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ABSTRACT: This research measured the relationship between the Iraqi trade and foreign direct investment flows into
Irag. The descriptive and the standard approaches were used to analyzie the financial data during the period (2004-
2020). The results showed that there is a two-way relationship between exports and the foreign direct investment,
depending on the method of least squares OLS. The study also found that the fourth independent variable (trade
balance) was the only variable in the model that was not significant and not statistically acceptable. The study
recommends the Iraqi government to legislate some investiment laws to active investiment in the country. It also
indicates the necessary to get benefit from the experiences of others in promoting investiments.
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1. INTRODUCTION

The process of attracting foreign direct investment to Iraq is one of the priorities of development plans, as demonstrated
by the structural reforms adopted by the Iragi government. Because of the advantages that the development plans
provide for Iraqg in the field of providing capital, in light of the low level of public revenues for Iraqg. Likely, it has been
noted that foreign direct investment flows have witnessed a remarkable development in recent years after the reforms
and the Iraq openness to economic and trade. Moreover, the agreements concluded between Iraq and the European
Union Countries for free trade have contributed to expanding the pace of development and raising the level of income
flows. Therefore, it becomes a reciprocal effect between foreign trade and foreign investment flows. In this research, the
researchers try to study the impact of trade policy in attracting foreign direct investment, with a review of the most
important legalized proposals in the field of investment and trade. Based on the foregoing, the research problem can be
formulated in a question as follow:

2. RESEARCH PROBLEM

The research problem is represented in the following question: To what extent does Iraqi trade affect the flows of
foreign direct investment into Iraq? The study has the following variables: foreign direct investment is a dependent
variable, and Iraqi trade is an independent variable.

3. RESEARCH SIGNIFICANCE

The importance of the research is the possibility of reaching the direction of the reciprocal relationship between foreign
direct investment flows into Irag and the value of Iragi foreign trade. Accordingly, it is possible to design a vision for
the decision-maker in Iraq.

4. RESEARCH HYPOTHESIS

There is a direct, statistically significant relationship between the value of Iraqi foreign trade, the source of foreign
direct investment flows (as a dependent variable), and the foreign direct investment inflows into Iraq (as an independent
variable).

The relationship between trade policy and foreign direct investment

Trade policy is defined as a set of measures and actions taken by the government with the aim of changing the structure
and pattern of its exports and imports in order to better allocate resources and increase economic growth [1]. On the
other hand, foreign direct investment is defined from an economic point of view as the productive employment of
capital by directing savings towards uses that lead to the production of goods or services that satisfy the economic needs
of society and increase its welfare [2]. Furthermore, it is also viewed as a long-term agreement between two investment
parties, one is national and the other is foreign. The foreign party may be a public or private sector; the foreign party’s
participation takes several forms, whether it is financing, expertise, joint work, technology or providing marketing
information [3].

Trade policies can stimulate foreign direct investment in multiple ways. The imposition of high tariffs may be sufficient
to induce foreign direct investment to serve the domestic market instead of exports, and thus disrupt trade protection
measures. Foreign direct investment, for example, agreements on free trade zones, customs unions and North American
Free Trade Agreement (NAFTA) [4].
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Exports are the new driving force for economic growth in the 21st century, primarily in the manufacturing and services
sector, because foreign investment is directed to the productive sector, in which the marginal return is higher compared
to other productive sectors. There is a clear and important role for international competition, especially for commodities
destined for export. With the flow of foreign investment towards the productive sectors, the product destined for export
becomes distinct in terms of competitive quality at the international level [5]. In fact, the difference in export tendencies
among foreign investment companies is due to the difference in the general policies of the host country, due to the
different laws and procedures used to protect the local product on the one hand, and the orientations and objectives of
the industrialization strategy and the export policy of the country from the other hand. Such a difference stems from the
structure of the national economy and its ability to adapt to developments on the other hand. Moreover, the investment
climate of the host country and what is available to prepare in light of economic, political, social and environmental
constraints stimulate and encourage investment.

Encouraging exports leads to benefiting from investment opportunities in the most productive economic sectors.
Similarly, this encouragement can lead to strengthening specialization and increasing productivity on the one hand, and
to opening new markets for national products on the other hand. It therefore leads to revitalizing local consumption,
because the higher consumer incomes, the more demand for foreign goods becomes which activating the producers and
trying to keep pace with foreign producers. Through the growth of the export sector, incentives for new, protected and
foreign investments appear, and opportunities are provided to expand the scope of existing industries [6]. It can be said
that whenever the trade policy is liberal and flexible, working to remove quantitative restrictions, and tending towards
low rates of customs tariffs, the trade policy is thus, stimulating the development of exports and encouraging investment
for export, and vice versa in the case of restricted trade policy (trade protection policy). Likely, foreign investments into
the capital formation of the host country compensate for the lack of savings, as well as contributes to addressing the
structural imbalance of the country's economy [7].

5. METHODS
With regard to the research methodology, it can be presented in the form of the following elements:

6. RESEARCH DESIGN

The researchers depended on both the descriptive and the standard approaches. The descriptive approach is used to
analyze the theoretical relationships between the research variables in the context of trade and investment theories.
Besides, the standard method is based on the method of least squares (OLS). Furthermore, the research used the
inductive method; it applied the most important source countries of foreign direct investment flows to Irag, and Iraqi
exports to these countries.

7. RESEARCH LIMITS

Topics are delimited to the applied analysis of the Iraqi visible exports whereas the time limits, represented in the period
(2004-2020).

Measuring the impact of trade policy on foreign direct investment (The applied study)

First, Description of the model: The standard model is represented by the following functional relationship:

So: Y =f (X1, X2, X3, X4)

Y: The dependent variable represents foreign direct investment (FDI) in Iraq for the period (2004 -2020)

X1: The first independent variable; it expresses the impact of the value of the total exports of Iraq on the foreign direct
investment. Therefore, the exports play a positive and effective role in FDI. Likely, the availability of a strong export
sector attracts more investment flows, as export revenues finance the national development plan which includes service
projects that support investment, as well as infrastructure projects which are an important pillar for encouraging and
attracting foreign direct investment.

X2 stands for the the second independent variable and refers to the impact of the value of the Iraqi total imports on the
(dependent variable) FDI. Imports have an important positive impact on economic activity in general and in investment
in particular. Similarly, the foreign direct investment has the same positive response due to the materials, equipment and
supplies, spare parts and technology that these imports bring for local and foreign investors.

X3 is the third independent variable. It represents the economic openness of Iraq that occurred after the change of the
political system in 2003. This openness has important and effective positive effects for both economic and investment
activity in the national economy as it is a catalyst for production, consumption, investment, growth and foreign trade
movements. Therefore, this openness leads to generating a dynamic movement in the national economy; it stimulates
investment activity to expand projects and attracts foreign direct investment due to the reduction of restrictions imposed
on trade in general and on foreign investors in particular.

X4 is the fourth independent variable; it explains the effect of the trade balance on the (dependent variable) FDI. The
deficit or surplus in this balance reflects a clear picture of the nature of the country’s economic activity; the level of
effectiveness aggregate demand affecting foreign direct investment, and then the impact of this variable varies (X4).
Depending on the state of deficit or surplus in the trade balance is a positive indicator that gives attractive indications
for foreign direct investment. However, the effect is negative on the variable adopted when the trade balance deficit
occurs.
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Second, Estimating the Standard Model: The standard model will be estimated in four formulas: the linear formula, the
logarithmic formula, the semi-logarithmic formula for (X) and the semi-logarithmic formula for (Y) depending on the
data on the model variables for the period (2004-2020). The researchers applied the method of ordinary least squares
(OLS), which its estimates are described as efficient and unbiased according to the BLUE property. They are the best
unbiased linear estimates according to the Eviews program due to its most important statistical and standard indicators
represented by the significance of the estimated parameters (T-test), the significance of the standard model (F-test), the
intrinsicity of the model (the coefficient of determination) R2 and the corrected coefficient of determination R). In
addition to the Variation Inflation Factor (VIF) test for the polylinear problem, the tests of standard problems
represented by the Durbin-Watson (D-W) test for the autocorrelation problem, and the T.R Spearman rank correlation
coefficient test for the heterogeneity problem were applied, as follows:

Third, The Standard Model Test: This stage is concerned with conducting economic, statistical and standard tests for the
models that have been estimated and which are presented in Table 1. The researchers inferred from these tests that the
second formula, which is the double logarithmic formula, has obtained the best economic, statistical and standard
indicators, and thus it is the formula to be used for the analysis stage according to the following tests:

1 - Economic tests: The second estimated formula (double logarithmic) as shown in Table 1 is the best formula from an
economic point of view. Since the signals and values of the independent variables parameters of trade policy are
consistent with the nature of the effects that these variables have on the value of the dependent variable (FDI). On the
contrary, the estimates of the other formulas were affected from the lack of mismatching with the theoretical side of the
study; they also violate the nature of the economic effects performed by the independent variables of trade policy in the
dependent variable that represents foreign direct investment.

2-Statistical tests: The double logarithmic formula has emerged in Table 1; it has the best statistical indicators. In terms
of the significance of the estimated parameters, the (t) test has shown that the parameters of the double logarithmic
formula were the most significant and statistically acceptable than the rest of the estimated formulas. Likely, the (F) test
related to the significance of the estimated model as a whole indicated that all the estimated models were significant and
statistically acceptable. With regard to testing the intrinsicity of the model depending on the value of the coefficient of
determination and the corrected coefficient of determination, the double logarithmic formula was the most important
too in terms of the value of this coefficient which amounted (R2 = 0.71, R2= 0.70) respectively. This indicates that
about (70%) of the changes that occur in foreign direct investment (the dependent variable) is caused by the trade policy
variables included in the model (the double logarithmic formula), whereas the remaining percentage (30%) is due to
other factors that were not included in the standard model. Therefore, their impact was considered among the effects of
the random variable of the model.

3-Standard tests: It is the test of standard problems represented by autocorrelation, multi-linearity and heterogeneity.
With the exception of the second model (the double logarithmic formula), which successfully passed all the standard
tests, the rest of the models suffered from some standard problems.

The first and fourth models were not heterogenious because the (t*) value of the Spearman rank correlation coefficient
test respectively amounted (2.784, 2.511). It rejected the homogeneity of variance hypothesis, and accepted the
alternative hypothesis at the level of significance (5%). It thus, confirms the heterogeneity of the error term variance.

Table 1. Measuring the impact of trade policy in Iraq on foreign direct investment
Determination

Regression Equations F Factor D-W | VIF | T.R spearman

Y = 7759 - 1.548 X, + 0.548 X, - 39.46 X; + 10.83 X, 8.564
L 1668 | R'=0474 |, oy | 1607 | t*=2784
tc= 1.247 -3.326 0.273 1.096 22845 P=0.000 | R“=0.462 2.152 | P=0.046

pP= 0.126  0.003  0.502 0.188  0.035 5.678

LnY =-21.83 +0.198LnX; + 0.018LnX, + 0.332 LnX; - 25.04 Ln X, 6.142
! 25.67 I?i =0.707 | 5 50p | 2054 | t*=0.607
I tc= -2515 4542 2987 5.428 -0.669 P=0000 | R°=0.696 |~ 3813 | P=0.29

P= 0.053  0.000 0.028 0.000 0.423 7.105

Y =11.84 + 0.528 LnX; + 2.546 LnX, - 7.493Ln X5 + 27.94Ln X, 10.08
; 11.83 Eei =0.231 0.462 9.545 | t*=0.983
tc= 0875 1.08 0.932 -1.139 0.872 P=0.000 | R°=0.217 6.379 | P=0.228

P= 0332 0263 0.278 0.164 0.661 15.62

LnY = -1.795 +48.81 X; +87.96 X, - 0.854 X5 + 6.412 X, 9.651
' 13.04 Fji =0575 | 4 4ao| 2267 | t*=2511
tc= -3659 0664 2439  -0124 1984 |P=0000) R°=0568 9.249 | P=0.036

P= 0025 0.257 0.045 0.572 0.091 11.54

Source: prepared by the researcher according to the (Eviews) program and by applying the data of the model presented
in Appendix, 1)

Fourth, Standard Model Analysis: Because the double logarithmic formula is the one that has the best indicators and has
passed all the tests successfully, the analysis phase will focus on this economically, statistically and standardized
acceptable formula. From the estimated formula of the model presented in Table 1. It is clear that the value of the y-
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section was significant at the level of (5%), statistically acceptable and with a minus value (-21.83). It indicates that in
the absence of the influence of independent variables of trade policy, the direction of the FDI will be negatively
opposite to the Iragi economy. This clearly shows the importance of trade policy in attracting foreign direct investment.
As for the first independent variable (X1), which represents exports, it had a positive effect on the dependent variable
(FDI) by (0.198). It shows that when the value of exports increases by one unit, this leads to a direct increase in foreign
direct investment by approximately (20%). This strongly matches with the role that the lIragi economy attaches to
exports, especially oil, which accounts for more than (95%) of the state's general budget revenues.

The same is the case with the second independent variable (X2), which expresses imports. The parameter's sign value of
X2 showed its positive impact on the dependent variable (FDI), but by a modest amount of (0.018). It indicates that
when the value of the Iragi imports increases by one unit, it leads to an increase in foreign direct investment by
approximately (2%).

Regarding the third independent variable (X3), which represents the level of openness of the Iragi economy; this
variable had an important impact on the development of the levels of foreign direct investment entering the Iraqgi
economy. Its value reached about (0.332). Therefore, when the restrictions imposed on foreign trade decline and the
level of economic openness of Iraq develops, they lead to a rise in the levels of foreign direct investment by
approximately one third (33%).

It is found that the fourth independent variable (X4) was the only variable in the model that was not significant and not
statistically acceptable. It is a clear indication that foreign direct investment in Iraq is not affected by the state of the
trade balance and is not concerned with it. Because the deficit or surplus in this balance reflects the state of foreign
trade Irag and does not reflect the level of investment activity.

8. CONCLUSIONS AND RECOMMENDATIONS

8.1 CONCLUSIONS

1- Foreign direct investment played a key role in developing the structure of foreign trade in Irag. This was reflected in
the balance of payments through the possibility of this foreign direct investment reaching the Iraqi market in terms of
raising the export capacity and conquering new global markets, and then creating a surplus or reducing deficit in the
trade balance. However, trade policy tools are still weak in attracting foreign direct investment.

2. When constructing the standard model, it was found that all exports, imports, and economic openness had weak
signifiant effects on the dependent variable (foreign direct investment) due to its success in statistical and standard tests.
However, the trade balance showed a lack of significant and non-acceptability from a statistical point of view.

9. RECOMMENDATIONS

The most important recommendations that can be extracted from the results of the research can be presented in the form
of the following points:

1. The necessity for the Iragi government to legislate some laws which support the investment law and activate
the investment law and its amendments, such as anti-dumping laws, protecting the national product and others, and
providing appropriate protection for the products of investment projects from competing with similar imported
products.

2. Adopting an effective policy to promote investment by a specialized party that issues legislation and
announcements, communicates with the world, holds seminars inside and outside lIraq to present investment
opportunities, and concludes bilateral and multilateral agreements for investment.

3. It is necessary to get benefit from the experiences of some countries in promoting investments, whether in
cooperation with international bodies that have a role in this field, such as the Multilateral Investment Guarantee
Agency of the World Bank, or the establishment of an office to promote and provide investment services. This requires
the need to create a comprehensive database on investment opportunities.

Appendic 1. The evolution of trade policy indicators in Iraq for the period 2004 - 2020 (million dollars/%) [8].
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