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The Middle East is full of opportunities (hydrocarbons) and challenges (political 

systems). In the current joint issue of MEES: Energy & Geopolitical Risk (July-August), 

the coverage deals with the forthcoming political challenges in Egypt. Gerald Butt 

reviews the fluid political situation, following the Egyptian youth revolution earlier 

this year, and the ramifications of writing a new constitution, as well as holding 

parliamentary elections, while the former regime’s influence is still evident in Cairo 

and the provinces.

Lebanon is issuing bids for offshore exploration in the next few months, encouraged 

by major gas discoveries in the East Med. Lebanon’s former Prime Minister Fuad 

Siniora, in a keynote speech at a recent Gulf Intelligence-sponsored conference in 

Nicosia enumerated the windfall to Lebanon of possible hydrocarbon discoveries 

in its waters, including the provision of energy security, the positive impact on the 

domestic economy, and the enhancement of energy relations with Cyprus. However, 

Prime Minister Siniora was unequivocal in his country’s determination to defend its 

natural resources against any encroachment, either by trespassing Lebanese waters, 

or through horizontal drilling from neighboring areas into Lebanon’s resources.

Samer Khalaf, a Lebanese economist, asks whether Lebanon’s golden opportunity 

this time around will  be put to good use for the country, and whether Lebanon’s 

politicians will  be able to put their country’s interest first and foremost, ahead of 

their own?

COMMENT
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Iraq’s proven oil reserves place the country among the three largest oil states 

globally. This fact has now become evident. What is not clear is the country’s 

future process. One of the many problems facing Iraq is the destabilizing poverty 

encompassing its population, especially the huge slum areas surrounding Baghdad. 

The massive slums of Sadr City,  formerly known as Saddam City, incorporate the 

rural dwellers within  Baghdad. While rural migration to Baghdad is not a new 

phenomenon, Iraqi architect Maath al-Alusi explains what is unique about al-Sadr 

City, why it was  built and the original objectives behind its construction. Mr. Alusi 

explains why its dwellers have retained their tribal and sectarian relations with their 

rural origin, instead of mixing with the “Baghdadis” and becoming  part of the social 

fabric of the city. This urban phenomenon has allowed religious and tribal political 

leaders to emerge, and the experience is not unique to Baghdad. 

The Grand Opening of the Iraqi Upstream remains a controversial issue. Iraqi 

economist Kamil al-Adhadh questions the premises used by the Ministry of Oil to 

enable production to reach 12mn b/d by 2017. He also wonders whether there is a 

development plan that would absorb the increasing funds without causing massive 

inflation, or whether the Ministry has studied carefully future oil supply and demand 

balances. Finally he analyzes  what impact the increased supplies would have on 

global oil prices, and hence the country’s revenue. 
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In the following articles we analyze the diffi culties Egypt 
faces in holding its fi rst post-revolution election, how the 
controversy over the timing of the parliamentary poll might 
be overcome, and the extent to which Egyptians are deceiving 
themselves by claiming that the political scene has completely 
changed.

Gerald Butt*

Egyptians may fi nd that the revolution earlier this year was the easy part of the process of change, with the path 

towards democracy presenting much bigger challenges. 

The revolution united the majority of the population in a common aim to put an end to the corrupt and repressive 

dictatorship of President Hosni Mubarak and his National Democratic Party (NDP). Among the vast crowds in Tahrir 

Square in Cairo and elsewhere could be found Muslims, Christians and secularists intermingling with one another, 

all chanting slogans demanding a new Egypt.

Now, with the Mubarak era over, Egyptians are looking for signals to indicate where they go from here. Those signals 

are not easy to interpret. 

EGYPT FACES CHALLENGING

PATH TO DEMOCRACY

* Former Editor-in-Chief of MEES.
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Above all, the euphoria that surrounded the toppling of the Egyptian president has been overshadowed by a number 

of factors: sectarian tension; the collapse of street security; economic hardship triggered by the slump in tourism 

and disruptions to business because of strikes and demonstrations; impatience at the slow process of bringing Mr. 

Mubarak and his aides to justice; and confusion about what Egypt’s new political map will look like.

This confusion is compounded by the fact that after decades when the NDP monopolized power Egyptians are faced 

with an array of new political groupings. Most of these are dipping their toes into the country’s political pond for the 

fi rst time and will be ill-prepared to contest the parliamentary elections scheduled for September.

Only one grouping is well organized enough to make its mark at the polls: the previously proscribed but tolerated 

Muslim Brotherhood. Its recently formed Freedom and Justice Party, most commentators say, is likely to represent 

a major force in the new parliament – if the elections are held in September.

Islam In The Constitution

The timing of the polls is the fi rst issue since the revolution that has the potential to create a serious rift in Egyptian 

society. The decision to hold parliamentary elections in September, to be followed by voting for a new president at 

a later date, was ratifi ed in a referendum last March. The Muslim Brotherhood and other Islamic groups lobbied 

vigorously in favor of this timetable.

They did so, in the view of Egyptian secularists, because they know that in September they would face scant opposition. 

With a strong showing in parliament they would be well placed to infl uence the composition of the commission tasked 

with writing a new constitution – to ensure that it contained a strong emphasis on Islam. Largely because of these 

concerns the interim military council that is governing Egypt is coming under huge popular pressure to postpone the 

parliamentary elections.

But to do so, political analyst Wahid ‘Abd al-Magid argued in an article in the Cairo daily al-Ahram (see below), would 

constitute a betrayal of the electorate. Egyptians voted in large numbers in the March referendum “because they 

expected that their votes would have some value for the fi rst time in their lives. So if we said to them that in fact the 

referendum was valueless and the Constitutional Declaration that sprang from it was not binding, then this would 

come as a blow not only to them but also to the democracy to which they aspire.” Mr. ‘Abd al-Magid went on to explain 

a way for the elections to be held in September, as scheduled, while eliminating the fear that the Muslim Brotherhood 

would have a monopoly in drawing up the new constitution.

For their part, Muslim Brotherhood leaders insist that the Freedom and Justice Party is not seeking to impose an 

Islamic agenda on Egypt. Backing their argument, they point to the presence of 10 Copts among its founders. But 

Egyptian journalist Mamun Fendi, in an outspoken article in Asharq al-Awsat (see below), accused the Brotherhood 

of duplicity. The Freedom and Justice Party, he wrote, is an extension of the Brotherhood and therefore “based on 

religion which goes directly against the constitution”, while the inclusion of 10 Copts is intended merely to pull the 

wool over the eyes of the Egyptian public.
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Brotherhood Faces Challenges

Whether the electorate will be deceived 

remains to be seen. But the received wisdom 

that the Brotherhood is guaranteed strong 

support in parliamentary elections needs 

to be examined. For the Arab Spring has 

impacted the Muslim Brotherhood as much as 

other traditional Egyptian institutions. While 

the leadership of the organization distanced 

itself from the initial demonstrations 

against the Mubarak regime, many of the 

younger members were to be seen in Tahrir 

Square and at protests elsewhere. Some of 

these members subsequently accused the 

leadership of being dictatorial and out of 

touch with the mood of the country. A group of 

them have refused to back the Freedom and 

Justice Party and have, instead, formed their 

own, called the National Current. 

In the opinion of Egyptian political 

commentator Salama Ahmad Salama, writing 

recently in al-Ahram, “the more politically 

active the [younger] Brotherhood members 

become… the more likely they are to engage 

in activities, ideas and initiatives that the old 

guard are reluctant to endorse. As a result, 

more and more Muslim Brotherhood members are likely to challenge the ironclad rule of obedience that holds 

sway over most Islamist groups.” All of which, Mr. Salama concluded, indicates that “the internal cohesion of the 

Brotherhood is less solid than a lot of people think.”

The choice facing voters is likely to be considerable, and given the dynamism and the key role played by young 

Egyptians in their revolution, the traditional opposition parties (like Ghad, Tagammu’ and Wafd) are likely to appear 

as dinosaurs in the eyes of many new voters. All the parties will be trying to appeal to the young. As Mr Salama 

pointed out: “The future of politics is the future of the young. They, and not the old guard, will write the new rules of 

the game.”

At some point in the future they may do so. But not yet. Another received wisdom – that Egypt has been transformed 

overnight – should also be accepted with a pinch of salt. A lot has changed; but a lot has not. The Egyptian military, 

for example, while ultimately allowing President Mubarak and the political clique around him to fall, was inextricably 

linked with the old regime for decades. The army is the one institution of state to survive the revolution, and the 

military will not relinquish its economic clout (it runs numerous factories and collects tolls on the Cairo-Ain Sokhna 

highway that it built) and will remain in the shadows even when a civilian government has been formed.

Change Will Be Slow

In a revolution in which there were no leaders and no manifesto, it is inevitable that politicians associated with the 

old regime will continue to serve. But the extent to which this is happening was revealed by Mr. Fendi in the article 

quoted above. Of the current cabinet of ‘Issam Sharaf, for example, all but two “were NDP members and members 

of the party’s Policies Committee. They were appointed ministers, in the past and are again today, precisely because 

they were NDP leaders and members of the Policies Committee.” 

Mr. Fendi concludes that “on paper, the NDP is banned. But in practice the party continues to govern. We talk about 

the ‘25 January Revolution’, even though power is still in the hands of the 23 July Revolution and the men who were 

members of the Youth Organization, the fascist movement that has governed Egypt for more than 50 years.”

The point that one draws from Mr. Fendi’s article is that the transition period in Egypt will be long. Political change 

will come about only slowly. The youth who led the revolution are impatient for radical reform and a clear roadmap to 

democracy. But democracy cannot be implanted overnight in a country that for decades has been under the thumb of 

one-party rule, where the public education system is close to collapse and where a large percentage of the population 

live below the poverty line. One should not be surprised, therefore, if the fi rst post-revolution parliamentary election 

– when it happens – is less than a perfect exercise in democracy. After all, the revolution was the easy bit.
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One should not underestimate the ensuing negative effect if it turned out that the results of Egypt’s fi rst 

free and fair referendum in its history were invalid. Citizens, many of whom stood in long queues for hours, 

took part in the poll because they expected that their votes would have some value for the fi rst time in their 

lives. So if we said to them that in fact the referendum was valueless and the Constitutional Declaration 

that sprang from it was not binding, then this would come as a blow not only to them but also to the 

democracy to which they aspire.

This does not mean neglecting the opinion of those who support the idea of a new constitution being 

published before elections are held. For by being creative it is possible to reach a consensus between those 

favoring the constitutional process that began on March 19, and those wanting it changed before elections 

by means of a simple solution which eliminates any excuse for divisions over the issue.

DEMOCRATIC CONSENSUS 

DOCUMENT FOR EGYPT:

ELECTIONS FIRST

Wahid ‘Abd al-Magid*

(Published in the Egyptian daily al-Ahram, 28 June, MEES, translation)

* Analyst at the Al-Ahram Center for Political & Strategic Studies.
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If there is concern that Islamists will achieve a majority in the new parliament, which will elect a founding 

committee to work on the new constitution, then it will not be diffi cult to reach agreement on a formula 

that will eliminate this anxiety. In such a way, everyone will take part in the elections, assured of the fact 

that this constitution will be the subject of consensus among the various trends and not the expression of 

a single minority group. Democratic constitutions are not, in reality, created by majorities, but rather are 

the product of national public consensus.

The desired mutual understanding could include two elements: fi rst, the basic components and the 

determining principles for the constitution; and second, the appropriate mechanism by which the members 

of the new parliament will elect the 100 members of the Constituent Assembly for the constitution. 

Areas Of Mutual Agreement

Things have begun to move in this direction with positive results. For the leaders and representatives of 18 

parties have agreed on a Document for Democratic Consensus which includes the determining principles 

for the constitution. The agreement was reached at a meeting hosted by the Freedom and Justice Party 

[the party of the Muslim Brotherhood] on 21 June. Those present agreed that the document would be the 

basis for the new constitution and for the building of a coalition – for those who wanted to join – to contest 

the forthcoming election. The document has emerged from discussions that began on 12 March when 

the Muslim Brotherhood presented their “Initiative for Egypt”. They then held a number of meetings in 

which some parties participated, while others sent written comments to the drafting committee. The latter 

presented the draft that was agreed upon at the 21 June meeting.

This experiment proves that the area of mutual agreement is larger than it appears to us, when we turn 

every difference we have into divisions and noisy exchanges. Polarization between ‘elections fi rst’ and 

‘constitution fi rst’, and between Islamists and others occur only because of the absence of open dialogue.

The issue is much simpler than it seems on the surface. If the Consensus Document solves the problem 

of the elections and provides guarantees that assure those who fear that one faction alone will draw up 

the new constitution, then the mutual understanding on a healthy relationship between state and religion 

eliminates the problem of polarization around them. This mutual understanding can be based on two 

ideas: fi rst, that democracy is the basis of the political system, and that the people are the source of 

power and sovereignty, exercised through a parliamentary system, with regular free and fair elections, 
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and inviolable public and private rights. Secondly, the principles of Islamic Shari’a Law represent the main 

source of legislation, with parliament neither allowing what is forbidden or forbidding what is allowed. If 

the fi rst idea guarantees commitment to the building of a democracy that most Egyptians have dreamed 

of for decades, then the second ensures the cultural identity of our society and our religious disposition. 

Relying on consensus of this kind we can build a genuine democracy on a strong basis. There should be 

mutual understanding so as to avoid rivalry and confl icts. Democracy is the rule of the people as a whole, 

not just the majority. For the majority comes to power on the basis of principles and rules agreed upon by 

all and determined by the constitution.

2012 Referendum And Elections

As for the mechanism for the selection of the Constituent Assembly, this is not diffi cult. The consensus is 

that there would be representatives of the various components of society involved. This will be achieved 

through the identifi cation of institutions, bodies and groups that should be represented, and by agreeing an 

appropriate percentage representation for each in the Constituent Assembly, after which they put forward 

candidates and members of parliament to elect the required number from them. At this point, the task of 

the assembly will not be diffi cult in the light of the advance consensus on the general determining principles 

of the constitution. It will be able to complete its task in a matter of months to enable a referendum to be 

held on the draft constitution in March or April 2012, so that presidential elections can take place before 

the middle of the same year. 

It is natural that parliament will exercise its tasks in parallel with the Founding Committee. For these tasks 

are known and defi ned, no one can alter them – especially its legislative and monitoring functions. The 

constitution, like all constitutions, removes some of the details. So there will no problem about parliament 

performing its role during the period when the new constitution is being drawn up. 

Some are concerned that we will fi nd there is a need to hold new parliamentary elections after the 

promulgation of the constitution. But this concern is unwarranted, even if this constitution adopts the 

parliamentary system. There is nothing in democratic doctrine that requires fresh parliamentary elections 

when a new constitution is promulgated, unless parliament decides to dissolve itself by a two-thirds 

majority.
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The revolution in Egypt is one of stark contradictions, as bright as the sun. Everyone can see them – except for the 

Egyptians themselves. Or they see them and ignore them. They turn a blind eye – or as the Arabs say, they ‘cover the 

sun with a sieve’. The fi rst of these contradictions came in the fi ndings of the National Reconciliation Committee, 

headed by Deputy Prime Minister Dr Yehya al-Gamal (a former minister from the Sadat era), along with ‘Abd al-‘Aziz 

Hijazi (a fi nance minister under ‘Abd el-Nasir, and later a prime minister). To be sure, the July [1952] revolution still 

governs Egypt.

The contradiction I am referring to – the blatant contradiction – was the recommendation that emerged from the 

Hijazi/Gamal committee which, if implemented, would lead to the dismissal of the Shaikh of al-Azhar, not to mention 

the Sharaf government and the prime minister himself. The recommendation put forward by the National Dialogue 

Committee, under the auspices of Prime Minister Dr. ‘Issam Sharaf and the leadership of al-Gamal and Hijazi would 

see the leaders of the National Democratic Party (NDP) banned from participating in political activities for fi ve 

years. This would prevent NDP leaders running in presidential, parliamentary, trade union and labor elections. The 

recommendation also bans them from establishing new parties. This ban, of course, is intended to apply to members 

of the NDP’s General Secretariat, which includes party leaders and most Egyptian businessmen. 

EGYPT:

COVERING THE SUN WITH A SIEVE

By Mamun Fendi,*

(Published in Asharq al-Awsat, 27 June, MEES translation)

*An Egyptian journalist.
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The ban would also apply to members of the NDP’s Policies Committee, which was headed by Gamal Mubarak. 

This is the most important point of all. For if you look at the list of members of the Policies Committee you will 

fi nd the name of the current prime minister and almost all his ministers, with the exception of the Tagammu’ 

member Gouda ‘Abd al-Khaliq, and Munir Fakhri ‘Abd al-Nur, a Copt and member of the Wafd Party – even though 

he is a cousin of Yusif Butros Ghali, so he has a trace of NDP in him. With the exception of these two men, all the 

members of the ‘Issam Sharaf government were NDP members and members of the party’s Policies Committee. 

They were appointed ministers, in the past and have been again today, precisely because they were NDP leaders 

and members of the Policies Committee.

NDP ‘Continues To Govern’

If this recommendation were accepted, could we imagine the Sharaf government dismissing itself because – 

according to the committee – its members are banned from participating in political activity? Or is the mention 

of ‘national reconciliation’ a case merely of sweet words being used to calm the situation and reduce the size of 

demonstrations, while NDP members continue in power as in the past? Or is it the intention of the recommendation 

to ban everyone except members of the government, or all businessmen except those cooperating with the new 

government? If the members of the National Dialogue Committee – with a leadership consisting of men in their 

80s from the ‘Abd al-Nasir and Sadat eras, some of whom were ministers at various times under Mubarak – were 

serious, they would have raised a banner in front of ‘Issam Sharaf and his government saying “Get Out”. But they 

didn’t, nor will they. Because they are covering the sun with a sieve. On paper, the NDP is banned. But in practice 

the party continues to govern. We talk about the ‘25 January Revolution’, even though power is still in the hands 

of the 23 July Revolution and the men who were members of the Youth Organization, the fascist movement that 

has governed Egypt for more than 50 years.

Only in Egypt could the glaring contradiction between the National Reconciliation Committee’s recommendation 

on paper and the reality be ignored. In Egypt you can say something and mean its opposite as long as you are 

suffi ciently “streetwise” or have your own “clique” or the right media connections to make your revolution in the 

sky – no matter that you a member of all the Mubarak committees for the past 30 years. Egyptians like to quote a 

saying from a well-known fi lm: “This is Egypt, ‘Abla”. 

Of course, anyone with social standing joined Gamal Mubarak’s Policies Committee – writers, university professors 

and businessmen. All the current university presidents were members of the Policies Committee, as was the 

Shaikh of al-Azhar himself. So if we accept that the recommendation of the Reconciliation Committee led by 

Sharaf, al-Gamal and Hijazi is a serious one, then why are we sitting back and doing nothing about the fact that 

15,000 local government leaders were NDP members and they are still running the country today? Why was not 

one of the mayors, university presidents or trades union bosses, who were members of top NDP committees, 

fi red?

Partners On Paper

The second contradiction is the Muslim Brotherhood’s party. For the Egyptian Constitution, as well as the [2011] 

Constitutional Declaration, forbids the establishment of parties on a religious basis. The Muslim Brotherhood 

has set up a party called Freedom and Justice. Of course, nobody in Egypt recognizes this as a ‘Freedom and 

Justice’ party, not even the Muslim Brotherhood themselves. For everyone refers to it as the Brotherhood’s Party. 

It is a party based on religion which goes directly against the constitution. And nobody breathes a word about it 

because the Brotherhood succeeded in bringing into their party 10 individuals from the Coptic community. In this 

way they negated the religious character of the party – another attempt to cover the sun with a sieve. A group of 

Copts joined the Brotherhood Party is order to meet the necessary conditions. It is the same as happens in the 

formation of Egyptian family companies: certain individuals sign false declarations to say, on paper, that they are 

partners. But they play no part in the company and own nothing. They are merely partners on paper. In the same 

way, it seems, the Brotherhood’s Copts are partners on paper. 

To discover the reality yourself, I suggest that you ‘Google’ the Freedom and Justice Party and compare these 

results with those from another search for Muslim Brotherhood Party. You will discover the difference for yourself. 

What are the Egyptians laughing at? They are laughing at themselves – in the wake of the revolution when the 

eyes of the whole world are on them. 
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The following is the keynote speech delivered by Lebanon’s former Prime Minister, Fuad Siniora, at the 

“Levant Energy Forum”, organized by Gulf Intelligence in Nicosia, Cyprus , 23 June, 2011.

Published with permission.

I was invited to share with you today some thoughts on the Lebanese experience in the hydrocarbon exploration fi eld. 

At this point I would like to underline that I no longer have any executive role in the Lebanese government and that my 

political party is now offi cially in the opposition, at the onset of the formation of a new government last week. Hence, 

keep in mind that I am talking to you today primarily as a representative of the people of Lebanon and as the head of 

the Future movement Parliamentary bloc; as well as a former Prime Minister who oversaw closely all the Lebanese 

efforts that were exerted so far in the fi eld of hydrocarbon exploration. 

I will structure my speech around a number of specifi c points, and leave room for questions and answers.

First, Lebanon is a country whose most valuable asset has always been its human capital rather than its natural 

resources; its free and open political and economic system, and its knowledge based economy rather than its exporting 

capabilities of physical products. Despite suffering from long years of war, and continuing   domestic instability, 

Lebanon has nevertheless managed to achieve by today the highest GDP per capita among Arab countries outside 

the six oil exporting countries of the GCC. This is the most glaring witness to the strength as well as to the resilience 

of the Lebanese economy. The good prospects of signifi cant oil or gas discoveries carry the potential of elevating the 

Lebanese economy to a qualitatively higher level of growth, and regional development, besides contributing towards 

addressing the problems of the large defi cit and the debt burden that has been accumulating over the past three 

decades.

LEBANON & EAST MED

HYDROCARBON POTENTIAL

Fuad Siniora
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The U.S geological survey has estimated for the fi rst time that the Levant basin province in the eastern Mediterranean 

region is comparable to some of the other large provinces around the world as it holds around 122 trillion cubic feet 

of natural gas and 1.7 billion barrels of undiscovered, recoverable oil. The Exclusive Economic Zone of Lebanon falls 

entirely within the Levant basin. This will provide a great opportunity for Lebanon to diversify its sources of growth, 

and empower its economy to make a sustainable leap into the range of high income countries.  

Second, in addition to enhancing sustainable growth, the possible discovery of oil or gas would help Lebanon achieve 

higher energy security. Unlike most countries in the region, Lebanon currently imports all petroleum products for 

the transportation sector, electricity generation, heating, industry and other sectors, and hence suffers from a high 

level of energy-dependency.

Third, the possible discovery of oil or gas would have a positive effect on the government fi nances and on the economy. 

That could potentially be signifi cant not only on the revenue side but also on the expenditure side, mainly by reducing 

the cost to be incurred by, and in turn the cash defi cit of the electricity company. Besides it helps in reducing the cost 

of production for the various economic sectors of the country thus rendering Lebanon more competitive.

In fact, 50% of the electricity generated in Lebanon is from the Combined Cycle Gas turbines mostly running on gas 

oil rather than on natural gas,   which results in a high cost for each KW generated. Additionally, small single cycle 

power plants are still running on imported gas oil rather than on natural gas.

A modest effort to reduce the cost of producing electricity in Lebanon has been  achieved by my government  that 

managed to secure the importation of natural gas from Egypt via the Arab pipeline passing through Jordan and Syria; 

Still, the quantities of natural gas are not enough to run even one of the two 450 MW combined cycle power plants. 

In this regard, Lebanon has been exploring the possibility to cooperate with some neighboring countries, specifi cally 

Syria, Iraq and Turkey in order to agree on building the pipe lines and ultimately make it possible to import additional 

quantities of Russian and Iraqi natural gas. 

On the other hand and in case commercial gas discoveries are found offshore Lebanon, at least 2/3 of the electricity 

currently generated in Lebanon will be based on natural gas, and most defi nitely due to cost saving differentials, the 

other existing power plants will be gradually converted to natural gas as well, and the new power plants of at least 

1000 Megawatt that will be built on that basis, since shortage in the electricity sector is estimated to be more than 

1500 Megawatt.

Fourth, Oil and gas exploitation in the Levant basin will certainly enhance cooperation between Lebanon and Cyprus 

in the energy sector where the two countries have an intrinsic interest in doing so. There is no doubt that both 

countries share ownership in some of the hydrocarbon deposits and thus the delimitation agreement which was 

signed between our two countries on 17 January 2007 accounted for future agreement on the two tripartite points 

in the north and south. A framework agreement concerning the development of a cross-median line hydrocarbon 

resources and confi dentiality agreement shall follow in a similar fashion to the agreements signed between Cyprus 

and Egypt. 

Both Lebanon and Cyprus have an opportunity to join forces in working together with third parties namely Syria and 

Turkey, by developing common infrastructure projects like in the extraction and the building of gas pipelines or gas 

terminals and share and exchange expertise in the fi eld. Both countries can benefi t from the economies of scale that 

such projects can offer.

As a Lebanese political group, we will defi nitely encourage our government to pursue close cooperation with Cyprus 

in the energy fi eld.

Fifth, let me brief you on the efforts that we have undertaken over the last decade: Lebanon started exploration 

activities by commissioning Spectrum Company to acquire 4500 km of 2D seismic data in 2000-2002 and later on, in 

July 2005 during my fi rst presidency of the Lebanese Council of Ministers, we commissioned additional 2D and 3D 

seismic surveys.  More than 12000 km and 4000 square km respectively have been acquired since the year 2000, with 

the most recent acquisition of data based on the latest technologies in the industry. Many reputable oil companies 

have bought parcels of this data in anticipation of the upcoming licensing round. In its interpretation report for the 

3D data in 2008, PGS Company of Norway indicated that Offshore Lebanon appears to represent a signifi cant yet-to-

fi nd hydrocarbon resource base and the current study has identifi ed and delineated several potentially giant sub-salt 

prospects that merit considerable further attention from the international oil industry. Of course, the presence and 

commerciality of these prospects is yet to be tested by drilling. 

Six, regarding the efforts to delineate the Lebanese Exclusive Economic Zone, I will now brief you on what has been 

achieved thus far by the Lebanese government.

In preparation for the licensing round and recognizing the importance and necessity to delineate the Exclusive 
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As mentioned earlier the political situation in the East Mediterranean basin remains problematic since Lebanon is in a 

state of war with Israel (mind you that Lebanon  abides by the Armistice of 1949 and by the Security Council resolution 

1701). In this context and upon my request, on February 5, 2009 the Minister of Foreign Affairs addressed a letter to 

Noble Energy stating that:  “Lebanon will not tolerate any encroachment on its maritime areas, including the 
Exclusive Economic Zone, or any exploitation or attempt at accessing or depleting our natural resources 
(even form areas not within the jurisdiction of the Republic of Lebanon), and Lebanon will hold Noble 
Energy responsible for any such violation of our sovereign rights and jurisdiction. The Republic of Lebanon 
reserves the right to take any steps necessary to protect its interests” .

The eighth point that I want to make is regarding the Lebanese institutional framework needed for hydrocarbon 

exploration. In this regard it is important to refer to the research that was undertaken on what became widely known 

and named the Dutch disease. The phenomenon refers to the political and administrative behavior that turns a natural 

resource discovery, that is supposed to be a blessing into a curse and eventually a source of economic deterioration. 

In all of the research it has been concluded that countries that had the best developed institutional framework before 

the discovery are the ones that benefi ted the most from it, and accordingly are the countries that avoided the usual 

symptoms of the disease: i.e. deterioration of productive economic sectors, decline in competitiveness, corruption and 

poor governance.

In this context, the example of Norway is often given as a country which avoided the Dutch disease due to the fact that 

it had managed to set up well functioning established institutions before the discovery of oil. In this regard thanks 

to the father of the Norwegian hydrocarbon sector who happened to be an Iraqi. Norway has managed to learn the 

right lessons from other countries and hence avoided the high cost it could have paid in the process of developing the 

hydrocarbon sector. As a result, and because of this, Lebanon requested assistance from the Kingdom of Norway under 

the Oil for development program.  It is worth noting that Norway is also a world leader in offshore petroleum exploration 

and production for more than 40 years. 

Accordingly Norway and my government launched this cooperation in February 2007, and it is still ongoing. The purpose 

of the program is to support Lebanon in the management of the potential petroleum resources on its continental shelf, 

by assisting Lebanon with the setting up of relevant institutions and the drafting of the petroleum policy and the pertinent 

legislation, and by training key personnel, and by helping the Lebanese authorities to prepare license negotiations. This 

cooperation between the two countries has been extremely helpful and continues to be so for Lebanon. 

The ninth point I would like to make in this regard pertains to the petroleum law, which was ratifi ed by the Lebanese 

parliament on 17 August 2010. One main characteristic of the law is the establishment of the Petroleum Administration 

that shall manage the day to day operation of the petroleum activities. This Petroleum Administration once established 

shall enjoy fi nancial and administrative autonomy. It is important to ensure that the board members of the petroleum 

administration to be established are highly qualifi ed professionals who should be carefully selected through a 

transparent selection process according to their merit and high qualifi cation and experience and that the process shall 

not be subject to any political pressure exerted by the Politicians. In other words, we have to avoid the possibility of 

being infl icted by the “Lebanese disease”, where religious and sectarian consideration or party loyalty plays a much 

greater role in infl uencing the decision in the selection of the members of the administrative body of government than 

the competence of the candidates.

Another major attribute of the petroleum Law is ultimately the establishment of a sovereign fund where the net proceeds 

to be collected or received by the State shall be placed. The State should make sure to utilize the proceeds of the fund 

according to prudent standards that will eventually guarantee its proper implementation. As stated in the offshore 

petroleum resources law this will be the subject of a separate law in order to ultimately make sure to avoid short or long 

term negative economic consequences to the national economy, as well as  to try to maximize the benefi t and  welfare 

of future generations. This bill will have to be drafted by the government and tabled to the Parliament in due course. We 

hope that this will also lead directly into the avoidance of the Dutch disease that we have discussed earlier. 

These are exciting moments; Lebanon is on the verge of joining the group of oil and gas exploring nations. As we 

recognize this fact we have to beware of one important fact that there is a long time (seven to ten years) that separates 

us from the date when there will be a fl ow of revenues to Lebanon from the sale of hydrocarbon resources. That is as well 

once the prospects are really tested by drilling. Hence and particularly in the case of Lebanon it is very important not to 

give in to wild expectation that are fuelled by political statements from here or these, or pressures to increase spending 

that is not warranted. On the other hand we are and we should be keen to accelerate the opening of opportunities for 

petroleum exploration as soon as possible; but at the same time we have to make sure that things are done properly 

right from the beginning. Hence we should be eager to  benefi t from  international experience and  best practices. 

In some sense we are fortunate to be latecomers to this club because we have a lot to learn from other countries’ 

experiences and will hopefully be  really able to avoid their mistakes.



25

Lebanon’s economy has a knack for missing opportunities. Back in 2008, during the global economic meltdown of 

2008, pockets of economic activity such as banking and real estate expanded, but the government and the private 

sector failed to reinvigorate the economy. Lebanon could have but did not reinvent itself as a bastion for economic 

stability by promoting and building on this success. Furthermore, political instability succeeded in overshadowing any 

goodwill generated. 

A year later, during Dubai’s debt crises, Lebanon failed again to draw much needed foreign investment to the non-real 

estate sectors such as manufacturing, agriculture and technology, thus missing the opportunity to build a platform 

that could  absorb a reversal of the brain drain by creating jobs for qualifi ed and experienced Lebanese to return home 

to. At the time, Lebanese expats in the gulf were being laid off in droves and consequently many were considering 

resettling in Lebanon; but they found business opportunities too scarce and the political environment too volatile. 

Today, while the Arab World is in turmoil, with countries facing popular uprisings, Lebanon is missing the opportunity 

to appear as a safe haven because it cannot manage to form a government.  The continuous bickering by political 

groups means that Lebanon could not position itself as a credible destination for tourism and business at times of 

regional instability.

 

Lebanon’s offshore gas fi elds could be the country’s golden chance to make things right. The US Geological Survey 

estimated an average of 1.7bn barrels of recoverable oil and 122 trillion cubic feet (TCF) of recoverable gas in the 

Levant basin province which encompasses Lebanon, Cyprus and Israel. Israel’s Leviathan fi eld alone, discovered in 

2010 and very close to Lebanon’s maritime borders, showed roughly 16 TCF of recoverable natural gas making it one 

of the top  10 deepwater world discoveries of the past decade. 

LEBANON’S GOLDEN OPPORTUNITY

Samer Khalaf*

* Samer Khalaf, Advisor to the Chairman, Gazprom Bank, Oil & Gas Services
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The country has an opportunity to create the proper legislation and platform to effi ciently deliver these assets to large 

experienced multinationals that would not only offer windfall revenues but also a security blanket against future 

instability. With the proper management of the process, Lebanon can settle its outstanding debt, resolve its electricity 

shortages, build a viable infrastructure and create a new industry to transform its economy. An industry that includes 

gas production and treatment, processing, transmission, storage and distribution, possibly with the creation of 

pipelines or an LNG plant in order to service the export market, will create jobs, stimulate local manufacturing 

and diversify the economy. A well defi ned governmental policy is needed, beginning with the demarcation of 

borders through UN mediation, the creation of an independent supervisory body to ensure transparency and the 

implementation of a petroleum law to bring about the development of these fi elds in the fastest time possible. Speed, 

effi ciency and transparency are the keys to success. Once production begins, the ultimate success would then be the 

equal distribution of income throughout all classes of the population through responsible investment of royalties, 

taxes and the government’s share of production.

Unfortunately, historical precedents do not promise a happy outcome. If the powers that be decide to put their 

interests ahead of the nation’s by, for example, creating companies to acquire concessions in the hope of reselling 

to major multinationals at a premium, as was the case in many developing countries, then the opportunity will be 

doomed from the beginning. If the subject is politicized, tied to regional issues and used as a negotiating tool, then the 

chances of eventual success will be gravely diminished. If the process is not transparent and in line with international 

standards then the companies that matter and can deliver the needed results will not bother to participate. The 

longer Lebanon takes to move on monetizing this asset, the more it risks losing any benefi t from it. Gas is abundant 

and new fi nds are common. Gas prices are under pressure and costs of production are increasing. As such, if it 

doesn’t move on this opportunity quickly, Lebanon risks reaching a point  where extracting the offshore gas may no 

longer be economically feasible. 

What’s needed is simple –  but unprecedented in Lebanon: politicians with a national conscience, a clear and steady 

government policy and responsible investment of proceeds to ensure a fair and equal distribution throughout the 

population. Is this an opportunity that Lebanon can grab?
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At the beginning of the 1950s, the Iraqi state began implementing a comprehensive Master Plan that covered all 

aspects of activities. One project in the plan was to redraw and modernize the Master Plan for Baghdad. The plan 

followed at that time was prepared by the Monoperio establishment. The design was rudimentary and was not 

adequate to cope with the period following an increase in the economic returns of the kingdom – as it was at that 

time. So the Development Board was asked to reassess it and devise a Master Plan that would take into account new 

economic developments at the national level.

Baghdad 2003

One of the most important of these national objectives was to provide adequate housing for low income groups 

throughout the country. So the Greek consultancy, Doxiadis, a distinguished specialist in the sphere of housing, was 

invited to advise on the matter. There are some who say that the invitation was made at the instigation of offi cial 

American institutions.

The Master Plan at this time involved the development and rearrangement of the existing city, taking into account the 

way that Baghdad extends in parallel to the River Tigris – in other words the, running from north to south. The idea 

was to widen the scope of the city, but still in a way that followed the course of the river – in particular by removing 

natural obstacles and barriers, and replacing the means of river transport in use at that time with modern ones, for 

public transport. In this way, satellite cities (which are larger than neighborhoods) would be established, as in the 

case of al-Mansour, New Baghdad and al-Mamun.

The extension westward stopped at the al-Khair River, and eastwards at the Nadhum Pasha Dike, the earth barrier 

that prevents Baghdad being deluged at times of fl ooding. This serves as the natural boundary of the city of Baghdad.

The new Master Plan (that of Doxiadis) eliminated these two boundaries, widening the scope of the city and allowing 

new towns to be attached, such as al-Mamun, Zayouna, al-Rashid, and so on, to al-Thawra Town to the east and al-

Shu’ala to the west.
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One should mention that the Master Plan adopted for the city of Baghdad was that of Poleservice, consultants who 

had prepared it in the late-1960s. The plan was completed and adopted in the mid-1970s, with amendments made 

to the arrangement of urban facilities by J.C.P. of Japan (Baghdad 2000), and with specifi c urban planning for the al-

Karkh district in the mid-1980s by consultant Maath Alousi Associates and for part of al-Rusafa by an American fi rm, 

Architects Collaborative, also in the mid-80s.

Master Plan _By  Doxidis It Shows location of the Sarifa Dewellings
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has reached a total of around 80. Each sector 

encompasses 28-32 blocks, according to the 

design. All the blocks contain primary schools 

and open places in the middle, and places to 

meet that are called ‘Gossip Corners’. Cars are 

parked outside the blocks. Each of these blocks 

consists of 26-32 housing units tightly pressed 

together, one and a half storeys high.

The sectors share the markets in the central area, 

which also contains a civic center, a mosque, a 

clinic, secondary schools and administration 

buildings. So each sector, with its housing units, 

takes the form of a neighborhood, of the kind 

that is commonplace in Iraq.

This was how the project was perceived, and how 

the model sector was planned. What happened 

was an absolute disaster. 

A rumor spread that the leaders of the revolution 

were going to distribute houses in Baghdad. This 

coincided with the termination of the Doxiadis 

contract in a way that was professionally 

unacceptable, and meant the handing over of 

housing services to Iraqi engineers. The invasion 

of Baghdad by country people, when services 

and infrastructure were still incomplete, led to 

engineers in the Design and Planning Division 

of the Ministry of Housing being given the 

responsibility of arranging and distributing 

housing plots to the stream of people arriving 

from rural areas – without attempting to change 

the planning template. They did not control or even know how the new arrival was going to use the plot he was 

assigned. They merely gave him a plan for the new dwelling – the plans being ones prepared before or taken from 

a book. There was no relationship between them all in the planning sense. It was a case of drawing illiterate maps, 

in every sense of the word. Many of the proposals were unrealistic – with the transient aim of meeting demand and 

supplying plots of land. Furthermore, the newcomers exploited the new property as much as they could. Everyone 

tried to open up the rooms of the houses to the outside, with the aim of converting them into shops to sell household 

goods. One of the new owners constructed on the land assigned to him a multi-storey building for commercial use. 

This prompted Brigadier General ‘Abd al-Karim Qasim to issue an order for it to be demolished and for the plot of land 

to be confi scated from the owner.

It was noticeable that there were applications in particular to build religious preaching buildings – because this activity 

had become a source of livelihood, and for this reason the number of applications was very big. The instructions were 

that any such application for religious use should not be turned down.  At the same time, no application was received 

from any benefactor or institution for the allocation of land for the construction of a school, a clinic, a sports club, or 

the like.

It was planned that fi ve sectors would be devoted to the construction of housing for new arrivals. In a relatively short 

time, this fi gure has reached 80. By means of a simple equation we can calculate that the number of inhabitants of 

al-Thawra Town exceeds 1mn, with population density of more than 1,000 people per hectare. The Master Plan set 

the density at 650 people per hectare in multi-storey buildings. It was with this number in mind that Haifa Street was 

constructed in the western part of central Baghdad, at a time when the average size of a household was 5.5 people. 

This fi gure has risen to 6.4, despite the succession of wars.

It was planned that fi ve sectors would be devoted to the construction of housing for new arrivals. In a relatively short 

time, this fi gure has reached 80. By means of a simple equation we can calculate that the number of inhabitants of 

al-Thawra Town exceeds 1mn, with population density of more than 1,000 people per hectare. The Master Plan set 

the density at 650 people per hectare in multi-storey buildings. It was with this number in mind that Haifa Street was 

constructed in the western part of central Baghdad, at a time when the average size of a household was 5.5 people. 

This fi gure has risen to 6.4, despite the succession of wars.

Road network, blocks and sectors making irongrid pattern
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This extremely high population density has doubled basic daily requirements that are needed in order to maintain an 

acceptable level of human life. There has been an increase in the consumption of water and electricity, an increase in 

the accumulation of garbage and sewage – added  to which the density of population causes social ills and inhuman 

living conditions, with an undesirable mixing of the use of rooms of a kind that distorts accepted values and traditions. 

The result of this deteriorating level of living conditions is the emergence of a generation and a class that have been 

ground down and disadvantaged, and, of course, they loathe authority and urbanization.

 Sectors of  Al Thawra 1985 

Built up Density of a single block
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This slum development spread across the new earth barrier, reaching al-Thawra Town, which extended more than 

5km eastwards from Palestine Street, towards a new slum town called Hafat al-Maya. Needless to say, this rocket-

like expansion did not give the state a chance to provide basic services. This continued to be the case with al-Thawra 

Town, deprived of basic services and public utilities, lacking sewerage and with unpaved streets. The accumulation 

of garbage keeps on growing, to the extent that the neighborhood has become a whole group of dunghills where 

humans and animals struggle to live. Between the housing units lie quagmires and often children have to be rescued 

from them, as they have to wade through these swamps – books in one hand, shoes in the other – on their way to their 

places of study. In this way, the state has played its part in creating this slum neighborhood.

In the 1980s, Baghdad’s Amanat al-‘Asima [Municipality] tried to install a sewerage system and pave the streets, and 

in my role as a consultant I took part in the rehabilitation and upgrading of some of these areas – carried out as a 

‘self-aid’ project. Construction materials were provided for renovation and beautifi cation work, and trees planted in 

open spaces. The project was a limited success; but it did not continue, and because of the events that befell the city 

the chance to apply a radical solution was missed.

Far from adequate housing being provided, al-Thawra Town, became one of the failed housing projects, where 

negatives outweighed positives – at national level, as well as that of Baghdad. Providing an area that has buildings 

with roofs on them is not the same thing at all as providing housing. Focusing on what happened with the al-Thawra 

Town experiment we can understand the extent of the shortcomings inherent in providing what are called homes 

without a commitment to the most basic necessities for a decent way of life, with infrastructure needs met and with 

a healthy social and cultural atmosphere.

The imbalance brought about by conditions in al-Thawra may be quite as harmful as those caused by wars. The 

migration from rural areas caused the ruralization of urban districts, and the ruralization of its public utilities. And it 

should be remembered that from way back in the past until the present day, no authorities or responsible body has 

taken on its shoulders the task of drawing up a strategic Master Plan for a rural area.

So, the city has been ruralized and the level of preparations for the new migrants has declined. All Third World 

cities are expanding at a rate higher than the growth in the country’s population because of increase in the number 

of people living in the former, on account of the migration from rural areas. This is also the case in cities in Latin 

America, and in Cairo and Istanbul. In cities that are advanced in urbanization, we can see the opposite happening, 

with negative growth – with the migration in the opposite direction, from cities to rural areas. This is the case in 

American and German cities. The reason is that all places offer the same level of urban-type services. In Baghdad, 

growth has stopped, as it has in New York. But in Baghdad there is another reason: the lack of provision of urban-

type services anywhere, and the ruralization of Iraq’s centers of urbanization. In this way, the need to search for an 

advanced way of living is eliminated.

Open space condition ; Fish market
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Introduction:

This paper aims at highlighting a discussion on the most effi cient oil policies to be pursued by any Iraqi Government, 

which may endeavour to uphold its mandatory duties to protect and promote the present and future economic and 

social welfare of the Iraqi people. 

       

As a prelude to our discussion, it should be useful to indicate, very briefl y, the basic features of the Iraqi economy 

in its historical context, as a primary producing underdeveloped economy, though endowed with vast oil resources. 

This would inevitably lead to discussing the well-known dilemma of duality and rentierism, and its impacts and 

implications for the developmental outcomes in the last few decades. The problems of the Dutch Disease imbalances, 

caused by the predominance of the oil sector are discussed, as if they were a curse rather than a blessing for the 

development take-off of the economy.

     

 Government oil policies took various turns, ever since the inception of the oil extraction  international companies 

in Iraq in 1927 and onwards, and then through many subsequent phases. The research will focus mainly on the post 

2003 stage; i.e., the post Saddam Governments.

Though there are some peculiar characteristics of the oil extraction industry which should be taken into full 

consideration, yet in terms of management policies there are, basically, few different modes of thinking and declared 

policies that seemed to have been advocated by the present Government and some oil experts.

    

AN ASSESSMENT OF OIL PRODUCTION 
POLICY IN IRAQ
Kamil K. Al-adhadh*

* Dr. Al-adhadh is presently a free-lance economic consultant. Email: kaladhadh@yahoo.com
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A rentier state, as quoted by Beblawi and Luciani; 

“is a term in political science and international relations theory used to classify those states which derive all or 
a substantial portion of their national revenues from the rent of indigenous resources to external clients. The term 
is most frequently applied to states rich in highly valued natural resources such as petroleum. However, it could 
also be applied to those nations which trade on their strategic resources (such as permitting the development of 
an important military base in their territory). Dependent as they are on this source of income, rentier states may 
generate rents externally by manipulating the global political and economic environment. Such manipulation may 
include monopolies, trading restrictions, and the solicitation of subsidies or aid in exchange for political infl uence”. 
(Beblawi and Luciani, 1987) 

       

But, various other phenomena are associated with the rentier state, i.e., whenever rent, as income, predominates:

1. The economy will be heavily dependent on external rent, so that no other domestic sector can match it; 

2. The export sector of the natural resource can engage a small proportion of the population, leaving the largest 

segments of it to fi nd meager sources of living in  low productivity domestic sectors, like agriculture and services;

3. Most importantly, the government becomes the principal recipient of the external rent with little motivation to fi nd 

alternative source of income from other domestic activities, e. g., agriculture, and local industries.

4. Hence, the state becomes an authoritarian major employer, dispensing with revenue from the citizenry, and 

eventually denying or distorting democracy. (Kuru, 2002) 

     

Such a situation would also cultivate a “rentier mentality”, as observed by H. Beblawi, (Beblawi, 1987).

    

Whereas, the Dutch disease is a concept that purportedly explains the apparent relationship between 

the increase in exploitation of natural resources and a decline in the manufacturing sector. 

     

“The theory is that an increase in revenues from natural resources will deindustrialize a nation’s economy by 
raising the exchange rate, which makes the manufacturing sector less competitive and public services entangled with 
business interests. However, it is extremely diffi cult to defi nitively conclude that natural resource exploitation is the 
primary or sole cause of decreasing revenues in the manufacturing sector, since there are often many other factors at 
play in the very complex global economy. While it most often refers to natural resource discovery, it can also refer to 
any development that results in a large infl ow of foreign currency, including a sharp surge in natural resource prices, 
foreign assistance, and foreign direct investment”. See, (Ross, 1999) and (Ebrahim-zadeh, 2003)
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through Pipelines to the Khor al-Umaya Port and other lesser ports of the Fao in the north of the Gulf in the South 

of Iraq. Now, this wide net of Oil Pipelines, carrying crude oil from the north, middle and southern  parts of the 

Country to ports in Turkey, Syria, and Lebanon, the Gulf in the South of Iraq and in Saudi Arabia constituted strategic, 

convenient and cost effective means of oil transportation to Europe and the rest of the world. Yet, political instabilities 

and regional wars sometimes interrupted the utilization of some of these lines, like the Pipelines passing through 

Palestine, (Israel now), and those passing or crossing Syria and Saudi Arabia. Hence, trucks, though a much more 

costly means of transportation, sometimes had to be used to transport crude oil to some neighbouring countries. 

(Al-Chalabi, 2009)

      To give a brief preview of the volume and potentials of the oil wealth in Iraq, we are inclined to use the latest 

relevant data, largely derived from a research paper, prepared by Tariq Shafi q, an Ex Director of the Iraqi National 

Oil company, (INOC). (Shafi q, 2009)3 In terms of Oil resource, the total discovered oil fi elds, so far, amounted to 80 

fi elds, yet only 17 of them are actually utilized, the rest are ready for drilling. As Shafi q pointed out that the ultimate 

proven oil reserves were estimated to be around 145 billion barrels, (bbls), while the actually produced crude oil up to 

early 2007 was only about 30.5 bbls. However, the total proven reserves, according to Shafi q, are 115 bbls, while the 

potential new oil was, conservatively estimated, to be around 215 bbls; some sources put it as high as ranging from 

300 to over 400 bbls.

       In terms of unit cost of production, it was and is still the lowest in the world; the parallel cost in Russia and 

the USA is ten-folds higher. Thus, the oil Industry in Iraq was and is still, despite severe negligence, a very highly 

competitive Industry on world scale. (Lawrence, 2006) 

       Apart from oil, the various fi elds embrace proven reserves of gas resources; Shafi q`s quoted estimates of those 

Reserves were around 3100 Billion Cubic Meters, (BCM); 20 per cent of which are free gas, 9 per cent cap gas, and 

71 per cent associated gas. This paper will not discuss the economics of gas, since this requires a paper on its own 

merits. (Shafi q, 2009)

        Iraq is endowed, therefore, with vast oil resources, beside its gas reserves and potential gas output. This 

puts Iraq as a major contributor to world energy supply for decades to come. Yet, its present oil production level is 

incompatible with its existing proven reserves of over 115 bbls which can support a plateau of 10 Million Barrel per 

Day, (mb/d), without the need to use its new reserves. The highest level of oil exports was reached in the late 1970s; 

i.e., when just over 3.5 mb/d was realized, but due to successive wars, the productive production and export capacities 

could not be exploited. In fact, oil production, exports and investment were all adversely affected, especially during the 

long international blockade from 1991 to 2003. Ever since, oil production and exports never reached their peak level 

which was realized during the late seventies. During the post 2003 invasion era, the oil production rarely exceeded 2.5 

mb/d; exports oscillated around 1.5-1.8 mb/d. Hence Iraq was producing oil for more than two decades much below, 

not only its capacity, but also below its entitled share of OPEC quotas. (Shamkhi, 2010)

         Looking at the position of Iraq, as a major oil producer, in a global context, it is noticeable that while Iraq`s 

oil production, up to 1/1/2007, constituted a mere 3 per cent of the world oil production of the same time span, while 

its proven and potential reserves formed about 20 per cent of the entire world proven and potential reserves. This is 

with an additional comparative advantage, stemming from the fact that the level of its production is much below its 

peak level, compared to the positions of production to its peak in the vast majority of oil producing countries, One may 

deduce that such characteristics of the Iraqi oil industry are bound to make the Iraqi economy a possible or future 

major supplier which might come last in depleting its oil resources. (Shafi q, 2009)

        In contrast, the Iraqi Government never reaped suffi cient revenues from its oil exports to tackle backwardness 

in the various other sectors and activities of the economy. This was particularly true up to the fi fties of the last 

Century. After the 1953 profi t-sharing agreements with the IPC and other associates, revenues increased and were 

put to some useful developmental uses. Nevertheless, confl icts with the IOCs continued to strain oil production and 

exports, which led to their nationalization, as indicated earlier, in 1972.  However, oil export revenues started to rise 

dramatically, especially after the 1973 October Arab-Israel War when oil prices per barrel rose to unprecedented 

records, i.e., from less than $3 to over $12 during the second half of the seventies, reaching $30.5 in 1980. The impact 

of those huge revenues, reaching over $8 Billion in 1980 alone, led to huge infl ationary spending, thus creating all the 

imbalances and distorted redistribution of income and wealth. The situation was eventually aggravated and entangled 

in a catastrophic war with Iran. That devastating war continued for eight years, only to be followed by the invasion of 

Kuwait. These wars led to the imposition of a UN Blockade, culminated in the 2003 invasion. (Aladhadh, 2007a)

3 Shafi q is presently an oil expert, consultant and chairman of the Fertile Oil Fields Development Company.
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         The consequences of those wars and of the economic policies pursued, particularly with regards to the 

oil production and Allocation of its realized revenues, led to great sufferings to the Iraqis, especially the middle and 

lower classes, and caused severe damages to the infrastructure . Many industries, particularly the oil industry and its 

infrastructure were crippled, and the country sank in a state of poverty and embitterment. Hence, the outcry came to 

advocate a policy of falling back on the oil Industry in order to raise the highest revenues possible from oil exports, so 

as to be used for rebuilding the whole economy.

 

      While it sounds rational to call for maximizing revenues from oil exports, the longer-term question remains 

whether we have to choose between maximization of fi nancial revenues from a depleting industry or to seek maximizing 

sustainable development that will secure a viable economy for future generations? This is the issue that we will attempt 

to discuss in subsequent sections. Now, it may be useful to review, briefl y, the government oil policy in its historical 

context.

3.2- A Brief on the various Phases of Policy Management and Development:

       After almost fi ve centuries of subjugation to Ottoman Rule, the new Iraq, in the aftermath of the First World 

War, though came under new British Rule for just a few more decades, saw through its natural resources, basically 

Petroleum, as a blessing rather than a curse, since it would provide the fi nancial surpluses needed, not only to exploit 

the potentials of its vast agricultural sector, but also to industrialize at very remarkable rates of growth. This idea 

was held by some people because they considered the country`s rapidly growing small and young population, and its 

emerging highly motivated elites as positive factors for enhancing growth. (Khadduri, 2009)

       But the phases of the oil extraction policy management revealed the absence of various conducive factors for the 

proper and rational utilization of that new vast and yet depleting oil wealth, turning it from a blessing to a curse! There 

were, broadly speaking, four major phases of offi cial or de facto oil production policy in Iraq, since the early inception of 

the Oil extraction industry in Iraq during the late twenties of the last century:

a- The early Concessionary Stage: 

This stage started since the inception of the IPC, a totally controlled foreign Company, largely dominated by the 

British stakeholders, affi liated with other foreign international oil companies, founded during the twenties of the last 

Century. The effective management control and production policies were the entire privilege of those IOCS. So, the  

Iraqi Government had no say on production and investment policies. Therefore, no national strategy could have been 

built to deploy oil export revenue or surpluses for the development of the non-oil sectors. The Iraqi Government, during 

this phase, remained till the mid fi fties of the last Century, a mere positive receiver of the oil royalties, no matter how 

meager they were, and endeavoured to use them for the laying down of some sort of defence, police and administration 

infrastructure and services throughout a country which was largely tribal and rural. We could, perhaps, generalize here 

by saying that the impact of oil revenues was not very dramatic, because of their modest size, on one hand, and because 

the rural agricultural sector remained dominant till the early sixties of the last Century, on the other. (Al-adhadh, 2007a)

b- The Profi t- Sharing Stage:
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This stage lasted from the mid fi fties till the nationalization of the IPC, MPC and BPC in 1972- 1975. The profi t- 

sharing principle was introduced in the aftermath of the failed nationalization attempt in Iran in 1951 by PM Dr. 

Musadaq. Whatever arguments that could be raised against the profi t-sharing agreement with the IOCs in Iraq, it was, 

however, a good step forward since the share of the Government in the realized profi ts of the IOCs started to become 

substantial, i.e., exceeding the on-going ordinary budget of the Government by numerous folds. Though the Government 

had no access to the book-keeping accounts of the IPC and the other two Associates which used to infl ate their cost of 

production, and, hitherto reduce their net profi ts, after deducting taxes and payments in kind, yet the Government net oil 

revenues were large enough to launch large construction programs. The Government set-up the Council of Construction 

or Development Council to carry out large and highly feasible and much needed infrastructural projects; these were 

needed to support any proper take-off of the economy. Dams, roads, schools, hospitals, irrigation and land desalination 

and other projects were prerequisites not only for developmental growth, but also, to unite the Iraqi economy and to 

create a national market. True, these were vital pre-industrialization development policies, but a large proportion of 

those oil export surpluses found their ways towards extravagant government spending and elite privileges, besides 

increasing expenditures on defence, police, security and public administration services. While it was true that allocating 

new surpluses to infrastructural projects was justifi ed, but not matching this with investment to expand the commodity 

sectors, especially agricultural outputs, led to the advent of creeping infl ation, and to the shrinking of non-oil exports, 

especially the traditional agricultural goods, like crops, dates and animal stocks. The parity of the national currency, the 

Iraqi Dinar was linked to the British Pound; hence its exchange rate at the international market was very high, making 

Iraqi non-oil exports very expensive, and therefore less competitive. Here, there was a need to lay down some relevant 

monetary policies to free the Iraqi Dinar from the rigidity of its linkage to the exchange rate of the British Pound.

c- The Nationalization Stage:

As indicated earlier the relationship between the Iraqi Government and the IOCs remained strained over a period 

of nearly halve a century, regardless of the type of Government in power. The reluctance of the IPC and the other IOCs 

to reinvest and extend oil production, led Qassim the new Republican Leader to nationalize all the concessional lands, 

outside the existing operating Oil Fields, under the IPC`s control, in 1961; taking away from those oil companies over 

90 per cent of their concessional areas. After the rise of the Baath Regime, the working relations with the IOCs did not 

improve, so in 1972, the new leadership (Saddam) decided to nationalize the IPC, and gradually nationalized the MPC 

and BPC as well. Then, the newly formed Iraqi National Oil Company was granted all the powers and logistical support 

to launch a drive to expand oil exploration and extraction; two other national companies were formed; the North Oil 

Company, and the South Oil Company. During the late seventies these National Oil Companies added some 75 billion 

barrels to the proven reserves, , and raised the number of oil fi elds, ready for drilling up to 72 fi elds, some of them were 

giant fi elds. Now, with the consequent huge rise in prices of oil, huge revenues started to fl ow into the Government 

budget. Prior to the breakout of the Iraq-Iran War in 1980, the foreign hard currency reserves at the Iraq Central Bank 

were around $30-40 Billion. Instead of drawing up a rational strategy to use those huge rent surpluses for well balanced 

development plans, aiming at fi nding an alternative to a depleting natural resource industry, and to take advantage of 

the other non-oil activities, particularly the manufacturing and agricultural sectors, the Baath Regime, under Saddam`s 

absolute rule, plunged the country into a war with Iran that continued for eight years. And, as soon as that war ceased, 

the invasion of Kuwait was carried out in 1990. What followed was a long, sad and sordid story of waste and destruction, 

both in terms of material and human tolls. Hence the opportunities to break away from a state of renteisim and to move 

on to the dynamics of sustainable development was lost; hopefully, not for ever. This crippling situation continued till the 

toppling of Saddam`s Regime by the US and Allies Invasion of the country in March-April 2003. In the aftermath of this 

invasion a new era was forming, various visions for oil production policies were proposed or entertained; these would 

be examined hereafter. (Al-adhadh, 2008)

d- The Post Saddam Stage:

During this present stage which extended for eight years so far, three major Governments were set up; one provisional, 

and the other two were permanent, and democratically elected. The declared goals of the new political system, was and 

is still to promote and support the setting-up of democracy in the country. Yet, the overall outcome of the developmental 

efforts of those three Governments, particularly the latest, headed by Prime Minister Nuri al-Maliki, could not be 

described as successful. 

1- The Maliki Government had no clear-cut vision for an effective and well considered national development 

strategy, particularly in the fi eld of the oil extraction industry. The composition of the Maliki cabinet, was to refl ect a 

national unity Government, but due to internal strife sectarianism (Muhassasa), it, became indecisive 

2- Another important factor that partially paralyzed the Government to carry out most of its reconstruction program 

was and is still, (to a lesser degree now), the organized terror.

3- Sectarian and ethnic groups and parties which formed the government and parliament were not, unfortunately, 

driven by  a unifying national spirit to serve the country, but rather by vested sectarian motives which cultivated nothing 

but immature and undemocratic behaviours. This factor encouraged and spread corruption, disloyalties, and sheer 

incapability to perform duties and public services.
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1. Such PSAs or PSCs are known to be implemented in highly risky oil exploration in remote and environmentally 

adverse areas in countries which had neither the required funds to carry out the exploration, nor the technical know-

how. The situation in Iraq is totally different. First, Iraq`s national oil companies not only possessed the basic technical 

know-how, but had already proved their worth in achieving huge  increases in the country’s oil reserves within just a few 

years after their formation during the seventies of the last century. Second, the problem in Iraq was not where to fi nd oil 

but to export it abroad; there were 80 huge oil fi elds with over 115 billion barrels waiting to be drilled and lifted at the 

lowest costs possible. So very few risks are involved. Only 17 producing oil fi elds were actually exploited, the rest need 

to be drilled and rehabilitated for smooth fl owing of the crude oil. (Mackey, 2007), and, (Greg, 2005)

2. The needed investment to rehabilitate and drill some of the already discovered fi elds and to rehabilitate a few 

defi cient producing ones could be made available from the ordinary budget of the Government. There may be a need 

to borrow money, if the expansion plan goes beyond raising the output of crude oil to more than say 4 mb/d. But the 

question arises, what is the right or needed level of oil output? The answer would have to be based on an envisaged 

Development Plan and its strategic goals. Also, this would have to be considered in light of the available absorptive 

capacity of the economy, so as to avoid vicious infl ation and wasteful use of the resources through retaining excessive 

and redundant oil production capacities.

3. Perhaps, one sound aspect of the argument for engaging IOCs in the upstream oil Industry is the suggested 

need to obtain the highest vintage of technology, so as to upgrade and rehabilitate the debilitated oil wells, and to apply 

the best available technology so that not only unit cost of production remains lowest, but also to train and upgrade 

the skills of the Iraqi workers and managers. For this purpose you do not  need PSAs or PSCs; Production Sharing 

Contracts. There are several other contracting models, based on acquiring technical services from major IOCs in return 

for well defi ned and feasible fees, ranging from Service Contracts, or Technical Service Contracts, Long Term Technical 

Service Contracts, LTSCs and the Risk Bearing Technical Services Contracts, RTSCs, to Buy Back Contracts, or to just 

commercial Borrowing. (Uday, 2007)

4. Furthermore, if sustainable development is sought, and rationality dictates that it should be, then it matters 

most for the Government to secure its complete sovereignty over its oil resources and over its decisions to determine 

output levels and disposition of oil and gas. Without this sovereignty, the Government can never implement a strategic 

plan, aiming at achieving sustainable development, assuming it to be a national goal, in view of the eventual depletion 

of the natural oil and gas resources. (Al-adhadh, 2008). Sustainable development does not just mean making a gesture 

for the rights of future generations, but it is a quantitatively measured approach to build-up alternative industries 

and other non-oil activities to replace the depleting extraction oil industry, and to preserve productive capacities in a 

democratically institutionalized society.

5- Under the onslaught of these opposing arguments, the Government and the MoO abandoned the PSCs option, 

and started another one in 2009, through calling some IOCs to attend two rounds of bidding to offer technical services 

in return for fees. This may sound rational and, therefore, acceptable, but on closer scrutiny, a few major fl aws are 

deducted in light of the partially revealed Technical Contracts Models, proposed for signing with the few of the IOCs 

which had actually participated and won the contracts in the aforementioned bidding rounds:

1. There were two bidding rounds; the fi rst was organized in June, 2009, and the second in December of the same 

year. No detailed exposition of the feasibility of the contracts, granted to the winners in those two rounds will be 

attempted here for two reasons. Firstly because this will go beyond the scope of this paper, and secondly because 

the details of the actually signed Technical Contracts were not revealed, though talked about sporadically. 

Nevertheless, some basic commentaries can be given with respect to what we call major fl aws in some of the 

known terms of the Contracts, won by some major IOCs which participated in the two auctions or rounds of 

biddings:

 2.   The total number of RTSCs, awarded in these two bidding rounds was 10, ( this number went up to 20 Contracts), 

and some of the winners were well known in the international oil market, like the British Petroleum Company, 

BP, and the Chinese National Petroleum Company, CNPC, EXXON Mobil, and some others. The Remuneration 

FEE (RF) was counted in terms of the extra or incremental barrels of crude oil produced, and the total revenue 

of the contractor depended on the expected volume of extra production of the crude oil, given a baseline 

Production Plateau Target, PPT. This means that fees would be paid for every new barrel produced, starting 

from a threshold level of output; these fees would be shared by the Government as a partner, through its Iraqi 

Oil Company, as a counterpart, involved in the extraction operations of the oil fi eld concerned, by a ratio of 25 

per cent.  The contracting IOCs would also pay 35 per cent out of the accrued fees, as taxes. Also, this means 

the RF may decline as the scale of extra, due to the R-factor. (Jiyad, 2008) The competition amongst the bidders 

in both rounds was so intensive as to cause the RF to be slashed to a fraction of a dollar per every incremental 

barrel of oil for some of the giant producing oil fi elds like Majnoon, Rumaila, Halfayia and others. This refl ected 

the strategic importance for the contracting  IOCs to secure crude oil supplies from Iraq for a period that may 
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extend to a quarter of a century.

3. The would-be IOCs contractors shall invest billions of dollars to rehabilitate and upgrade the rate of extraction 

ratio, through more advanced technology, whether in raising the productive capacities of the oil wells or in using 

3 dimensional geological surveys. Some investments costs will be retrieved with interest plus 1% libor, to be 

charged throughout the life span of the projects. The estimated profi ts of the IOCs, after paying off bonuses and 

taxes, are estimated to be around 12 to 15 per cent over their investments.

4.   Under these long-term Contracts, the contracting IOCs will give the Iraqi Oil Companies, (either the South 

or the North Oil Companies, or the Misan Oil Company), smaller role in the operational administration of the 

oilfi elds, Joint Management Committees, JMCs will be setup, giving the contracting companies, practically, the 

controlling management weight, since they will form the majority in these Committees. 

      

 

Though no further description of the details of the bidding outcomes will be pursued here, it may be 

suffi cient for our purpose here  to unveil, as briefl y as possible, some of the implications or fl aws of this 

policy approach, as follows:

1- If we assume that the IOCs will invest some$50-60  billion over the fi rst ten years of their operations, 

this will amount to$5-6 billion annually, but this annual amount is not beyond the fi nancial ability of the 

Government. If, however, the partnership with technologically advanced IOCs is considered necessary, then 

the share of the government or the INOCs in investment could, at least, be raised up to 51 per cent., in order 

to secure the national sovereignty over all production and disposition decisions, as well as to ensure smooth 

and effective transfer of technology and know-how to the Iraqi manpower. It has been emphasized that if 

the Government seeks to implement a strategy for sustainable development it should possess suffi cient 

supremacy over production and disposition decisions of the oil extraction industry.

2- Since these Contracts which are called, misleadingly as Risk Technical Service Contracts, RTSCs, 

may last for quarter of a century; this would tend to make the IOCs mainly interested in retrieving their 

costs and reaping their profi ts. Hence, these self interests would invariably make them more interested 

in increasing oil production within their contract period, rather than just adhere to government directives 

to curtail production whenever market prices for oil were depressed, so as to reduce wasteful excessive 

idle capacities. This is especially so, because there are provisions in the contracts which allow the IOCs to 

retrieve parts of their investment cost in the form of barrels of oil instead of money.

3- Though IOCs in this form of contracting cannot add the oil reserves to their assets, as would be the 

case in PSAs, nevertheless, the long term investment and involvement of these companies in operating 

the oil extraction Sector in Iraq, would, virtually, make them partners rather than mere technical service 

contractors. 

4- Furthermore, the legality of those RTSCs is questionable, since the MoO acted without a legal 

authority, since no law was passed to legalize the contracts. And, parliament, had not approved them. Some 

authoritative lawyers considered these deals constitutionally illegal. (Jiyad, 2009)

5- The probable long-term domination of the IOCs over some 85 per cent of the production of discovered 

and producing oil fi elds, (some of them are giants), would weaken and marginalize the national oil companies, 

particularly INOC which is scheduled to be re-incorporated by a parliamentary statue. This will contravene 

with the national goal of sustainable development. (Chalabi, 2008)

6- The MoO declares that it aims, through awarding these contracts, at raising the oil production level from 

2.2 mb/d to 12 mb/d, so as to maximize revenues from oil exports. The question however arises whether 

maximizing fi nancial revenues, (rent), is equivalent to maximizing sustainable development? Deeper analysis 

could reveal that these two policies are not equivalent, but could be made consistent with other targets. 

Excessive reliance on rents from oil exports will attract all the headaches of the Dutch Disease; and may 

indulge the economy in a state of resource waste due to limited absorptive capacities, on one hand, and idle 

oil exports capacity, on the other. (Al-adhadh, 2008)

7-        The actual practices of the contracted IOCs, after one year on the start of their operations, revealed, 

as exposed by the MoO`s Consultant, Hamza Al-Jawahiri in a series of essays, that these Companies do not 

yield to any scrutiny, neither to the determination of their investment costs, nor to applying any standards 

to most of their operations and obligations, like transferring know-how to Iraqi counterparts, or preventing 
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damages to the environment and the welfare of the surrounding countryside. (Al-Jawahiri, 2011).

5. What is the rationale for the “right” Oil Production Policies, if    sustainable Development is 

advocated as a desired National Goal?
     

The foregoing discussion expounded the intricacies of the developmental options confronting the decision 

makers of the oil production policy in Iraq, given the characteristics of the Industry, and the socio-political 

circumstances surrounding the country. Accordingly,  the question can still be posed, what is the rationale, then, 

for a “right” policy to be pursued? The rationale stems from some basic economic principles, on one hand, and 

can be contemplated in light of a specifi ed national goal, on the other. The fundamental economic principle here 

is that of economic effi ciency, while the guiding national goal is based on how to overcome the rentier state. One 

of the most important policies to realize this could be through deploying the surpluses, generated by the exports 

of a scarce but depleting natural resource, crude oil in our case, without falling in the trap of the Dutch disease, 

in order to achieve sustainable development. Sustainability here means that the economy should continue its 

economic viability, so as to be transformed gradually less and be less dependent on the generated rent from 

oil exports. This, also, means that alternative economic and human resources are found in a pattern with a 

booming but, gradually, depleting oil production industry or sector.     

      

There are a few guiding prerequisites for approaching this assumed rationality. First, there must be some 

national consensus about the economic and socio-political prospects of the economy. If, sustainable 

development is accepted as a national goal, then, the concomitant policy must be geared towards achieving 

that goal. This prerequisite necessitates the setting up of a sort of centralized planning apparatus which should 

guide and draw-up a national strategy, with suffi cient decentralized tools to implement that strategy. Second, 

this requires that the Government should be the guiding central directive planner which must have complete 

supremacy or sovereignty over all basic decisions on how to produce, when to produce, and how to allocate 

or dispose of the output of the natural resource, oil and gas in this case. Third, another prerequisite is for the 

Government to draw-up a directive development plan, where the production of crude oil is exported for as much 

as the surpluses are needed, on one hand, and redirecting, gradually, on the other, increasing amounts of the 

produced crude oil to respond to domestic demands. This would mean integrating the upstream oil industry with 

the planned  non-oil activities, especially those energy based industries in manufacturing, transport, services 

and agricultural activities. In order to avoid the negative impacts of a possible Dutch Disease phenomenon, 

some relevant monetary and long-term investment policies have to be formulated. Extravagant spending and 





 
 
 
 
Let us begin by giving the following notations and symbols:  
 
GDP = Gross Domestic Product;  
Pr =   Population  growth rate;  
GDPr = Rate of growth of the GDP  
GDP*= Gross Domestic Product, excluding the Oil Sector; 
Eor = Growth rate of Exports of crude oil;  
Er*= Growth rate of Exports, excluding crude oil; 
Δ M = percentage change in Imports;  
Mc = Imports of Consumer goods;  
Mk = Imports of capital goods;  
Dd = Domestic Demand for crude oil;  
Di  = International Demand for crude oil; 
Sio = International Oil Supply;  
Pio = International prices for oil per barrel;  
Sis = Competitive Substitutes for oil in the international market; Xor 
= Rate of growth of crude oil production;  
E* = Non-oil Exports;  
Xr* = Rate of growth of the non-oil production; Xo 
= Production of crude oil;  
Eo = Oil Exports  
M = Imports  
 
Then;  
 
1. GDPr →  Pr, .1 .… 
2. Er*  →  Eor , .2 
3. Eo = f (Dd, Di, Sio, Poi, Sis), .3 . …. 
4. Δ Mk ≤  Δ Mc .4 
5. GDP ≈ GDP* .5 
6. Max ∑ E* - ∑ M .6 
7.  Max  Eo, .7 
 
Subject to:  

Er*  >   Eor;  
8.   Max     Xo, 8 …… Subject to:    Xr*  →  xor 

The Model, above, can be read in several ways, but basically  the equations include equalities and  inequalities, some 
can be solved either through simple mathematics for single equations, or in terms of Matrix algebra for mass data in 
square matrices, whenever data is highly disaggregated. The other maximization equations can be solved through linear 
or nonlinear programming, depending on the type of data at hand, and the time path of the Model. The main solutions 
that can be obtained from this simplified model are summarized as follows:  

1. Strategic directive plans should reflect their strategic goals. The first basic goal is, perhaps, to transform the  
economy from its condition of a rentier state to a self sustained one. Hence, your first monitoring rule is to watch  
out whether the growth rate of the GDP is exceeding the rate of growth of the population or not? This is answered by  
equation, (1).  

2.  Another goal is to encourage non-oil exports to grow at higher rates, (pace, not volumes or values), than those 
of the crude oil exports, hence equation (2), requires that the rate of growth of exports from the non-oil sectors should 
exceed or tend to exceed in pace those of the crude oil exports.  

3. To determine the oil production level, optimally, rigorous demand models have to be deployed, taking into 
consideration all dominant factors, as shown in equation, (3).  

 

4.  Strategically, to avoid the effects of the Dutch Disease, your imports must be tipped towards the imports of capital 
goods rather than the imports of the consumer goods; equation, (4), shows us this outcome.  

5. Similarly, you have to adopt monetary and physical policies to encourage the growth of the non-oil GDP, hence the  
useful indicator, given in equation, (5), where you can monitor whether the difference between the GDP, including oil  
exports, and the GDP without crude oil exports is dwindling or not, as shown in this equation; you can do this for a long  
time series data.  

 
49 





51

8.  Concluding Remarks:
        

Some very important implications and impacts can, perhaps, be deduced directly from the preceding discussions, 

followed up with a few basic recommendations:

A.      Implications and Impacts:    
     1. The fact that the oil extraction industry is capital and technology intensive, and hinges on a depleting natural 

resource, in addition to being a major source of income, (mostly rent). And, since the land where the oilfi elds are found 

are usually publicly owned, as it is the case in Iraq, then it is imperative that the state or any representative body must 

manage or overlook the management of this vital industry. Privatizing it, in a country where the private sector is weak, 

would be wasteful and highly defeating, particularly if sustainable development is sought.

      

2. The discussions revealed that the Iraqi Government, through its MoO, has not opted, so far, for the “right” or 

suitable management policy. The fi rst and foremost element for effective management policy, in this respect, is to 

possess sovereignty over the natural resource. Because the surpluses, generated from the high rent of this industry are, 

perhaps, the most important source for the development of the economy, it is vital for the government to have the fi nal 

say on the decisions of production and disposition of the output of crude oil. Contracting its best and most promising 

oilfi elds to IOCs, under the disguise of technical service contracts, for a period that exceeds 20 years, would hardly leave 

any true independent management choices for the government over the decisions of production and disposition of the 

fi nal output. To overcome this great fl aw, the government must exert efforts to revise, at least, the time-span of these 

contracts. 

     

3. The MoO is carrying out its contracting deals with the IOCs without solid legal tools. So far, the much debated Oil 

and Gas Law has not been approved by Parliament. The signing of the contracts which was carried out by the MoO is 

based on old laws, not provided for in the new constitution. Moreover, not seeking the approval of  parliament, according 

to this constitution, makes these contracts invalid legally. (Jiyad, 2009)

     

4. The discussions revealed, also, that the MoO struck huge contracts with IOCs to expand oil production to 12 mb/d 

by 2017, without  any development plan, specifying clear targets and timeframe for projects in the non-oil sector which 

could be fi nanced, for, at least, over the next decade by the expected high revenues of oil exports.

      

5. Similarly, the MoO, has not deployed any quantitative studies or models to determine not only the output ceiling of 

crude oil over the next one or two decades. This may necessitate the delineation of the targeted downstream linkages 

which must be installed between the oil extraction sector and the other non- oil sectors of the economy.

      

6.  Linkages have to be extended to the concomitant fi scal and monetary policies as well. 

      

7. This author has demonstrated a global and aggregate Model to show how a strategy for the management policy in 

the oil sector could be made more effi cient and fruitful. But, it must be emphasized that the central role of the government 

should be carried out in a democratically institutionalized societal economy, where the private and, perhaps, the mixed 

sectors would play the main role in implementing the investment programs. The Government and its public sector may 

concentrate on building up the much needed infrastructure in the economy.

B. Recommendations:
    

1. The government, through the MoO, must endeavour to modify some of the basic terms of the awarded contracts; 

fi rst, to reduce the contract periods to fi ve years, extendable to another fi ve years only if this is proved to be economically, 

technically and fi nancially feasible. Second, to raise the government stake to 51% of the total investment, in order to 

secure its sovereignty over all strategic decisions, as done by the present Chinese government with all IOCs, regardless 

of the size of their capital investments. 

    

2. A comprehensive organizational Study is needed to restructure all the National Oil companies, so as to make them 

effective not only in the operations of oilfi elds, but also, in investment, management, exploration and marketing. This, 

of course, requires drafting and passing all relevant and needed Laws.

    

3.  The government and the MoO should attract Iraqi expertise inside and outside the country. And, to play a detrimental 

role to enhance skills and to strengthen research  at the MoO and at all national oil companies. Also, both parliament 

and the cabinet should enhance their research facilities.

    

4.  To ensure a system of checks and balances, a Federal oil production and disposition council should be  established, 

in order to safeguard harmonious policy relations with the Kurdistan Region, on one hand, and with other oil producing 

Provinces, Muhafadhas, on the other, so as to secure wider popular participation from all other Muhafadhas, and even 

from some vested interests in the Civic Organizations
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    5.  The present impasse, created by the unilateral actions of the Kurdistan Regional Government, KRG, concerning 

oil management, regulations and Federal laws have to be innovated. Moreover, the constitution with its vague provisions, 

relating to the oil management powers of each of the federal government and the regions and the oil producing Provinces, 

have to be rationally revised with one basic aim, and that is, to enable the whole economy to reap the highest benefi ts, 

using the most effi cient national oil management policies.
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