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Executive Summary

Iraq is currently regarded as one of the most important geopolitical and economic nodes in West
Asia. Its significance stems not only from its vast hydrocarbon endowment—including the world’s
fifth-largest proven crude oil reserves, accounting for approximately 8 percent of global reserves
and 17 percent of Middle Eastern reserves—but also from its strategic transit position, deep
integration into regional economic networks, and its role in shaping the balance of power among
regional and extra-regional actors. With a population of approximately 47 million, Iraq is the
second-largest oil producer within OPEC after Saudi Arabia. The Iraqi economy is heavily oil-
dependent, with around 90 percent of government revenues derived from hydrocarbons. In 2025,
crude oil exports are estimated at approximately 3.6 million barrels per day, largely routed through
the Strait of Hormuz. At the same time, the Iraqi economy faces significant structural constraints,
including a relatively low labor force participation rate of about 41.5 percent and very limited
female participation of around 11 percent, reflecting weak labor absorption capacity and broader
fragilities in human development. In terms of external trade, Iraq recorded approximately USD
98.2 billion in exports and USD 51.2 billion in imports in 2025. Within this context, Iraq has
become a key trading partner for Iran, accounting for more than 17 percent of Iran’s non-oil exports
in the first ten months of 1404 (2025-2026), making it Iran’s second-largest export destination.
From a geopolitical perspective, Iraq after 2003 has become one of the most important arenas for
the reconfiguration of regional competition. The collapse of the Ba’athist regime and the
transformation of the state structure turned Iraq from a centralized authoritarian system into a
fragmented and fragile multi-layered political order in which both domestic and external actors
simultaneously influence internal political dynamics. Between 2011 and 2020, following the
withdrawal of U.S. forces and the emergence of ISIS, Iraq’s security importance for Iran increased
significantly, leading to deeper bilateral security cooperation, while regional rivalry—particularly
between Iran and Saudi Arabia—became structurally embedded in Iraq. In the post-2020 period,
Iraq has pursued a more balanced foreign policy aimed at managing its relations with Iran, the
United States, Arab states, and Asian powers simultaneously. This balancing strategy has had a
direct impact on Iran’s economic position within the Iraqi market.

Iraq’s heavy dependence on export routes, particularly the Strait of Hormuz, represents one of its
most critical vulnerabilities. Any disruption in this corridor can directly affect Iraqi oil production
and exports. Recent crisis experience has shown that in times of instability, Iraq’s oil production
can decline from around 4.3 million barrels per day to below 1.3 million barrels per day,
highlighting the lack of sufficient resilience in its energy infrastructure. At the macro level,
International Monetary Fund estimates indicate that regional geopolitical tensions have
significantly weakened Iraq’s economic growth outlook, placing it among the most affected oil-
exporting economies in terms of downward revisions.

Despite these vulnerabilities, Iraq remains one of the most important economic opportunities for
regional actors, including Iran. The country’s structural dependence on imports of goods and
services, extensive reconstruction and infrastructure needs, strong potential for cooperation in the



YT O W f‘a%“
d’{,’ﬁ’!o”uluu‘fv‘u/,?(r :o‘:
U’/:(f /'/":’/U"Wd'/ ( ‘M 5 [}L'] Do A4

energy sector (particularly electricity and gas), and its transit position collectively create
significant strategic opportunities. On the other hand, the main challenges include the persistence
of U.S. financial and banking sanctions on Iran, intensifying competition from China, Turkey, and
Arab states in the Iraqi market, Iraq’s political and security fragility, Baghdad’s efforts to diversify
its trade partnerships, and structural imbalances in bilateral trade, where Iranian exports to Iraq
significantly exceed imports from Irag—an imbalance that may affect the long-term sustainability
of economic relations.

In conclusion, Iran—Iraq relations cannot be understood merely through a bilateral or commercial
lens. Rather, they are embedded in a complex geopolitical, security, and regional context in which
variables such as Iran—U.S. relations, regional competition, and Iraq’s multi-vector foreign policy
play decisive roles. Accordingly, the future trajectory of these relations will depend primarily on
the ability of both countries to manage geopolitical risks and transform mutual interdependence
into more institutionalized and sustainable forms of cooperation.

From a policy perspective, several key directions can be identified: first, shifting from purely trade-
based relations toward investment- and project-oriented cooperation in energy, infrastructure, and
transportation; second, strengthening the role of an organized private sector through collaborative
business networks and export consortia to enhance competitiveness in the Iraqi market; third,
developing stable financial and banking mechanisms to mitigate the impact of sanctions and
facilitate transactions; fourth, pursuing active economic diplomacy and institutional engagement
in Iraq’s development plans to safeguard and expand Iran’s role in major projects; and fifth,
advancing regional convergence to reduce destructive competition and enhance stability in the
shared geopolitical context.
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