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		INTRODUCTION



Countries in the Middle East and North Africa (MENA) such as "IRAQ" face a dual shock from the coronavirus pandemic (COVID-19) and a collapse in oil prices. To deal with these two shocks, authorities should sequence and tailor their responses. They should focus first on responding to the health emergency and the associated risk of economic depression. They should postpone fiscal consolidation linked to the persistent drop in oil prices and its spillovers until the recovery from the pandemic is well underway.



The negative supply shock comes first from a reduction in labor — directly because workers get sick with COVID-19, the disease caused by the virus, and indirectly due to travel restrictions, quarantine efforts and workers staying home to take care of sick family members or children. Supply will also be affected by a reduction in materials, capital and intermediate inputs due to disruptions in transport and businesses in MENA countries.



IRAQI EXPORTS FROM OIL



The negative demand shock is both global and regional. Economic difficulties around the world and the disruption of global value chains will reduce demand for the region’s goods and services, most notably oil and tourism (Jordi, 2020). The reduction in Gross Domestic Product (GDP) growth in Iraq can shows by the following Table 1.
[image: ]


Regional demand will also decline as the abrupt reduction in regional business activity and concerns about infection reduce travel. In addition (Arezki, Fan, & Nguyen, 2020), uncertainty about the spread of the virus and the level of aggregate demand would hurt the region’s investment and consumption. Collapsing oil prices further depress demand in MENA, where oil and gas is the most important sector in many economies. Finally, potential financial market volatility could further disrupt aggregate demand.



In addition to the shock from COVID-19, the breakdown in negotiations between the Organization of the Petroleum Exporting Countries (OPEC) and its allies led to what will likely be a persistent collapse in oil prices. On March 5, 2020, OPEC proposed a 1.5 million barrel per day (mb/d) production cut for the second quarter of 2020 (Baldwin, & Mauro, 2020)., of which 1 mb/d would come from OPEC countries and 0.5 mb/d from non-OPEC but aligned producers, most prominently Russia. The following day, Russia rejected the proposal, prompting Saudi Arabia — the world’s largest oil exporter — to boost production to 12.3 mb/d, its full capacity. Saudi Arabia also announced unprecedented discounts of almost 20% in key markets. The result was an immediate drop of more than 30% in prices and continuing declines since (Barrett, 2017). The benchmark West Texas Intermediate (WTI) crude oil price reached a low of $22.39 per barrel in the intraday session on March 20, 2020 — less than half the price at the beginning of the month. The futures curve suggests that the market expects oil prices to recover slowly — not reaching $40 per barrel until the end of 2022.



By numbers, the researcher can show Iraqi exports from oil in (March 2020 and April 2020) in the following Table 2.
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The two shocks of COVID-19 and oil price collapse are intertwined, yet distinct. On one hand, the demand component of the oil shock is linked to the sharp reduction in oil consumption stemming from precautionary measures to stop the spread of the virus, including lockdowns, which have brought economies around the world to a standstill (Foreign Affairs, 2020). The estimated 10% reduction in oil consumption from 2019, or about 10 mb/d, is the result of reduced air and road travel, according to Rystad Energy, the Norwegian research company. While the depth and duration of the pandemic shock is uncertain, it is expected to be short-lived. Indeed, the severity of the shock has triggered unprecedented domestic measures in advanced and developing countries, and the imperative of global coordination to eradicate the virus will hopefully prevail. The international financial institutions are critical to the efforts of developing countries that have acute balance of payments or fiscal problems, and are now fighting COVID-19. These institutions, which can offer zero- to low-interest financing and long maturities, are best-equipped to help countries in MENA and other developing regions deal with the dual shock. The cost of inaction, both economic and social, would be large. The payoff for action is large. Previous experience in fighting smallpox suggested that the benefit-cost ratio for assisting its eradication of the disease exceeded 400-1 (Barrett, 2007. (

Once the spread of the virus is stopped, the preventive measures at the root of the economic recession will be rolled back. The speed of that recovery will depend on how swiftly and decisively governments take measures to mitigate the economic and financial dislocations from the health crisis. But the supply component of the oil shock is likely to be persistent and drive oil prices lower for longer. The two shocks differ in their duration but also their likely potential consequences and associated risks of inaction. When assessing the impact of oil prices on the global economy, economists typically distinguish between supply- and demand-driven oil shocks. Demand-driven shocks are related to the evolution of global demand and as such are not expected to have an independent effect on the global economy. But the supply-driven oil shocks would normally be expected to give an independent boost to the global economy. There are several reasons why they might not — in good part because the financial propagation effects of the collapse in oil prices have caused markets for equities, bonds, and non-oil commodities to tumble.



For MENA countries specifically, lower prices are generally good for oil-importing countries and bad for oil exporters. A simple way to get a sense of the size of the real income effect of an oil price change is to multiply the difference between production and consumption (net oil export) as a share of GDP by the percentage point change in the oil price. For instance, based on hypothetical assumption that oil prices will stay 48% below the 2019 level, Kuwait — where net oil exports account for 43% of GDP — would experience a decline in real income of about 20% of GDP, while importer Morocco would experience an increase in real income equivalent to 3% of GDP But in MENA it is likely that lower oil prices will hurt both importers and exporters — exporters directly and importers indirectly from reduced foreign direct investment, remittances, tourism, and grants from exporters.3 4 Some countries, such as those in the Gulf Cooperation Council, still have buffers and should use them (Cordova, 2020). Other oil-exporting countries, such as Algeria and Iran, are exhausting their buffers and will have to rely on flexible exchange rates to manage the current situation and conduct much needed reforms in private-sector development and broader economic transformation. Among net oil importers — such as Egypt, Jordan and Lebanon — a recession will worsen already high levels of public debt Policy response, While COVID-19 has caused a severe supply shock that is expected to increase unemployment and poverty, there is also a sizable feedback loop in terms of demand. Besides the loss of human lives, inaction also risks massive disruptions in supply and demand as well as illiquidity in the financial sector. In other words, the COVID-19 shock could lead to household and corporate bankruptcies, with lasting scars on the economy and society. The disruptions come at a time of discontent in MENA where the streets have been full of protests demanding better governance and an end to corruption.



The battle against the spread of the novel coronavirus and its economic and social consequences will be made more difficult by empty government coffers. Many MENA countries are facing large balance-of-payments and fiscal gaps. Many also carry high sovereign-risk premiums. For those countries, additional foreign borrowing on private markets will be difficult (Cordova, 2020). Moreover, countries with fixed exchange rates will find it difficult to use helicopter money because of the tension between money printing and maintenance of the peg. The region will need much international support to help it navigate an extremely rough patch.

 

CONCLUSIONS & RECOMMENDATIONS



The problem in Iraq is simple but not solvable: Iraq is running out of money with its oil revenues falling, after the oil price collapse caused by the disastrous economic impact of the Coruna virus. This country also derives 90 percent of its government revenue from the export of crude oil, but in April it gained only $ 1.4 billion while it needed $ 5 billion to cover salaries, pensions, and other government spending, the researcher draws attention to the fact deals with Iraq "cannot pay the 4.5 million people who work in the government for their salaries, as well as four million others who receive pensions."
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