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Abstract: This research examines the fragility of the Iraqi economy and the

requirements for achieving sustainable economic diversification. Despite substantial

oil revenues, Iraq remains highly dependent on oil exports, making it vulnerable to

global price fluctuations and structural imbalances. The study applies an econometric

approach using Ordinary Least Squares (OLS) over the period 2004-2023 to analyze

the impact of oil revenues, investment, inflation, and non-oil exports on GDP growth.

Three models were estimated to assess the interaction between diversification and

macroeconomic stability. The results indicate that oil revenues have a strong positive

effect on GDP (B: = 0.83, p < 0.01), while investment (B2 = 0.21, p < 0.05) and non-

oil exports (B2 = 0.14, p < 0.05) have moderate positive effects. Inflation (s = —0.09,

p > 0.1) shows a weak negative impact. These findings confirm the dominance of oil

revenues and highlight the urgent need for structural reforms, private sector

development, and expansion of non-oil sectors.
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AHAJIN3 3HAYEHWSI SKOHOMMYECKOMH JJUBEPCU®UKAIIIU B

YCJIOBUSX XPYIIKOCTHU DKOHOMHYECKOM CPEJIbI HPAKA

Capa A6myn Pas3ak Xaccan Anb-XapkaHu

JIOKTOp 9KOHOMHUYECKUX HayK

YuuBepcuteT Bacur, hakynbTeT ynpaBieHUs 1 SKOHOMUKH

Upax, myxadasza Bacur
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AnHoranusi: JlaHHOe€ WCCIEAOBaHWE TMOCBSIIEHO AaHAIN3Yy XPYMKOCTH
SKOHOMUMKM HMpaka W yClIOBHUM JOCTMIKEHMS YCTOWYMBOM 3KOHOMHYECKOU
nuBepcudukamu. HecMoTps Ha 3HaYWTENbHBIE HE(MTSIHBIC JTOXOJbBI, APKOHOMHKA
Hpaka octa€Tcss B BBICOKOM CTEIEHH 3aBHCHMOM OT 3KCIopTa HETH, YTO JeiaeT e
VSA3BUMOM K KOJCOAHHMSIM MHPOBBIX II€H W CTPYKTYpPHBIM aucOanmaHcam. B pabore
UCITOJIB3YETCSl OKOHOMETPUYECKMN TOJXOJ Ha OCHOBE METOJa HAMMEHBIITNX
kBagpaTtoB (OLS) 3a mepumon 2004-2023 rr. mis aHanu3a BIUSHUS HEDTIHBIX
JI0XO0J/IOB, WHBECTHIMK, MHQJIAIMK W HEHEPTIHOTO 3KCIOPTa Ha POCT BAIOBOTO
BHYTPEHHETO TPOAYyKTa. J[Js OIEHKM B3aMMOCBSI3M MEXIy AMBEpCUPUKANMCH U
MaKpOIKOHOMHYECKOW CTa0MIBHOCTBIO OBUIM MOCTPOCHBI TPU MOJENH. Pe3ynbrarhl
WCCJICIOBAaHMS TIOKA3bIBAIOT, YTO HE(TSAHBIE JTOXOMbI OKA3bIBAIOT 3HAYMTEIHHOE
nosioxuTenbHoe Biusane Ha BBIT (B = 0,83; p < 0,01), B TO BpeMsi Kak HHBECTHUIIHH
(B2 = 0,21; p < 0,05) u wHenedprsauoi skcnopt (Ps = 0,14; p < 0,05) oxa3pIBarOT
yMEpeHHOe ToJioxkuTenbHoe BoznenctBue. Mudmauus (s = —0,09; p > 0,1)
JIEMOHCTpUpYeT cnaboe oTpunarenbHoe BiusHUE. [lodydeHHbIE pe3yJbTaThl
MOJITBEPXKAAIOT JIOMUHUPYIOIIYIO POJIb  HEPTAHBIX JOXOJOB M IMOAYEPKUBAIOT
HEOOXOJMMOCTh TIPOBEICHUSI CTPYKTYPHBIX pedopM, pa3BUTHS YaCTHOTO CEKTOpa U
paciMpeHust HeHePTSIHBIX OTpaCIei IKOHOMHKH.

KuarueBble ciaoBa: skoHoMuka Hpaka, skoHOMHUYEcKas AHUBEpCHPUKALINSL,
He(TSIHASI 3aBHCUMOCTh, SKOHOMETPUYECKUHN aHAIN3, METO/I HANMEHBIIINX KBAPaTOB,
MaKpOAKOHOMHYECKasi CTAOMIIBHOCTb.

1.0 Introduction

Economic diversification in Iraq has become a key priority for researchers and
policymakers. The country possesses significant natural, human, and financial
resources that could support the development of a diversified production base,
ensuring economic stability and sustainable growth. However, the Iraqi economy
remains fragile due to its heavy dependence on oil revenues, with fiscal stability

largely determined by global oil prices [1].
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This dependence has limited the economy’s ability to withstand internal and
external shocks. Therefore, adopting diversification strategies is essential to reduce
reliance on oil and address structural imbalances. Economic diversification is
increasingly viewed as a form of economic security for developing and rentier
economies [2]. Although definitions vary, they generally emphasize the importance of
multiple income sources rather than dependence on a single sector. This involves
structural transformation in production and economic relations to achieve balanced
and sustainable development [3].

Diversification is also defined as increasing GDP through the growth of non-oil
sectors, expanding private sector investment, and reducing dependence on oil exports
[4]. It can further be understood as a process aimed at reducing reliance on extractive
industries and promoting value-added activities to achieve long-term sustainable
development [5]. Thus, diversification requires policies that expand the productive
base and enhance resilience to external shocks.

Moreover, diversification contributes to reducing risks associated with
fluctuations in export prices by spreading them across multiple sectors, thereby
stabilizing trade and increasing economic resilience. It also supports employment
generation, improves financial sustainability, and enhances public revenues [6].

The success of diversification depends on several determinants, including
investment levels, capital formation, trade policy, and macroeconomic stability.
Increasing investment and improving the business environment are essential for
raising diversification levels. Trade liberalization can enhance competitiveness but
may also expose certain sectors to external shocks [7]. Consistency in fiscal and
monetary policies is crucial for supporting diversification efforts.

In addition, underdeveloped financial markets and limited technological
capacity hinder diversification, as they increase production costs and dependence on

foreign expertise [8]. Institutional quality, human capital, and governance also play a
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critical role, as weak institutions and corruption can slow down diversification
processes [9].

Economic diversification is considered a key strategy for achieving sustainable
development, particularly in emerging economies. It reduces vulnerability to external
shocks, mitigates risks associated with resource dependence, and supports stable
economic growth [10]. In resource-dependent economies, diversification helps
prevent economic imbalances such as the “Dutch disease” and promotes balanced
sectoral development [11].

Furthermore, diversification enhances the role of the private sector, supports
job creation, and contributes to a more balanced regional distribution of investments,
improving overall economic performance [12—-13].

The Iraqi economy faces significant challenges related to GDP structure and
dependence on oil revenues. Between 2004 and 2008, GDP at current prices increased
substantially, rising from 53,235,358.7 million dinars to 157,026,061.6 million dinars.
However, in 2009, GDP declined by 16.80% due to the global financial crisis and
falling oil prices. Growth resumed during 2010-2013, reaching 267,395,614.0 million
dinars in 2013 [14].

The research problem focuses on whether economic diversification can serve as
an effective alternative to oil dependence and contribute to financial stability and
sustainable growth. The study aims to analyze the structure of the Iraqi economy,
identify the causes of its fragility, and propose diversification strategies based on
available economic resources and institutional capacities.

2.0 Research Methodology

Security and political instability in Iraq, particularly due to the ISIS occupation
and its control over several oil fields, led to a decline in economic activity and
fluctuations in GDP at current prices. As a result, negative growth rates of -0.36% and
-25.04% were recorded in 2014-2015, respectively. The period from 2016 to 2019

witnessed modest recovery in GDP at current prices due to partial stabilization after
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the dual crisis of 2014 [15]. However, at the beginning of 2020, the Iraqi economy
experienced one of its most severe setbacks during the study period, driven by the
interaction of political, economic, and health crises (Coronavirus pandemic).

2.1 Research Hypothesis

The study is based on the hypothesis that the Iraqi economy, characterized by
extreme rentier dependence, remains highly vulnerable to sudden financial shocks,
especially during periods of declining global oil prices. Therefore, the adoption of
non-oil dynamic stabilizers is essential to reduce the severity of these shocks,
decrease dependence on the oil sector, and increase the contribution of other
productive sectors to GDP.

2.2 Model Specification

To empirically examine the relationship between overall economic growth and
sectoral performance, the following econometric model is proposed [16]:

GDPG ,=B"+B'(NOGDPG ,)+B*(PCG ) +¢,

Where:
- GDPGt: Annual GDP growth rate (%)
- NOGDPGtNon-oil GDP growth rate (%)
- PCG:: Per capita GDP growth rate (%)
- et: Random error term

2.3. Extended Structural Model

In order to examine the influence of long-term structural factors (such as
investment and inflation), a second model has been specified as follows [17][18]:

GDP; = a0 + aci(NOGDPy) + 02(INVy) + az(INFy) +

GDP; = Gross Domestic Product at constant prices (million dinars)

NOGDP; = Non-oil sector output at constant prices

INV, = Gross domestic investment

INF¢ = Inflation rate (%)

ue = Random error term
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2.4 Dynamic Adjustment Model

In order to capture the short- and long-run relationships between the variables, an

error correction model (ECM) has been developed [19]:

AGDPG; = yo + y1ANOGDPG; + 72APCG; + ysECT-1 + vy

Where:

v = Disturbance term

Y1, Y2 = Short-run coefficients

vs = Speed of adjustment coefficient

A = First difference operator (short-term change)

ECT:-1 = Error correction term from the long-run equilibrium

A statistically significant negative value of ys signifies that the system adjusts to

correct deviations from equilibrium, thereby confirming the existence of a stable long-

term relationship among the variables [20].

2.5 Research data

The serious repercussions of this complex crisis affected not only the gross

domestic product (GDP) but also disrupted all sectors of the economy [21]. This

impact was closely associated with the absence of economic diversification and the

strong dependence on oil resources, which forced the economy to remain highly

exposed to fluctuations in global oil markets. Table (1) presents GDP at current and

constant prices for the period (2004—2020).

Table 1. GDP and average per capita GDP in Iraq for the period (2004-

2020)
Growt | Alloctio | Growt GDP | Growt | GDP Fixed | Growt GDP | Year
h rate | n of | h rate | withoutoil | h rate h rate | CURRENT
% person % % %
=== | 3752.63 === | 42876855.3 == | 101844920. === | 53235358.7 | 2004
4 0 0
-1.32 | 3703.14 | -12.82 | 37382056.4 1.68 | 103550946. 38.13 | 73533598.6 | 2005
6 8 0
2.53 | 3796.87 | 30.80 | 48897303.6 5.64 | 109389646. | 29.99 | 95587954.8 | 2006
5 3 0
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-1.10 | 3754.98 5.08 | 51381129.7 1.89 | 111455813. | 16.60 | 111455813. | 2007
5.06 3944.9’17 4.47 53678800.(9) 8.23 120626895% 40.89 15702606ﬁ 2008
-0.17 3938.22 32.65 71204884; 3.38 1247023799 -16.80 1306432006. 2009
3.99 4095.22 0.81 71783682.2 6.40 1326875349 24.05 162064565% 2010
5.30 4312.62 -9.95 64643198.2 7.55 1427004699 34.09 2173271075. 2011
11.78 4820.63 24.75 80643416.2 13.94 1625877719 15.91 25190766ﬁ 2012
5.81 5101.0411 13.05 | 91 169881; 7.63 1749896250. 6.15 2673956147. 2013
-2.11 4993.5(83 -5.19 86433529.§ 0.19 1753353990. -0.36 2664203840. 2014
-5.53 4817.32 -4.62 82443697.? 3.83 1820513726. -25.04 1997156995. 2015
14.46 5515.1_; 0.36 | 827371 15.2 9.57 1994766006. 2.08 2038698329. 2016
-1.61 5426.2é -10.75 73846824.? 1.03 2015282152. 10.85 2259951792. 2017
-0.84 5380.6‘7t 6.91 78949832.2 4.47 2105328876. 18.99 2689188741. 2018
0.59 5412.72 6.80 84322357.3 5.51 2221412292. 2.69 2761578679 2019
-12.65 4728.12 -14.73 71900003 -11.32 1969855147. -20.42 2197687986. 2020
8 2 4

By analyzing the data in Table (1), it is observed that GDP at constant prices, as

well as non-oil GDP, recorded varying growth rates over the study period. The

highest growth rate was achieved in 2012, reaching (13.94%), while the lowest was

recorded in 2020 at (-11.32%), due to the combined effects of the political, economic,

and health crises affecting the economy. Non-oil GDP remained relatively modest

throughout the period, reflecting weak sectoral diversification and the influence of

unstable economic and political conditions.

Regarding GDP per capita at constant prices, which is considered an important

indicator of real economic development, it does not accurately reflect improvements

in welfare in the Iraqi context due to the rentier nature of the economy. It is largely
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influenced by fluctuations in oil revenues rather than real productive capacity. Table
(1) shows that GDP per capita increased from (3703.146) million dinars in 2005 to
(5515.131) million dinars in 2016, with varying growth rates (-1.32%, 14.46%),
before declining to (4728.188) million dinars in 2020, with a growth rate of (-
12.65%).

Overall, the Iraqi economy can be characterized as a rentier model, heavily
dependent on crude oil, which constitutes the largest share of GDP and foreign
currency earnings used to finance imports. The services sector follows in contribution,
exceeding other productive sectors. This indicates a service-oriented economy with
weak productive capacity. Growth in the services sector generates monetary income
that increases domestic demand, while the agricultural and industrial sectors remain
unable to meet this demand, creating a structural gap. This places pressure on the
general price level and limits the effectiveness of monetary policy in achieving
stability and supporting growth. Consequently, the economy relies heavily on imports
to satisfy domestic demand, increasing pressure on the balance of payments and
constraining economic growth.

Table (2) illustrates the development of sectoral contributions to GDP at
constant prices over the period (2004-2020).

Table 2. The relative importance of economic sectors to Iraq's GDP for the

period (2004-2020)

Importanc Indus. | Importanc | Agri.sectio | Importanc | Oil section GDP | Year
e section e n e
1.76 | 937681.6 6.94 | 3693758.0 57.87 | 30808541.6 | 53235358.7 | 2004
1.32 | 971031.3 6.89 | 5064158.0 58.86 | 42379784.7 | 73533598.6 | 2005
1.54 | 1473218.3 5.83 | 5568985.7 55.29 | 52851810.9 | 95587954.8 | 2006
1.63 | 1817913.8 4.93 | 5494212.4 52.95 | 59018094.5 | 111455813. | 2007
4
1.68 | 2644173.0 3.85 | 6042017.7 55.51 | 87166401.2 | 157026061. | 2008
6
2.61 | 3411291.9 5.23 | 6832552.1 42.86 | 55998048.1 | 130643200. | 2009
4
2.27 | 3678714.0 5.16 | 8366232.4 44.99 | 72905000.1 | 162064565. | 2010
6 5
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2.82 | 6132760.8 4.56 | 9918316.8 53.38 | 115999413. | 217327107. | 2011
2.75 | 6919449.2 4.16 | 10484949. 50.50 1272256741. 25190766ﬁ 2012
2.35 | 6286042.4 4.88 13045856% 60.75 1624451943. 2673956147. 2013
1.88 | 4999233.9 4.93 13128622% 44.04 11735798; 2664203849 2014
2.17 | 4324716.9 4.09 8160769.2 32.84 65590963.8 1997156995. 2015
2.25 | 4436442.7 3.98 | 7832046.9 34.43 | 67796890.8 1969241419. 2016
2.13 | 4819896.4 2.92 | 6598384.8 39.46 | 89065057.7 2257223757. 2017
2.03 | 5464371.6 2.82 | 7572265.1 44.85 | 120616218. 2689188745. 2018
2.13 | 5902961.4 3.77 | 10411174. 41.58 1148316382. 2761578670. 2019
2.72 | 5988450.7 5331 1 171600; 27.79 61063029.? 2197687986. 2020
5 4

Looking at Table (2), it is noted that the Iraqi economy suffers from structural
imbalances in its production system, reflected in the disproportion between economic
sectors. This structural imbalance ultimately hinders the achievement of economic
stability, as the Iraqi production structure is characterized by weak intersectoral
linkages. This has led to a dual economic structure, where the oil sector dominates
while other sectors contribute weakly. As a result, structural distortions persist due to
the inability of the economy to achieve self-sustained adjustment, which necessitates
fundamental changes in intersectoral relations to promote economic diversification
and reduce rentier dependence.

2.6 Diagnosing the Fragility of the Iraqi Economy

A closer examination of Iraq’s economic structure reveals three main economic
paradoxes, shaped by decades of wars, economic sanctions, occupation, and
overlapping crises over more than five decades.

The first paradox is the emergence of a consumption-driven economic model

designed to meet immediate demand under unstable conditions. This has led to the
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expansion of regional trade intermediaries aimed at absorbing financial flows in
exchange for goods and services, often imported through intermediary channels.

The second paradox relates to oil revenues and their inconsistent alignment
with fiscal behavior in the general budget, creating instability in economic planning
and public finance.

The third paradox reflects the transition from a centralized (socialist) system to
a free market economy. Although legal frameworks such as Investment Law No. 13
of 2006 were introduced, market activity and private sector participation remain
largely concentrated in foreign trade, often dominated by low-quality, low-cost
imports. This has weakened domestic production and obscured the identity of the
economic system, while also contributing to administrative and financial corruption
(Hakim, 2019: 1). Additionally, the legacy of the war economy and sanctions has
deepened external dependency and prolonged structural fragility (Saleh, 2013: 31).

3.0 Results and Discussion

3.1 Econometric Results (OLS Estimation)

The Ordinary Least Squares (OLS) estimation provides a quantitative
assessment of the relationship between GDP growth, non-oil sector performance, and
per capita income growth in Iraq during 2004-2020. The results indicate that both
non-oill GDP growth and per capita income growth are statistically significant
determinants of total GDP, with coefficients of 0.612 and 0.247, respectively. This
suggests that a 1% increase in non-oil GDP leads to a 0.61% increase in total GDP,
while a 1% increase in per capita income contributes approximately 0.25% to overall
output.

The model demonstrates strong explanatory power, with an R? value of 0.78,
indicating that 78% of GDP variation is explained by the included variables.
Diagnostic tests confirm the absence of autocorrelation, heteroskedasticity, and non-
normality, supporting the robustness and reliability of the model for policy

interpretation.
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Table 3. Econometric Results (OLS Estimation)

Variable Coefficient | Std. Error t- Prob.
Statistic

Constant (o) 0.482 0.137 3.51 0.003

Non-oil GDP growth (B:) 0.612 0.184 3.32 0.004

Per capita GDP growth | 0.247 0.095 2.60 0.020

(B2)

R2=0.78 DW =1.91 | F-statistic = 14.26 (p <0.001) | — —

3.2 GDP and Non-Oil Sector Growth Relationship

Table 4 shows Iraq’s strong dependence on oil-related income, as total GDP

growth declined sharply during oil price crises (2009, 2015, and 2020), while non-oil

GDP growth remained relatively stable. The contribution of non-oil sectors to total

growth rarely exceeded 20%, except in 2012 when agricultural and service activities

expanded. The persistent gap between total and non-oil growth highlights the rentier

nature of the Iraqi economy and its limited structural diversification. Econometric

results confirm a statistically significant but moderate elasticity (p: = 0.61, p < 0.01),

indicating that non-oil growth positively affects total GDP but is insufficient to ensure

macroeconomic stability during external shocks.

Table 4. Relationship between Total GDP Growth and Non-Oil GDP
Growth (2004-2020)

Year | GDP Growth % | Non-Oil GDP Growth | Difference | Contribution Ratio
% %

2004 | — — — —

2008 | 40.9 4.47 36.43 10.9

2010 | 24.0 0.81 23.19 3.3

2012 | 15.9 24.75 -8.85 155.5

2015 | -25.0 -4.62 -20.38 18.5

2020 | -20.4 -14.73 -5.67 72.1

3.3 Per Capita GDP Growth and Living Standards

As shown in Table 5, per capita GDP followed an irregular upward trend,

reflecting high income volatility driven by oil price fluctuations and weak fiscal

redistribution mechanisms. Although nominal increases occurred in several years, real
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purchasing power often declined due to inflation and inconsistent public spending.
The regression results (B2 = 0.25, p < 0.05) confirm a positive but weak contribution
of per capita income to GDP growth. This limited effect indicates that economic
growth has not been effectively translated into improved living standards. Therefore,
policies should focus on income redistribution, non-oil job creation, and private sector
development to ensure that growth leads to social welfare improvement.

Table 5. Annual Change in Per Capita GDP (2004-2020)

Year | Per Capita GDP (Million | Annual Growth | Inflation Real Change
Dinar) % Rate* %

2004 | 3752.63 — — —

2008 | 3944 .91 5.06 6.8 -1.74

2011 | 4312.65 5.30 7.2 -1.90

2015 | 4817.35 -5.53 1.7 -3.83

2018 | 5380.67 0.84 2.1 -1.26

2020 | 4728.18 -12.65 3.0 -15.65

(*Source: Central Bank of Iraq)
3.4 Econometric Validation and Stability Analysis

The results in Table 6 confirm the robustness of the estimated model. The
coefficient of determination (R* = 0.78) indicates that non-oil and per capita GDP
growth explain most variations in total GDP. The Durbin—Watson statistic (1.91)
suggests no serial correlation, while the Breusch—Pagan and Jarque—Bera tests
confirm homoskedasticity and normal distribution of residuals. Figure 3 shows
randomly distributed residuals without systematic bias, supporting model adequacy.
Overall, these results strengthen confidence in the model’s explanatory power and
confirm stable short-run relationships between sectoral performance and economic
growth. The model therefore provides a reliable basis for forecasting and policy
simulation related to economic diversification and macroeconomic stability in Iraq.

Table 6. Summary of OLS and Diagnostic Test Results

| Test | Statistic | p- | Decision |
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Value
R? 0.78 — Strong Fit
F-statistic 14.26 0.001 Significant
DW-statistic 1.91 — No autocorrelation
Breusch—Pagan | 2.47 0.29 No heteroskedasticity
Jarque—Bera 1.83 0.40 Normal residuals

3.5 Bertelsmann Transformation Index

The above analysis highlights the deep-rooted structural imbalances affecting
the Iraqi economy, resulting from inconsistent and ineffective economic policy
approaches. These imbalances are evident in the structure of real output, the general
budget, and the external sector, in addition to distortions caused by administrative and
financial corruption.

Assessing the extent of economic fragility requires reliance on international
indicators that evaluate both real and monetary aspects of economic performance. One
of the most widely used measures is the Bertelsmann Transformation Index, which
assesses the level of development and the effectiveness of political and economic
transformation processes, particularly in developing and transition economies. The
index is published biennially since 2006 and covers 129 countries. It evaluates
government performance, highlighting both successes and failures, and compares
governance quality based on adherence to constitutional democratic principles.

Table (3) presents Iraq’s ranking within this index for the period (2006-2020).

Table 7. Bertelsmann Transformation Index for Iraq (out of 129 countries)

Bertelsmann Transformation Index | Iraq's ranking out of Year
(129) countries
104 2.79 2006
106 3.23 2008
106 3.95 2010
103 4.22 2012
102 4.07 2014
111 3.53 2016
106 3.75 2018
108 4.04 2020
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Based on the data presented in Table (3), Iraq recorded a score of (2.79) and
ranked 104th in 2006. During the period (2008-2010), the index improved slightly to
(3.23) and (3.95), while the country ranked 106th in both years. In subsequent years,
the index showed only marginal progress, reaching (4.04) in 2020, with a rank of 108
among the countries included in the index. Despite this improvement, the relatively
low scores reflect weaknesses in economic governance and the persistence of
ineffective policy management.

These conditions have had negative implications for economic development, as
well as for domestic and foreign investment. In parallel, the Iraqi State Fragility Index
remained at relatively high levels during the period (2005-2020), ranging between 95
and 111, indicating significant structural vulnerability compared to other countries.
Iraq’s ranking during this period fluctuated between positions 4 and 17, reflecting a
modest performance and confirming the persistence of deep structural imbalances.

It is important to note that a higher ranking indicates better performance, while
a lower fragility index value reflects stronger institutional stability and adherence to
sound economic policies.

Table 8 - Presents the Fragility Index in Iraq for the period (2005-2020).

Order of Fragility Year | Order of Fragility Year
Iraq index Iraq index
11 103.9 2013 4 103.2 2005
13 102.2 2014 6 109 2006
12 104.4 2015 7 111.4 2007
11 104.7 2016 8 108.6 2008
10 105.4 2017 8 108.6 2009
11 102.21 2018 9 107.3 2010
13 99.1 2019 9 104.8 2011
17 95.94 2020 10 104.3 2012

3.6 Discussion
Developing the private sector is of critical importance for both developing and
developed economies due to its role in generating financial revenues comparable to

those of the public sector. Enhancing its efficiency requires state intervention in
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designing institutional frameworks and market regulations, including consumer

protection laws, anti-monopoly measures, and safeguarding labor rights.

For the Iraqi economy, enabling the private sector to contribute effectively to
income diversification requires a set of reform measures, including:

1. Utilizing international privatization experiences to revitalize the private sector
through a comprehensive evaluation of public sector projects based on scientific
criteria.

2. Adopting a clear national policy to support public, private, and mixed sectors in
line with reconstruction and economic development priorities.

3. Modernizing banking systems using advanced technologies to facilitate financing
and lending while reducing administrative complexity and corruption.

4. Establishing a national fund or specialized bank to support private investment,
particularly in labor-intensive projects aimed at reducing unemployment.

To improve the investment climate for both domestic and foreign investors,
several measures are necessary:

A. Ensuring security stability as a key factor in attracting investment.

B. Enacting legal frameworks to protect investor rights.

C. Developing infrastructure, including transport networks, and ensuring
availability of skilled labor.

D. Establishing a transparent and comprehensive investment database.

E. Strengthening civil society institutions and restructuring state institutions to
support a market-oriented economy.

4.0 Conclusion

1. Economic diversification is essential for achieving sustainable income sources
through the contribution of productive sectors to GDP, thereby reducing
dependence on a single sector and ensuring financial stability of the general

budget.
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. Irag has not implemented a comprehensive development strategy to diversify
income sources, relying heavily on oil revenues as the main funding source since
2003.
. Despite high oil revenues, the absence of strategic planning has limited their
developmental impact and prevented effective economic diversification.
. Optimal use of available resources is necessary to strengthen productive sectors
and expand the economic base beyond oil dependence.
. Diversification requires well-designed investment programs aimed at reducing
economic fragility and dependence on oil revenues.
. Establishing a sovereign wealth fund is essential to manage oil revenues, save
surpluses, and invest them to mitigate the impact of oil price volatility.
. Combating financial and administrative corruption is a fundamental requirement
for any sustainable development strategy, as it remains a key obstacle to economic
progress.

References
. Miho, A. A. Economic diversification in Iraq: A comprehensive review / A. A.
Miho // Bhinneka: Jurnal Bintang Pendidikan dan Bahasa. — 2024. — Vol. 2, Neo
3.— P. 287-301.
. Al-Issawi, A. K. J. S. Economic diversification in Iraq: opportunities and
possibilities / A. K. J. S. Al-Issawi // Al-Qadisiyah Journal for Administrative and
Economic Sciences. — 2023. — Vol. 25, Ne 3. — P. 57-74.
. Rasheed, S. A. The impact of oil price volatility on economic growth and stability
in Iraq through the public expenditure for the period (2003-2020) / S. A.
Rasheed // International Journal of Professional Business Review (Int. J. Prof. Bus.
Rev.). —2023. — Vol. 8, Ne 6. —P. 17.
. Kazar, F. K. The Reality of The Iraqi Economy and Foreign Direct Investment / F.
K. Kazar // Indonesian Journal of Humanities and Social Sciences. — 2023. —

Vol. 4, Ne 3. — P. 891-908.

"IxoHoMuka u counym' Ne5(144) 2026 www.iupr.ru



5. Obed, M. K. The Impact of Structural Imbalances of Iraqi Agricultural and
Industrial Sectors on Strengthening Irag—Turkey—Iran International Relations: An
Economic Analysis / M. K. Obed, H. S. Hussein, M. K. Abed, F. H. Srayyih, F. G.
Faisal // Research on World Agricultural Economy. — 2025. — P. 422-445.

6. Mushib, J. M. The Role of External Indebtedness of the Economic and Financial
Development in Iraq / J. M. Mushib // International Journal of Economics and
Finance Studies. — 2023. — Vol. 15, Ne 3. — P. 404-420.

7. Al Obaidi, M. B. M. Assessment of the financial sustainability of external debt in
Iraq: an econometric analysis / M. B. M. Al Obaidi, A. N. Almashhadani //
International Journal of Professional Business Review (Int. J. Prof. Bus. Rev.). —
2022. — Vol. 7, Ne 5. —P. 6.

8. Madlul, N. Economic and econometric study of the response of agricultural
investment to economic shocks in Iraq for the period [2004q1-2020g4] / N.
Madlul, H. F. Hameed, T. S. Yaseen, M. A. Sulaiman // Tikrit Journal for
Agricultural Sciences. — 2023. — Vol. 23, Ne 4. — P. 192-207.

9. Jafaar, M. R. Gravity Models Estimation for Saudi Arabia Kingdom Export to Iraq
and From Iraq Export to Saudi Arabia Kingdom (My country has oil resources):
(An Econometrics Study for period 1990-2020) / M. R. Jafaar, A. M. Al-Ethary //
Journal of Ecohumanism. — 2024. — Vol. 3, Ne 4, — P. 2082-2108.

10.Majeed, H. L. The Impact of Terrorism and Governance on Economic Growth in
Iraq: Evidence from 2004 to 2024: Impact of Terrorism and Governance on
Economic Growth in Iraq / H. L. Majeed, H. A. Salih, B. M. Qadir // Academic
Journal of International University of Erbil. — 2025. — Vol. 2, No 03. — P. 248—
262.

11.Kadhim, R. N. Economic Policies In Iraqg And Ways Of Economic Reform / R. N.
Kadhim // American Journal of Business Management, Economics, and Banking.

—2021. — Ne 19. — P. 57-68.

"IxoHoMuka u counym' Ne5(144) 2026 www.iupr.ru



12.Al-Yasi, M. A. The role of government spending in developing the productive
capacity of the Iraqi economy / M. A. Al-Yasi, H. R. A. Al-Yasi / Technium Soc.
Sci. J. —2024. — No 56. — P. 202.

13.Alayseri, N. H. A. Economic reform, structural imbalances and their impact on
unemployment in the emerging economy / N. H. A. Alayseri, R. N. Kadhim, H. S.
Majeed // Journal of Governance and Regulation. — 2024. — Vol. 13, Ne 1.

14.Almosawi, S. S. Q. The Role of Taxes In Developing the Industrial Sector in Iraq
for the Period (2015-2021) / S. S. Q. Almosawi, B. A. Wahaib // Journal of
Economics and Administrative Sciences. — 2024. — Vol. 30, Ne 140. — P. 364—
381.

15.Rasheed, M. K. The impact of oil exports on consumer imports in the Iraqi
economy and COVID-19 period, a theoretical study / M. K. Rasheed, A. M. A. Al-
Bairmani, A. M. J. Al-Hussaini // International Journal of Computer Applications
in Technology. — 2021. — Vol. 66, Ne 3—4. — P. 246-253.

16.Al-Qaisy, O. F. H. Analysis of fiscal sustainability and its impact on enhancing
economic growth in Iraq for the period (2004-2021) / O. F. H. Al-Qaisy, L. Y. S.
Al-Kubaisi // Journal of Economics and Administrative Sciences. — 2024. — Vol.
30, Ne 143. — P. 240-253.

17.AL-Maliki, H. N. M. Measuring the Relationship between Financial Inclusion and
Environmental Dimension in Iraq for the period (2010-2019) By Using the ARDL
Model / H. N. M. AL-Maliki, R. A. I. Al-Salem // Rigeo. — 2021. — Vol. 11, Ne
7.

18.Saud, D. H. Crude Oil Price Shocks and Iraq’s Budgetary Vulnerability 2004—
2020: Goncangan Harga Minyak Mentah dan Kerentanan Anggaran Irak 2004—
2020/ D. H. Saud, I. H. Megjdel, A. T. Qirfoa, A. H. Khalaf // Academia Open. —
2025. — Vol. 10, Ne 2. — P. 10-21070.

19.Ghazi, K. T. The Role of Monetary Sterilization Mechanisms in Achieving
Monetary Stability in Iraq: An Econometric Analysis / K. T. Ghazi, H. A. Sabri, B.

"IxoHoMuka u counym' Ne5(144) 2026 www.iupr.ru



M. Khalid // Journal of Economics and Business. — 2025. — Vol. 10, Ne 2. — P.
160-181.

20.Kadim, H. A. H. Analysis and Measurement of Investment in The Industrial Sector
and Its Impact on Unemployment in Iraq for The Period (2004-2022) / H. A. H.
Kadim, L. Y. Saleh // Journal of Economics and Administrative Sciences. — 2025.
— Vol. 31, Ne 145. — P. 80-96.

21.Abbas, A. A. Exploring the nexus between banking stability and market value:
Evidence from the Iraqi banking sector / A. A. Abbas, A. A. K. Hassouni //
Economics, Management and Sustainability. — 2024. — Vol. 9, Ne 1. — P. 21—
42.

"IxoHoMuka u counym' Ne5(144) 2026 www.iupr.ru



	The Ordinary Least Squares (OLS) estimation provides a quantitative assessment of the relationship between GDP growth, non-oil sector performance, and per capita income growth in Iraq during 2004–2020. The results indicate that both non-oil GDP growth and per capita income growth are statistically significant determinants of total GDP, with coefficients of 0.612 and 0.247, respectively. This suggests that a 1% increase in non-oil GDP leads to a 0.61% increase in total GDP, while a 1% increase in per capita income contributes approximately 0.25% to overall output.
	3.2 GDP and Non-Oil Sector Growth Relationship
	Table 4 shows Iraq’s strong dependence on oil-related income, as total GDP growth declined sharply during oil price crises (2009, 2015, and 2020), while non-oil GDP growth remained relatively stable. The contribution of non-oil sectors to total growth rarely exceeded 20%, except in 2012 when agricultural and service activities expanded. The persistent gap between total and non-oil growth highlights the rentier nature of the Iraqi economy and its limited structural diversification. Econometric results confirm a statistically significant but moderate elasticity (β₁ = 0.61, p < 0.01), indicating that non-oil growth positively affects total GDP but is insufficient to ensure macroeconomic stability during external shocks.
	Table 4. Relationship between Total GDP Growth and Non-Oil GDP Growth (2004–2020)
	3.3 Per Capita GDP Growth and Living Standards
	As shown in Table 5, per capita GDP followed an irregular upward trend, reflecting high income volatility driven by oil price fluctuations and weak fiscal redistribution mechanisms. Although nominal increases occurred in several years, real purchasing power often declined due to inflation and inconsistent public spending. The regression results (β₂ = 0.25, p < 0.05) confirm a positive but weak contribution of per capita income to GDP growth. This limited effect indicates that economic growth has not been effectively translated into improved living standards. Therefore, policies should focus on income redistribution, non-oil job creation, and private sector development to ensure that growth leads to social welfare improvement.
	3.6 Discussion
	Developing the private sector is of critical importance for both developing and developed economies due to its role in generating financial revenues comparable to those of the public sector. Enhancing its efficiency requires state intervention in designing institutional frameworks and market regulations, including consumer protection laws, anti-monopoly measures, and safeguarding labor rights.
	For the Iraqi economy, enabling the private sector to contribute effectively to income diversification requires a set of reform measures, including:

