while.
According to Ian Mann, the director of London Corporate Training, based in the UK, “we have to go
back generations to find capable managers”, and he sees a huge need to “train senior and middle
management, particularly in the finance sector and in the ministries”.
It is therefore unsurprising that few investors are attracted to Iraq by the prospect of “cheap skilled
labour” (only 8% of current investors and 14% of prospective ones list this among the top three
attractions). At the same time, only 8% of companies put “inadequate human capital” among the top
three risks of doing business in Iraq. George Bou Mitri, Iraq and Levant leader of GE Corporate, a US
conglomerate, confirms that, in the case of GE, “It is a lengthy process, but eventually you will be able
to find competent local talent to fill both managerial and non-managerial posts.”
Investors largely draw the majority of their managerial staff from abroad: slightly over one-third
say foreigners comprise most of their managerial staff, and a similar proportion of companies say
Iraqi expatriates, who have qualifications and experience working internationally, form the bulk of
13
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management; only 28% say most managers are local Iraqis. At the same time, most non-managerial
staff are locals. Experiences vary between sectors and regions.
Other issues that companies highlighted include:
l Shortages of economic data, given the limited statistical capacity of the official institutions, as well
as the large informal economy. The first census since 1987, which will be published in October this year,
will at least provide an updated picture of the population, helping consumer goods companies among
others.
l Weak communications infrastructure; just over 1% of the population has Internet access.
l Border and port controls that slow imports.
l Competition from counterfeit and imitation products.

14
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Variations in views across Iraq’s regions

I

raq’s regions present different opportunities and challenges to investors. Basra is the main
(although not exclusive) centre for the oil sector and the ports in the area are the gateway for trade.
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Please indicate how favourably or unfavourably you view the following regions of Iraq as places to do business.
Please choose one answer in each row.
(% respondents)
Highly favourably

Somewhat favourably

Neither favourably nor unfavourably

Somewhat unfavourably

Highly unfavourably

Don’t know

Kurdish region
13

30

21

11

9

15

Mosul
5

19

30

19

7

21

Baghdad
8

36

26

13

3

14

Najaf and Karbala
3

17

28

19

9

23

Basra
7

28

20

17

6

22

In the holy cities of Najaf and Karbala, religious tourism is a major driver for the economy. Baghdad
is the natural base for corporate operations, as well as having great potential for construction and
consumer goods, although the levels of violence in the capital have been challenging in recent
years. Mosul, Iraq’s third-largest city, is located near the plains that have traditionally been Iraq’s
agricultural heartland. The Kurdistan region was traditionally an economic backwater, but its relative
stability and the efforts by its regional government to attract investment have changed that image
in recent years. Aside from the different intrinsic attractions of each region, there are differences of
approaches by the local authorities. The Iraqi constitution delegates considerable responsibilities to
provinces and particularly to federal regions (only Kurdistan currently has status as a region), and
every province has its own body to promote investment within the structure of the National Investment
Commission.
The 2010 budget has followed a general push towards devolving power from the central government
to provincial councils. In addition to increased allocations to the regions, oil-producing provinces now
have revenue ring-fenced for them. This principle also extends to include gas income and that from
religious tourism. The budget requires the transfer to the local governing council of US$1/barrel of
crude oil produced in a governorate, US$1/b crude oil refined in a province’s refinery and US$1 per 150
cu metres of natural gas produced. In addition, US$20 for every entry visa issued to visitors to Iraq’s
holy sites will be given to the relevant province. Basra, which is responsible for producing the bulk of
Iraq’s oil, and has traditionally been under-represented in the budget, stands to benefit substantially
from this new provision, as will Najaf and Karbala, which attract hundreds of thousands of foreign
pilgrims each year.
l Overall, the companies we surveyed perceive that Kurdistan is the most favourable region to do
business, followed closely by Baghdad, Basra and, lagging considerably, Mosul and then Najaf and
Karbala.
l Existing investors naturally have a more positive view of all the regions than those companies only
considering future investment, or not considering Iraq at all. The difference is most marked in the
case of Kurdistan, of which 31% of investors have a “very favourable” view as a place to do business,
compared with just 14% for Baghdad, the next highest-scoring region.
l Another marked difference is that current investors have a considerably more favourable view
16
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of Najaf and Karbala, which receive the lowest favourable and highest unfavourable ratings from
companies without an existing investment. The difference may reflect a lack of information. The holy
cities are not well known outside the Islamic world, and the region also receives the highest level of
“don’t know” responses from fully one-quarter of those yet to invest.
According to Mr Bou Mitri of GE, “The KRG and the southern provinces are ahead of the others.
Here, you will find many more business activities happening, although the security situation is
still vulnerable.” He also picks out Najaf and Karbala as being particularly attractive, and says that
the investment environment there means that these two provinces attract much of foreign direct
investment (FDI). Mr Mann of London Corporate Training agrees that Kurdistan Regional Government
(KRG) officials make a particular effort for investors: “We found them highly capable.”
Despite its favourable security situation, Mr Sethna of Northern Gulf Partners favours investment
outside the Kurdish north of the country. “Our firm currently focuses on Central and Southern Iraq, as
these are where we see the true opportunities. The KRG has less impediments currently, but the best
opportunities have already been picked over and there is a much smaller market there (only 15% of
the population, and incidentally, 15% of the natural resource base). Baghdad and Basra are where the
riches lie and both are eager to attract business.”
Investors also have concerns about the KRG, as Mr Horgan of Petrel comments: “The KRG is the
easiest place to do business, but it is still uncertain, not because of the security situation, but because
the KRG has no great record of running a state or indeed of paying what it has contractually agreed to.
I find there is no concept of ‘my word is my bond’ there. Costs of operating in the KRG are horrendously
high for the oil services sector, and I don’t see that the production-sharing agreements they signed
will be honoured. I doubt the companies that are doing the work will manage to retrieve even the
costs.”
Most of the violence in Iraq at the moment is concentrated in and around Baghdad and Mosul,
while other regions are relatively peaceful. That the KRG is viewed as being the most favourable
area in Iraq to do business by the companies we surveyed (with 43% either classifying it as being
“very favourable” or “somewhat favourable”) is no doubt partly a reflection of its relative security.
Companies in the three northern provinces of Arbil, Suleimaniya and Dohuk face very few threats from
the militant groups that hamper reconstruction projects elsewhere in the country. There have been
no notable attacks on foreigners in the KRG in recent years, and although there have been several
one-off bombings, the region’s internal security services have proven capable of ensuring that the KRG
remains relatively peaceful. The KRG’s parliament is dominated by three main parties, the Kurdistan
Democratic Party (KDP), the Patriotic Union of Kurdistan (PUK) and the newly formed Goran Party.
Although the latter was formed as an opposition movement to the more established KDP/PUK, the
political scene in the KRG is far less fragmented than in Baghdad; this coherence is evident in the
policies enacted by the region.

17
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Iraq’s economy: outlook, opportunities
and risks
Growth prospects and oil production

Growth should
be well above the
regional average,
given Iraq’s low
base

One of Iraq’s attractions for investors is that economic growth is likely to remain well above
the regional average, with many sectors developing from a low starting point after the years of
sanctions and insecurity. The Economist Intelligence Unit forecasts that Iraq’s real GDP will expand
by 6% in 2010 and by 6.5% in 2011, assuming that oil production rises incrementally and that the
security situation improves marginally. Despite risks associated with the drawdown of US forces, we
believe it is likely that better security will permit a recovery in some of Iraq’s more ethnically and
religiously homogeneous southern and western provinces, leading to greater wholesale and
retail trade.
We expect Iraq’s real economic growth to average around 6% per year for the remainder of the
decade, as government revenue, and hence expenditure, grows on the back of rising oil production,
and as a growing population, with rising average incomes, supports an expansion of domestic
demand. FDI inflows are also likely to surge in the coming years, as work on several large oil and

Field

Reserves
(bn barrels)

Bidding consortium

Remuneration Current
Plateau production
fee (US$/b)
production (b/d) (m b/d)

Badrah

0.1

Gazprom (40%) Kogas (30%) Petronas (20%) TPAO (10%)

5.5

n/a

0.17

Gharraf

0.9

Petronas (60%) Japex (40%)

1.5

n/a

0.23

Halfaya

4.1

CNPC (50%) Total (25%) Petronas (25%)

1.4

3,100

0.54

Majnoon

12.8

Shell (60%) Petronas (40%)

1.4

45,900

1.80

Missan

2.6

CNOOC (63.75)TPAO (11.25%)

2.3

100,000

0.45

Najmah

0.9

Sonangol

6.0

n/a

0.11

Qaiyarah

0.8

Sonangol

5.0

n/a

0.12

Rumaila

17-20

BP (66.67%) CNPC (33.33%)

2.0

956,550

2.85

West Qurna I

8.7

Exon-Mobil (80%) Shell (20%)

1.9

258,505

2.33

West Qurna II 12.9

Lukoil (85%) Statoil (15%)

1.2

n/a

1.80

Zubair

Eni (35%) Oxy (25%) Sinopec (20%) Kogas (20%)

2

195,000

1.25

4.2

Sources: Ministry of Oil; Economist Intelligence Unit.
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Iraqi oilfields included in the 2009
bidding rounds
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Iraq’s oil reserves
are the thirdlargest in the
world—and much of
the country remains
unexplored
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The
Gulf

infrastructure projects comes to fruition. Mr Sethna of Northern Gulf Partners agrees. “The situation
will certainly improve in the medium term, and can even do so in the short term. The economic
indicators point to this, FDI is up, inflation is low and manageable. However, political paralysis can
adversely affect the business environment.”
The oil and gas sector is the mainstay of the Iraqi economy. Up to 98% of the country’s export
earnings are derived from its sale of oil, making Iraq one of the most oil-dependent economies in
the world. Yet the sector suffers from antiquated infrastructure owing to decades of wars, sanctions
and underinvestment. Current production of around 2.5m barrels/day (b/d) is only slightly higher
than pre-war levels, and is well below what the country’s reserves can justify.
After all, Iraq’s known oil reserves are the third-largest in the world, currently standing at 115bn
barrels. Much of Iraq’s oil is located in the country’s south, around the Basra province, and in the
north, under the city of Kirkuk. Moreover, Iraq’s total reserves may prove to be far greater; according
to Tariq Shafiq, a former vice-president and executive director of the Iraq National Oil Company
(INOC), of the 530 structures in Iraq that are rated as having good oil prospects, only 114 of these
© The Economist Intelligence Unit Limited 2010
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Iraq forecast oil production
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The next priority
will be to make use
of Iraq’s large gas
reserves

have been drilled, 73 of which contained oil. This explains the Iraqi government’s assertion that
there are 100bn-200bn barrels in addition to current reserves.
In 2009 the Ministry of Oil held two oil bidding rounds, in which ten fields were auctioned off to
international oil companies (IOCs) from around the world. The technical service agreements with the
central government allocate a per-barrel (p/b) remuneration for the IOCs, ranging from US$1.15 p/b
in West Qurna-2 to US$6 p/b in Najma. The contracts also stipulate production plateau durations of
7-13 years, throughout which the operators are expected to maintain production at agreed levels.
In the case of Iraq’s largest field, BP and the China National Petroleum Company have agreed to
maintain production at 2.85m b/d for ten years.
Gradual increases in oil production are likely to be seen as early as 2011, as marginal fields like
Tawke and Taqtaq come online in 2011. The step change is likely to take place from late 2012, when
daily production is expected to rise exponentially as oil from the super giants starts to come on
stream.
We forecast that Iraq will be producing around 3.64m b/d by 2014. Based on an oil price of
US$85/b and exports of 2.9m b/d, this would bring in revenue of around US$90bn (US$53.3bn if
oil prices dipped to US$50/b, and US$106bn at US$100/b), which would help to boost both capital
expenditure and private consumption. Beyond this, the oil ministry’s initial production target of 6m

Key risks to the oil sector:
l Poor infrastructure and logistics capacity. Drilling and other
oil services companies will find it difficult to bring the heavy
equipment needed to ensure production targets are met.
l Lack of technical knowledge. International oil companies may
face difficulties in hiring the large number of skilled personnel
20

required to implement these immense projects.
l Security. Incessant attacks on pipelines and other oil
infrastructure could delay projects and stifle oil production.
l Legal uncertainties. Despite assurances by the Iraqi government
that contracts are binding to any Iraqi government, the absence
of an oil law means that prospective governments may seek to
renegotiate the current contracts.
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Iraq oil revenue scenarios

Revenue ($ bn at current forecast); right scale
Revenue ($ bn average price at US$50/b); right scale
Revenue ($ bn average price at US$100/b); right scale
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b/d (exports of 5.2m b/d) by 2016 is conceivable, and would yield US$161bn in oil export revenue
at a price of US$85/b. At this level of exports, every additional one dollar on the average annual
price of a barrel of oil would yield an additional US$1.62bn in revenue. We, however, forecast that
production in 2016 will reach a capacity of 4.5m b/d.
In theory, the ten agreements signed in the oil bidding rounds, and an 11th deal signed for the
Missan field in 2010, could boost Iraq’s oil production to over 12m barrels by 2017. In practice,
however, we believe that it is likely that this target date will be missed, as infrastructural and
logistical constraints limit the capacity coming online. BP has recently estimated that Iraq could
viably produce 10m b/d by 2020. Even this would require extremely rapid progress. We take a more
cautious view and think it is more realistic to expect some 6.7m b/d by 2020.
Over 90% of the state’s revenue currently comes from the sale of oil, which leaves the budget
vulnerable to international price fluctuations. Like other Gulf countries, Iraq is looking to overcome
this staggering dependence. Investing in capturing its large gas reserves—which at an estimated
112trn cu ft, are the fifth-largest in the region—is one way to achieve this aim.
Thus the oil ministry has announced that it will seek bids to develop three gasfields in Akkas,
Mansuriya and Siba, in a process similar to the two oil auctions held in 2009. All 45 firms that
prequalified for the oil auction will be invited to place bids. This auction is in addition to a deal
signed this year with Royal Dutch Shell and Mitsubishi Corporation, which have agreed to take part
in a joint venture (51% owned by the state-owned Southern Gas Company) to make use of associated
gas produced at four super-giant oilfields: Rumaila, West-Qurna, Majnoon and Zubair. At present,
this gas is simply being flared off, at great expense both to the environment and in lost earnings.
At the time of writing, however, the gas auction had been delayed for a month, and there was
some concern that it would be further delayed owing to the uncertainty over the formation of a new
government, following the March elections.
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Government investment and public-private partnerships
The 2010 budget was strongly expansionary:
l The recovery in oil prices since 2009 has boosted revenue, in turn leading the government to
announce a budget that is over 20% larger than that in 2009.
l Most encouragingly, the largest rise came in the capital spending allocation, which, at ID23trn
(US$19.6bn), is 53% larger than the 2009 figure.

The planning
ministry has
earmarked
US$186bn for
investment in
2010-14...

...but the
government’s
capacity to disburse
these funds remains
limited

22

l Spending on the electricity and oil sectors rose by 220% and 19% respectively.
Looking at the longer term, in April the Ministry of Planning announced an ambitious US$186bn
five-year investment plan, covering housing, health, transport, communications, education and
agriculture. It hopes that this plan will also invigorate private-sector investment.
Alongside, and overlapping with, the planning ministry’s five-year plan, the NIC said in 2010 that
Iraq plans to invest around US$150bn in infrastructure projects over the next 15 years. Housing
and agriculture will take the lion’s share of the proposed investment, at an estimated total cost of
US$50bn and US$18bn respectively.
These long-term projected figures are likely to be only a rough guide to actual spending, as is
normal in much of the Middle East. Yet they underscore some important trends. In particular, the
emphasis on agriculture suggests a recognition of the need to diversify the economy away from oil
and gas, which do not generate many jobs, as well as addressing the fact that Iraq is now importing
much of its food. Iraq was once a major date exporter.
The government has, however, had persistent trouble disbursing funds set aside for capital
projects in recent years. The Economist Intelligence Unit estimates that only 68% of last year’s
allocation was successfully spent, and that less than one-half of this year’s vastly increased budget
will be disbursed owing to the long delay in government formation since the election in March. This
will have a major knock-on impact on private consumption, as over one-third of Iraq’s workforce
is employed by the state. However, it appears likely that once a new government is in place, Iraq
will announce another large capital expenditure budget next year. This, together with the sums
allocated but not spent for this year, will be more successfully spent.
Expectations of high government spending on capital projects are clearly a major draw for
investors. Our survey results show that almost one-third of companies that are looking at investing
in the next two years agree that high government capital spending is one of Iraq’s main attractions.
The government seems to favour a public-private partnership (PPP) framework as an investment
mechanism, and hopes to generate as many as 4.5m jobs over five years by stimulating the private
sector. However, the companies we surveyed have a mixed view about the government’s ability to
implement such partnerships attractively: 26% are optimistic but 23% are pessimistic (and twice as
many are critical of the government’s record so far as are positive about it).
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What are the key growth sectors in Iraq?
Views from investors
“Iraq is thirsty
for investment at
a time when the
region is becoming
saturated. All
sectors need to be
invested in; you
name it, there’s a
need for it in Iraq.”
Sami Shubber, Hammurabi
Law Office

Hydrocarbons and downstream industries
As the IOCs establish their operations, a plethora of opportunities will open up from technical services
companies and downstream industries. Over US$100bn of investment has been pledged over the 20year term of their contracts to the sector by international companies alone, while the Iraqi government
has said it will seek US$20bn in international investment to finance four new refineries in order to
increase its current refining capacity of 550,000 b/d by an additional 740,000 b/d.
Aside from oil and gas, and regardless of the industry in which you are personally involved in, in which industries do you see
the best potential business opportunities in Iraq? Please choose the top three only.
(% respondents)
Construction and real estate
46

Chemicals
25

Healthcare, pharmaceuticals and biotechnology
22

Consumer goods
22

Agriculture and agribusiness
20

Education
18

IT and technology
17

Logistics and distribution
16

Automotive
16

Telecoms
14

Transportation, travel and tourism
14

Manufacturing
13

Financial services
11

Retailing
7

Professional services
6

Entertainment, media and publishing
5
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In June the minister of oil, Hussain al-Shahristani, stated: ‘’The investment will not be
constrained—we are looking for real partners and in any ratio.’’ Mr Shahristani also laid out a series of
incentives for investors, including a 5% discount on the price of crude, tax breaks and land provision.
l Out of the companies we surveyed, 26% are directly involved/interested in the opportunities created
by Iraq’s oil and gas resources, but many more (58%) see their presence as one of the most attractive
aspects of doing business in Iraq.

Foreign firms
have pledged
over US$100bn of
investment into the
energy sector

l Clearly, much hinges on the government’s ability to deliver on the development of the oil and gas
sector: 55% of companies are optimistic about this compared with only 12% that are pessimistic.
Mr Khatteeb of the Iraq Energy Institute argues that Iraq needs integrated projects that link
downstream activities (such as power generation, refining and petrochemicals) with the upstream
(oil and gas extraction), to assure investors that the feedstock they need for downstream activities
really will be available. “It is unfortunate that the Iraqi government has dealt with the upstream sector
to award giant assets in isolation from any linkage to the downstream and power industries—their
commercial approach will eventually impede any fast-track development for much needed sectors,”
he emphasises. Mr Khateeb also argues that “the current government’s offering of oil at US$1/boe
below the market value is not a large enough incentive [for downstream investment] under the current
commercial and political climate.”
Despite the political deadlock, the international oil companies that won bids in last year’s oil field
auction are persisting in their endeavours to boost Iraqi oil production. Several have already begun
the tendering process for drilling and other support services. Nicholas Gee, head of completion and
production product line at Weatherford, an oil services company based in Switzerland, argues that this
industry is usually at the frontier in dangerous countries, and is optimistic about its current trajectory:
‘’Less than a year ago, we were the only oilfield service company operating in Iraq. Now, both our
customers and our competitors have gone from sending initial visits by management to full-scale
operation.” However, he sees an “intermediate plateau” being reached “relatively quickly”, because of
“logistical and infrastructure issues, and the capacity constraint involved in moving equipment in and
out of the country”.

Construction
Much of Iraq’s infrastructure is dilapidated, having been destroyed by wars and sanctions. The current
state of disrepair is by no means considered the norm for Iraqis, who can recall a time when their cities
were well developed and their infrastructure among the best in the region. This is a supremely emotive
topic to many, and spending on infrastructure projects will no doubt take precedence well into the
future. The Iraqi government has allocated ID6.5trn (US5.6bn) for capital projects in the electricity,
water and public works sectors, which together make up almost 29% of the total capital expenditure in
the 2010 budget. (See also the section on Infrastructure on page 11).
Of the executives in our survey, 46% rank construction within the top three industries (apart from
oil and gas) in which they see the greatest potential in Iraq. Mr Boillon, France’s ambassador to Iraq,
told us: ‘’In the short term, infrastructure will be the most important topic on the agenda. Companies
involved in the energy, water, construction or telecommunications businesses will be the most solicited.’’
24

© The Economist Intelligence Unit Limited 2010

Iraq Through Investors’ Eyes
Perspectives on risks and rewards

Construction companies may also receive a boost from an upturn in tourism, once the country
returns to stability. For example, Mr Sethna of Northern Gulf Partners highlighted the promise of the
religious tourism industry in the south, noting that “Najaf and Karbala alone need 500 new hotels
immediately to cater to the current influx of pilgrims”. He added that the number of pilgrims from Iran
is expected to rise to 3m per year “within the next few years”. A number of Kuwaiti firms are already
investing in hotels and other tourism infrastructure.

Transport and logistics
Much like the rest of Iraq’s infrastructure, the country’s roads, railways and ports are in dire need of
rehabilitation. The transport infrastructure is widely seen as being a key prerequisite to the success
of Iraq’s oil production ambitions. Ports, which can currently only handle 60% of domestic trade,
will have to be expanded to facilitate the huge inflows of equipment needed for the gargantuan task
ahead, while road networks will have to be established in otherwise remote oil-producing regions.
Iraq’s government has signalled its extremely ambitious intentions for this sector, and is expected
to allocate US$60bn over the next ten years towards developing its railway network, and a further
US$10bn for developing its ports. Technital has been contracted to design the Great Fao Port, a
planned US$6bn facility in the Basra province that, when completed, will become one of the largest
ports and container facilities in the world. Meanwhile, various provinces have announced plans to
build railway and metro networks, with Baghdad and Najaf seemingly leading the way in this regard.
There have also been moves towards building a long-touted Basra-Berlin railway, which would link the
southern Iraqi port of Basra to western Europe and provide an alternative to the Suez Canal. Although
this last project is unlikely to see the light of day in the foreseeable future, it is a signal of intent; the
Iraqi government is confident of the country’s immense geo-strategic importance, and will certainly
be looking to exploit this in the future. The transport sector’s investment budget for the year is a
relatively paltry US$385m, and is not expected to be too much higher next year, suggesting that the
government will seek private investment to help realise its goals.
The transport sector is viewed by only 14% of companies as being among the top three most attractive
sectors in Iraq, with 16% seeing good prospects for logistics companies. Mr Gee of Weatherford says that
this sector has developed during the three and a half years that his company has been operating in Iraq,
with new companies popping up to help facilitate equipment imports. But he notes that larger clients
see significant challenges when seeking to bring large-scale equipment into the country.
The relatively low ratings given for these two sectors by the companies we questioned may reflect
the perceived lack of a concerted government effort to prioritise this key sector beyond the statements
it has made.

Consumer goods
The largely untapped consumer market is cited by 23% of companies surveyed as being the most
attractive non-energy sector. The importance of the sector is emphasised by Mr Boillon, France’s
ambassador to Iraq: ‘“Thanks to the oil revenue and improved infrastructures, the median income of
the population should grow steadily in the medium and long term, offering great opportunities for
services and consumer goods.’’
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Increased oil production, particularly if combined with a relatively strong oil price by historical
standards, means that the central government will be well placed to spend not only on employees’
salaries—which were up by 59% in 2009 on the previous year—but on capital projects. As the private
sector grows more dynamic, aided by huge influxes of oil revenue (and the subsequent increase in
government spending and private consumption), the prospects for consumer markets are good.

Finance
Iraq currently has 36 privately owned banks, many of which are small and under-capitalised. According
to Mr Sethna of Northern Gulf Partners, “There is no real culture or history of lending in Iraq. Many
of the companies we speak to tell us they have no debt on their books.” This, however, is expected to
change in the medium to long term. Having been almost entirely ostracised from the international
community for over a decade, Iraq’s banks are not starting to offer services that are taken for granted
elsewhere. The Central Bank of Iraq, for its part, has taken measures to improve the performance of the
sector, and on September 1st this year cut commercial banks’ reserve requirement from 20% to 15% in
its efforts to spur lending. This follows an earlier decision by the bank to increase the minimum capital
requirement to ID250bn (US213m) within three years, up from ID50bn (US$43m), to force undercapitalised banks to merge into stronger entities.
Only 11% of companies rank the financial services sector among the top three in which they see
most potential. This is likely to be related to the perceived opportunities in other sectors more closely
linked to oil and gas. Baroness Nicholson of the Iraq British Business Council, who takes regular trade
delegations to Iraq, highlights the opportunities that the banking sector offer has to offer, adding,
“Iraq won’t flourish without these sectors.”

Industry
Given Iraq’s resource endowments, the country is likely to have a comparative advantage in developing
energy-intensive industries, as long as it can develop sufficient and reliable supplies of natural gas
(shortages of which are becoming a barrier to industrial growth in some other Gulf countries). The
Gulf Arab monarchies have had some success in establishing heavy industries such as petrochemicals,
aluminium and steel on the basis of energy feedstock cost competitiveness. Given that Iraq has a
larger population than any of these countries, and a far lower average income, it can also offer a more
significant local workforce. Iraq will have problems developing its downstream industries, according
to Mr Khatteeb of the Iraq Energy Institute, who believes that the complexity of the security situation
and the political uncertainty in Iraq mean that upstream is likely to remain the most lucrative industry
and will continue to be the main driver of economic growth in Iraq, as it is in other complex, dangerous
environments. Mr Khatteeb also raises concerns about the ability of the downstream sector to gain
traction: “There is a need for integrated projects, where oil extraction and upstream activities are
linked with power, petrochemicals and refining. These all need stability for them to be viable, and that
stability comes from securing the feedstock needed. The government has not been able to secure the
necessary feedstock, and has said that it won’t be able to do so before 2016.”
Manufacturing is perceived by 13% of our surveyed companies as being among the top three sectors
in which they see the most potential. Food processing may also be a relatively promising sector once
26
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agricultural production improves; Iraq has more water than most of its Gulf neighbours and has vast
swathes of arable land. Baroness Nicholson explains: “As institutions emerge, agriculture, food
distribution and processing can also become important. We have to remember that Iraq was once a
bread-basket.”
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Conclusion and advice for investors
What are Iraq’s attractions to investors?
The companies we surveyed emphasise three major attractions for international firms to invest in Iraq,
other than the country’s oil and gas resources. These are the untapped and growing consumer market,
the large number of opportunities available for early movers in a plethora of other sectors such as
construction and logistics, and Iraq’s strategic location.
The NIC also highlights, as one of Iraq’s attractions, the tax regime under the investment law (Law
13, 2006), which includes a ten-year tax-free period (15 years for joint ventures with a majority local
partner) and thereafter a corporate tax rate that is currently just 15%, a three-year exemption from
import duties and the right to repatriate profit. This is less of a focus for the firms we surveyed. There
is just one area where respondents have a sharply different perspective from the NIC. The NIC claims
that there is “ample opportunity for local partnerships”. However, 60% of companies agree that it is
too difficult and time consuming to find suitable local partners. There is clearly an information gap that
needs to be filled.
Out of the 367 companies we surveyed, 80 (22%) are already invested in Iraq or are in the process
of entering, 55 (15%) are considering investing within two years and 64 (17%) on a longer timescale.
Fully 168 (46%) are not actively considering investment opportunities at the moment, but are open to
do so if the operating environment improves.

How do investors succeed in Iraq?
Iraq is clearly a market that offers ample rewards for those companies willing to deal with the risk. The
prospects of success can be encouraged by understanding several imperatives, including:
l Local knowledge and an understanding of the different regions.
l The right local partner (with an understanding of the compliance requirements of Western
companies).
l Access to foreign capital.
l Some appetite for risk.
l The importance of community integration and corporate social responsibility in a country where
28
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attitudes to foreign companies can be mixed.
l A long-term view—and patience.
For instance, Mr McEneaney of Ergo believes that ‘’knowledge of the local landscape, and having
the right local partner to navigate it, can go a long way towards ensuring success’’. Mr McEneaney
also highlights the importance of having some appetite for risk, as well as access to capital (given the
weakness of the domestic financial institutions).
These sentiments were echoed by Mr Sethna of Northern Gulf Partners, who points out that “picking
the right partner is key to success in Iraq”, and that “the best ‘risk mitigator’ in Iraq is information”.
Mr Sethna agrees: “It is important to pick a partner with local knowledge and, vitally, contacts, and a
presence on the ground. Companies need a partner that can adhere to their standards of compliance.”
According to Mr Gee of Weatherford, ‘’Iraq is not risky, it’s uncertain. Companies have to invest and
make a commitment to be in business there. The opportunity is so big for companies in our sector that
you have to be there.” Several interviewees also highlighted the importance of employing locals and
working with influential families or tribal networks. Mr Gee found that establishing relations with local
tribes—by employing members in the supply chain, in construction or in other support roles—can go
some way towards mitigating security concerns. A similar view was expressed by Mr Horgan of Petrel:
“Although we operated in the Western Desert, one of the most hostile places in Iraq, we used local
tribes and never had the slightest problem.”
Mr Horgan, along with other interviewees, also emphasises the importance of taking a long-term
view, and advises companies “to learn to pick their battles and not make permanent enemies in high
positions”.
Baroness Nicholson of the Iraq British Business Council comments: “Iraq has had its fill of ‘fast-buck
merchants’ who did it no good. Now it needs companies with proven international experience, who
have succeeded in difficult environments... Profit is not enough, corporate social responsibility and
values will pay dividends in Iraq.”

29
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Appendix I: A brief history of investment
in Iraq
Timeline

“While the
situation [in Iraq]
is far from clear
cut, the general
conclusion is that
the [investment]
climate is
sufficiently
favourable to justify
re-entry.”
(Economist Intelligence Unit,
1961)
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1903

Deutsche Bank secures Berlin-Baghdad railway concession.

1914

The Berlin-Baghdad railway is among the key points of tension in the lead-up to the first world war.

1917

Britain conquers Mesopotamia from the Ottoman Empire, later securing a mandate for Iraq.

1927

Iraq Petroleum Company strikes oil in Kirkuk.

1958

Some firms withdraw from Iraq following the overthrow of the monarchy.

1972

Iraq Petroleum Company is nationalised.

1970s

Foreign companies are involved in massive oil boom-funded infrastructure projects.

1990

Invasion of Kuwait and sanctions end almost all foreign investment in Iraq.

2003

Coalition Provisional Authority issues wide-ranging fiats to encourage investment.

2006

Law 13 lays framework for investment and creates the National Investment Commission.

2009

A series of long-term oilfield development contracts are signed.

Iraqis are well aware of the role that foreign investment has played in their history. The country has
been of intense interest to foreign investors for over a century, even before the modern nation-state of
Iraq was established. The key attractions, as is still the case today, have been the country’s important
strategic location and, since 1927, its oil resources.
The region that would later become Iraq drew attention as an international commercial and
diplomatic priority in the late 19th century, when the idea emerged of building a railway that would
connect Europe with the Gulf, providing a new trade route with the East that would bypass the
(then British-owned) Suez Canal. There was fierce competition between British, French and German
companies to secure business building the railway from the territory’s then rulers, the Ottoman
Empire, with Deutsche Bank eventually winning the financing concession in 1903 for what had become
known as the Berlin-Baghdad Railway. By 1914, when the railway was still some way from completion,
the route had become more sensitive for British political interests, as its planned terminus in Basra
would run close to the Iranian oilfields being developed by the Anglo-Persian Oil Company (which
eventually became BP), and were supplying the Royal Navy with fuel. Some historians believe that
these tensions contributed to the outbreak of the first world war. Certainly, the railway project helped
to forge the German-Ottoman alliance, illustrating the vital strategic role that Iraq has played over the
years.
Following the war, Iraq was organised as a country under a British mandate, and the Iraq Petroleum
Company (an Anglo-French-American consortium) struck oil in Kirkuk in 1927. Foreign investment
gradually increased, particularly after the second world war, by which time the government was
receiving significant oil revenue and issuing contracts to build the infrastructure and industry for a
modern economy.
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Investor concerns
from the 1960s
are surprisingly
familiar today
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Political instability was a constant concern, with frequent coups and heated disagreements over the
relationship with Britain and British military bases. However, there seems to have been little physical
threat to companies. Nor did the situation for companies change significantly after the overthrow of
the monarchy in 1958 by General Abdul Karim Qasim, who promptly withdrew from the Baghdad Pact
with Britain.
The Economist Intelligence Unit began to study Iraq’s economy more than 50 years ago. In 1961 we
conducted an extensive study of Iraq on behalf of Costain Group, an engineering contractor that had
withdrawn from Iraq following the coup and was then considering re-entering. (It was also an early
re-entrant after 2003.) The research found a vibrant scene with over 20 major companies—mainly
British and German, but also Swedish, Italian, French, Belgian and Lebanese—working on construction
projects including ports, pipelines, hospitals, roads and power stations. Familiar names included
Siemens, Skansa, Balfour Beaty, Foster Wheeler and ENI. On that occasion, the Economist Intelligence
Unit recommended entering Iraq before “the opportunity to compete [is] lost” as the political
situation had sufficiently improved despite “not yet [being] stable in the long term”. In contrast to
the situation today, security was not even considered worth mentioning, despite our expectation at
the time of a possible coup against General Qasim (which did indeed happen in 1963), and the firms
interviewed all “agreed that there is no corruption at top levels”.
Many of their other concerns, however, remain relevant today. For instance, slow payment from
government bodies was “almost unanimously agreed to be the biggest current difficulty facing
contractors... due not so much to ill-will as to inefficiency”. Other worries included problematic
contracts, unclear procedures for international arbitration, and concerns about the government
enforcing wage increases without compensating contractors for the added costs.
The 1970s saw an economic boom as oil production and prices increased substantially. The
government further boosted its revenue by nationalising the Iraq Petroleum Company in 1972, but
foreign contractors continued to reap dividends from the economic boom. Many companies continued
to operate in Iraq throughout the 1980s, despite the outbreak of the Iran-Iraq war and the increasing
difficult operating environment under Saddam Hussein’s rule. There was a brief dawn in 1989,
following the end of the war with Iran, but it was short-lived: most foreign companies left Iraq in 1990
following the invasion of Kuwait and the imposition of UN sanctions. Business was heavily restricted
for the next 13 years.
After the US-led coalition overthrew the government of Saddam Hussein in 2003, hundreds of firms
flocked to Baghdad. The Coalition Provisional Authority (CPA) headed by the US viceroy, Paul Bremer,
issued wide-ranging fiats to encourage investment, including a flat tax, and drew up plans to privatise
state industries. However, aside from those implementing contracts funded by the US military—such
as Halliburton and Bechtel—few companies made much headway. Initially, there was a reluctance to
invest while the legitimacy of the government was unclear, for fear that a future regime might have
both the motivation and the legal grounds to tear up contracts signed when US forces were occupying
the country. The legal framework was also seen as insufficient for companies’ operations.
By the time Iraq had an elected government under a new constitution, and had passed an
investment law (Law 13 of 2006, creating the National Investment Commission), the level of violence,
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including the kidnapping of foreign workers, had become too great for most companies to operate
feasibly outside of US-protected compounds or the safety of Kurdistan.
Investor interest has picked up as violence began declining from 2008, particularly outside the
capital, Baghdad, and Mosul, and as the central government worked to consolidate its control over the
country.
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Appendix II: Survey results in full
1. Do you have responsibility for, or provide input into decisions about doing business with companies operating in the Middle East?
(% respondents)
Yes
89

No
11

2. Which of the following best describes your company's current strategy, if any, regarding Iraq? Please choose one answer only.
(% respondents)
Currently investing or otherwise doing business in Iraq (i.e. foreign direct investment, trade or operations in the country)
17

Have made plans to invest/do business in Iraq and due diligence is under way
5

Considering options for investing/doing business in Iraq within the next two years
15

Considering options for investing/doing business in Iraq, but only after two or more years
17

Not considering investing/doing business in Iraq now but would revisit if circumstances change
46

3. If you are doing business in Iraq (i.e. foreign direct investment, trade or operations in the country), or are considering
doing so, what are the most important reasons why? Please choose the top three only.
(% respondents)
Opportunity for high returns
51

To reach largely untapped consumer market
41

Strategic location in the region
26

To take advantage of oil and gas resources
26

My sector is well-placed to serve rebuilding efforts
25

A desire to participate in Iraqi renewal
23

Western companies were already present, proving that investments could make returns
16

Cheap skilled labour
12

To take advantage of natural resources other than oil and gas
10

Other, please specify
5

33
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4. If you are not currently doing business in Iraq, what needs to change for you to consider doing business there?
Please choose the top three only.
(% respondents)
Improved security for foreigners
71

Less corruption
38

More effective central government
33

More protections on contracts and property rights
27

More tax incentives for business
18

Less bureaucracy
17

Improved infrastructure
34

Other, please specify
7

5. Overall, what do you think ought to be the main image potential investors should currently hold of Iraq?
Please choose the top two that apply.
(% respondents)
The ongoing violence means doing business in Iraq will remain too risky for some time
49

A country with significant opportunities for those who are willing to accept risks in the short-term
33

Business investment will pay off if a new government can overcome political paralysis and institute reforms
29

Fledgling democracy with a positive long-term political and economic future
28

Business environment is improving now but the situation will deteriorate when western forces leave
21

The value of abundant oil reserves will ensure continuing improvement in the business environment
19

Other, please specify
1

6. What are the biggest risks regarding doing business in Iraq? Please choose the top three only.
(% respondents)
Unacceptable foreseeable levels of violence
69

Corruption
45

Lack of infrastructure (eg, telephones, transport networks, utilities)
38

Credit risk
31

Cumbersome bureaucracy
26

Contracts not being protected by the legal system
22

Inconsistent and vague property rights
16

Undeveloped retail and distribution systems
13

Inadequate human capital
8

Difficulty in obtaining visas for expatriates
3

Other, please specify
1

34
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7. What is most attractive about doing business in Iraq? Please choose the top three only.
(% respondents)
Oil and gas reserves
58

Untapped consumer market
49

Early mover opportunities
40

Strategic location
30

Cheap skilled labour
18

Other natural resources (i.e. phosphates)
17

High levels of government spending
17

Fertile land
11

Higher education system
8

Other, please specify
2

8. Over the last two years, how has your view of Iraq as a place to do business changed? Please choose one answer only.
(% respondents)
Significantly more positive
8

Somewhat more positive
43

Unchanged
37

Somewhat more negative
10

Significantly more negative
2

9. Please indicate to what extent you agree or disagree with the following statements. Please choose one answer in each row.
(% respondents)

Agree strongly

Agree somewhat

Neither agree nor disagree

Disagree somewhat

Disagree strongly

Don’t know

Businesses should invest in Iraq as early as possible to get the best rewards.
12

40

25

17

5

13

3 2

Iraq investment is a good long-term bet.
15

42

24

It is too difficult and too time-consuming to find an appropriate local partner to operate in Iraq.
23

38

22

11

3

3

It is too dangerous to do business in Iraq.
29

36

19

13 2 1

We want to see more proven results before we do business in Iraq.
27

36

20

12

41

I’m optimistic that a new government will have the authority to bring necessary reforms.
7

30

32

21

7

3

Only a more authoritarian, centralising government will increases overall security levels.
12

30

28

20

5

4

Only a government firmly committed to coalition/decentralising government can increase overall security levels.
12

33

30

17

3

5

Local elites need to be given material incentives to improve their commitment to effective central government.
18

35

40

26

9

3
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10. Over the next two years, do you expect the security situation regarding the safety of executives and employees in Iraq to
improve or worsen? Please choose one answer only.
(% respondents)
Significantly improve
8

Somewhat improve
45

No change expected
37

Somewhat worsen
8

Significantly worsen
2

11. How much of a factor is the security situation regarding the safety of executives and employees when deciding whether to
do business in Iraq? Please choose one answer only.
(% respondents)
Security is the single most important factor determining whether we do business in Iraq
40

Security is among several important risks we take into account
46

Security is a risk, but several other risks are more important
13

Security is not a significant risk in the region of Iraq relevant to our business
1

12. Please indicate how favourably or unfavourably you view the following regions of Iraq as places to do business.
Please choose one answer in each row.
(% respondents)
Highly favourably

Somewhat favourably

Neither favourably nor unfavourably

Somewhat unfavourably

Highly unfavourably

Don’t know

Kurdish region
13

30

21

11

9

15

Mosul
5

19

30

19

7

21

Baghdad
8

36

26

13

3

14

Najaf and Karbala
3

17

28

19

9

23

Basra
7

36

28

20

17

6
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13. Aside from oil and gas, and regardless of the industry in which you are personally involved in, in which industries do you
see the best potential business opportunities in Iraq? Please choose the top three only.
(% respondents)
Construction and real estate
46

Chemicals
25

Healthcare, pharmaceuticals and biotechnology
22

Consumer goods
22

Agriculture and agribusiness
20

Education
18

IT and technology
17

Logistics and distribution
16

Automotive
16

Telecoms
14

Transportation, travel and tourism
14

Manufacturing
13

Financial services
11

Retailing
7

Professional services
6

Entertainment, media and publishing
5

14. How would you rate the Iraqi government’s record during the last two years in addressing the following challenges?
Please rate on a scale of 1 to 5, where 1=very good and 5=very poor.
(% respondents)

1 Very good

2

3

4

5 Very poor

Don’t know

Incentivising business
5

19

30

21

11

15

Improving water and power supplies
5

23

29

22

8

13

Reconstructing roads, houses and other infrastructure
7

23

33

19

7

11

5

11

Developing oil and gas fields, export pipeline infrastructure and downstream industries
7

31

33

13

Improving security for foreigners
5

16

26

32

13

8

Improving security for Iraqis
5

18

26

26

17

9

Tackling corruption
3

9

26

26

23

13

Improving protections on contracts and property rights
2

14

28

24

13

19

Reducing bureaucracy
2

11

27

28

17

15

Implementing public-private partnerships
3

37

12

35

18

11
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15. Up to now, have the actions of the Iraqi government made you more or less likely to consider doing business in Iraq?
Please choose one answer only.
(% respondents)
Significantly more likely
3

Somewhat more likely
34

Neither more likely nor less likely
48

Somewhat less likely
11

Significantly less likely
4

16. Over the next two years, how optimistic or pessimistic are you about the government’s ability to address the following
challenges? Please rate on a scale of 1 to 5, where 1=very optimistic and 5=very pessimistic.
(% respondents)

1 Very optimistic

2

3

4

5 Very pessimistic

Don’t know

Incentivising business
5

34

33

15

5

7

Improving water and power supplies
5

31

41

11

4

9

Reconstructing roads houses and other infrastructure
8

35

35

11

4

6

Developing oil and gas fields, export pipeline infrastructure and downstream industries
12

43

27

7

4

7

Improving security for foreigners
6

24

37

20

9

6

11

6

Improving security for Iraqis
5

21

37

21

Tackling corruption
3

12

38

25

14

7

Improving protections on contracts and property rights
3

17

43

20

6

11

12

10

Reducing bureaucracy
3

16

34

25

Implementing public-private partnerships
3

23

36

17

7

14

17. How effective or ineffective have the Iraqi government and others interested in attracting business to Iraq been in
communicating their messages? Please choose one answer only.
(% respondents)
Very effective
2

Somewhat effective
25

Neither effective nor ineffective
37

Somewhat ineffective
26

Very ineffective
10

38
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18. How would you rate the quality of the workforce in Iraq compared with other countries in the Middle East?
Please choose one answer only.
(% respondents)
Generally superior
10

About the same
43

Generally inferior
29

Don’t know
17

19. If you are doing business in Iraq now or are considering do so, where are you/where would you most likely draw most of
your managerial staff? Please choose one answer only.
(% respondents)
Non-Iraqi expatriates transferred in
36

Iraqi expatriates transferred in
35

Iraqis living in Iraq
29

20. About what proportion of your non-managerial staff are/would likely be expatriates? Please choose one answer only.
(% respondents)
Less than 25%
60

26-50%
26

51-75%
9

More than 75%
5

21. If your company is already doing business in Iraq, please indicate the approximate value you have invested in the last two years.
Please choose one answer only.
(% respondents)
Less than $10m
35

$10m-$50m
10

$50m-$100m
4

$100m-$250m
2

$250m-$500m
0

More than $500m
2

Don’t know
48

39
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22. If you are considering doing business in Iraq, please indicate the approximate value you might invest in the next two years.
Please choose one answer only.
(% respondents)
Less than $10m
51

$10m-$50m
13

$50m-$100m
5

$100m-$250m
3

$250m-$500m
1

More than $500m
2

Don’t know
24

Do you have anything to add about the risks, opportunities and barriers to the investment climate
in Iraq?
l “Iraq, clearly, is not a “safe” place to do business, but it is no less safe than many other places in the
world.” - Managing Director, professional services, USA
l “Communication is the biggest barrier in Iraq.” - Manager, energy sector, Singapore
l “Customs restrictions will remain one of the biggest barriers.” - CEO, transport and tourism sector,
USA
l “Capital recovery risk - in the event of having to wind up - is a concern.” - Managing Director,
professional services, India
l “The lack of clarity about the difference between federal and provincial powers is a problem” - CEO,
energy sector, Indonesia
l “Everything entirely depends on the government” - C-level executive, consumer goods, India
l “As a smaller business not focussed on the efforts of the government, we will work with locals, below
the radar.” - CEO, transport and tourism sector, Oman
l “Iraq had an excellent infrastructure, health care and human resources before the war. While the war
destroyed the first two, HR remain.” - Director, financial institution, Bahrain
l “There will be areas of growth for SMEs providing support to bigger firms in industrial, commercial
and residential niches.” - CEO, energy sector, Bahrain
l “It’s important to have a local business partner.” - Department head, manufacturing sector, UK
l “Iraq’s businesses and economy should integrate more with the rest of the Middle East.” - CEO,
professional services, India
l “An effort must be made by individuals who wish to invest in Iraq to understand the risks and the
ways of avoiding them. Opportunities are aplenty.” - CEO, construction and real estate sector, Malaysia
40

© The Economist Intelligence Unit Limited 2010

Appendix
Survey results

Iraq Through Investors’ Eyes
Perspectives on risks and rewards

23. In which country are you personally located?
(% respondents)
United States of America
19

United Kingdom
13

India
11

United Arab Emirates
6

Japan
6

Egypt
6

Turkey
4

Canada
3

Pakistan
2

Spain
2

Malaysia
2

Singapore
2

Bahrain
1

Ireland
1

Israel
1

South Africa
1

Denmark
1

France
1

Jordan
1

Lebanon
1

Other
13

24. In which region are you personally based?
(% respondents)

Asia-Pacific

27

Western Europe

27

North America

22

Middle East and Africa 22

41

Eastern Europe

1

Latin America

1
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25. What is your title?
(% respondents)
Board member
4

CEO/President/Managing director
24

CFO/Treasurer/Comptroller
10

CRO/Chief risk officer
1

Chief compliance officer
0

Other C-level executive
20

SVP/VP/Director
13

Head of business unit
4

Head of department
7

Manager
13

Other, please specify
4

26. What is your organisation’s global annual revenue in US
dollars?
(% respondents)

Under $250m

42

31

$250m to $500m

11

$500m to $1bn

23

$1bn to $5bn

15

$5bn to $10bn

4

$10bn or more

16
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27. What are your main functional roles? Please choose no more than three functions.
(% respondents)
Strategy and business development
45

General management
44

Marketing and sales
31

Finance
25

Operations and production
16

Procurement
10

Risk
9

IT
9

Customer service
7

Supply-chain management
7

Information and research
7

Human resources
4

R&D
3

Legal
2

Other
4

43
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28. What is your primary industry?
(% respondents)
Energy and natural resources
16

Manufacturing
13

Financial services
11

Professional services
8

IT and Technology
7

Transportation, travel and tourism
7

Construction and real estate
6

Healthcare, pharmaceuticals and biotechnology
5

Chemicals
4

Consumer goods
4

Automotive
4

Logistics and distribution
4

Retailing
4

Agriculture and agribusiness
2

Entertainment, media and publishing
1

Government/Public sector
1

Telecoms
1

Education
1

29. Which of the following best describes the ownership of your company?
(% respondents)
We are a publicly listed company
39

We are privately owned (not by private equity)
45

We are owned by private equity
10

We are state owned
4

We are a partnership
2

We are a not-for-profit organisation
0

44
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