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ABSTRACT
The Kurdistan Region of Iraq (K.R.I.) experienced economic prosperity 
following the years of the U.S. occupation in 2003. In 2005, the 
region attained its semiautonomous status, and up until 2014 
benefited from its constitutionally mandated share of the central 
budget and increased foreign investment, which came primarily 
from neighbouring countries. The 2014 economic downturn of the 
region started with the halt of transfers from the central budget, 
deepened with the drop of oil prices and ISIS’s occupation of Mosul, 
and continued with the September 2017 independence referendum. 
Due to the Kurdistan Regional Government’s (K.R.G.’s) reliance on 
Turkey’s oil pipeline for autonomous revenue, as well as on foreign 
companies to extract its oil and gas reserves, the region’s economic 
livelihood strongly depends on healthy diplomatic relations with 
neighbouring countries. These states, however, are directly opposed 
to the K.R.G.’s movement towards secession. After the independence 
vote, regional powers, along with Baghdad, adopted an aggressive 
rhetoric and implemented punitive measures towards the K.R.I., 
placing the economic interests of the K.R.I. at odds with its nationalistic 
aspirations. As the ramifications of the referendum continue to unfold, 
the Kurdish push for independence on a political basis subsequently 
threatens the K.R.I.’s economic prospects as well as the privileges that 
its citizens enjoyed with their semiautonomous region during the 
post-U.S. occupation period. Focusing on this period, this paradox 
is examined. The tension between independence and the economy 
is discussed, and avenues for synthesizing the multiple goals of the 
K.R.G. and its people are explored.

Introduction

The Kurdistan Region of Iraq (K.R.I.) has suffered at the hands of past Iraqi regimes, particularly 
during the times of Saddam Hussein. The 2003 U.S. invasion offered renewed hope for Kurdish 
autonomy and a subsequent independence. The Iraqi constitution adopted in 2005 provided 
the Kurds with an autonomous Kurdistan Regional Government (K.R.G.) with its own 
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parliament, president and Prime Minister (P.M.), and control of their territorial borders as 
well as representation in Baghdad. Despite these freedoms, nationalistic dreams of a fully 
independent state have not dissipated, and the Kurds have continued to take steps to move 
towards this goal despite vehement opposition from their neighbours for a variety of polit-
ical, economic and security reasons. For the landlocked K.R.I., this opposition creates a 
dilemma between the K.R.I.’s independence and its economy, with the economy widely 
dependent on funds coming from the Iraqi central government as well as on access and 
trade with its neighbours, as discussed later in this paper. Oil and gas sales from the K.R.I. 
are sold through Turkey, while commercial activities and consumables are gained through 
investment and trade with Iran, Turkey and federal Iraq. The opposition of these actors to 
Kurdish independence brings the nationalist movement into direct tension with the region’s 
economy, with the advancement of one coming at the expense of the other.

Tension between secession and the Kurdish economy underpins the widely unexamined 
paradox of the broader Kurdish independence movement in the K.R.I. in which the attain-
ment of independence is accompanied by the loss of freedoms for Kurdish citizens. This loss 
of freedoms occurs in several forms, namely in the loss of freedom of movement and trade 
and the loss of Iraqi central government budget transfers, which were an important revenue 
source during the pre-2014 period, as explained later in the paper. Within society, a paradox 
remains dormant until a group acts upon interests which are mutually exclusive with the 
interests of other groups, creating tension and retaliatory actions, eventually bringing the 
dormant paradox into reality. The 25 September 2017 Kurdish independence referendum 
was an example of this, with the K.R.G. pursuing the vote despite opposition from Turkey, 
Iran and Baghdad, with Baghdad then applying punitive measures that restrict economic 
and trade freedoms in response to the independence movement. These actions from the 
K.R.I.’s neighbours revealed the underlying paradox and inherent flaw of Kurdish independ-
ence as being a movement that is inseparable from economic and social collapse.

Paradox in the social world is resolved through dialectics, an approach which seeks to 
revise the underpinning assumptions which create mutually exclusive dilemmas.1 The paper 
starts by reviewing factors that have formed the underpinning assumptions of the Kurdish 
independence movement, reviewing Iraq’s post-invasion period (2003–2017). For the same 
period, the focus of the paper then reviews the economic climate in the K.R.I., forming an 
understanding of the parallel economic assumptions which underlie a mutually exclusive 
association with independence. As a topic rarely discussed, the examination draws economic 
data from K.R.G. publications as well as several World Bank Reports, constructing a social 
framework through the analysis of existing research done prior to the 25 September ref-
erendum that is cross-examined with the actions of neighbouring countries after the vote. 
The analysis points to the presence of an underlying paradox in the Kurdish independence 
movement in which the K.R.G. must either overcome its economic reliance on its neighbours 
or gain regional support for independence in order to overcome the paradox that currently 
ties independence to economic collapse.

1M.-G. seo and W.e.d. Creed, ‘institutional Contradictions, Praxis, and institutional Change: a dialectical Perspective’, The 
Academy of Management Review, 27(2) (2002), pp. 222–247.
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Dialectics: a method for the analysis of paradox

The following analysis is undertaken within a dialectical framework. Dialectical analysis is 
widely used to understand societal-level paradoxical scenarios.2 A paradox is a contradictory 
yet interrelated scenario which sustains over time,3 and dialectics examines cases of paradox 
that can lead to systemic catastrophe in a social system, such as the collapse of an economy 
or political institution.4 Paradox is underpinned by tension between social groups. Within 
our socially constructed world, various groups have differing and often oppositional interests, 
which in the current discussion are the K.R.I. being at odds with its neighbours concerning 
the issue of secession. With a social paradox, the dominant position is known as the thesis, 
whereas the oppositional position of the minor group is termed the antithesis.5 Both posi-
tions are mutually exclusive, as is demonstrated in the K.R.I. with a thesis of Iraqi unity having 
been adopted by Baghdad, Turkey and Iran, which is contrasted with the aspirations for 
independence adopted by Kurdish nationalists. When these interests are acted upon, as was 
the case in the 25 September referendum, the underlying tensions that were previously 
dormant become realized in the form of conflict and retaliatory action, resulting in the 
fundamental paradox of Kurdish independence being realized through a loss of freedoms 
enacted via punitive measures from opposing groups.

In order to resolve the tension between opposing groups, the assumptions underlying 
the tension must be revised, a process termed ‘synthesis’, which subsequently moves the 
interests of opposing groups out of mutually exclusive positions.6 For the K.R.I., the tension 
between independence and the economy is underlain by two assumptions: the reliance of 
the K.R.I. economy on its neighbours, including federal Iraq; and the oppositional positions 
of its neighbours to independence (Figure 1). If these assumptions are left unresolved, the 
paradox and fundamental flaw of Kurdish independence will remain.

The following analysis firstly examines the ‘underlying tension’ which precedes the par-
adox (Figure 1), considering Iraq’s post-invasion period of 2003–2017 and demonstrating 
the contradictory position of Kurdish independence and the economy. The discussion then 
examines the actions which followed the 25 September independence referendum, which 
brought to the fore the underlying paradox, and demonstrated the tension previously dis-
cussed. Taking a resolution-based view, the basic assumptions underpinning the paradox 
are then discussed, highlighting that the K.R.G. needs to either revise the structure of the 
economy or attain political support in order for the paradox to be resolved and for the link 
between independence and economic development to be achieved.

2V. omanović, ‘diversity and its Management as a dialectical Process: encountering sweden and the u.s.’, Scandinavian 
Journal of Management, 25(4) (2009), pp. 352–362; B. Mumby, ‘theorizing resistance in organization studies: a dialectical 
approach’, Management Communication Quarterly, 19(1) (2005), pp. 19–44; M. nandi and G. nayak, ERP Implementation 
in a Public Sector Organization: A Dialectic Perspective (Xavier institute of Management, Bangalore, 2008), pp. 90–104; 
Christian fuchs, ‘theoretical foundations of defining the Participatory, Co-operative, sustainable information society’, 
Information, Communication & Society, 13(1) (2010), pp. 23–47.

3W.K. smith and M.W. lewis, ‘toward a theory of Paradox: a dynamic equilibrium Model of organizing’, Academy of 
Management Review, 36(2) (2011), pp. 381–403.

4J.K. Benson, ‘organizations: a dialectical View’, Administrative Science Quarterly, 22(1) (1977), pp. 1–21.
5a. Carr, ‘Critical theory and the Management of Change in organizations’, Journal of Organizational Change Management, 

13(3) (2000), pp. 208–220.
6Benson, ‘organizations: a dialectical View’; d. springett, ‘Business Conceptions of sustainable development: a Perspective 

from Critical theory’, Business Strategy and the Environment, 12(2) (2003), pp. 71–86.



4   F. SUMER AND J. JOSEPH

Underlying tension

The paradox of the Kurdish independence movement is underlain by a tension between 
two factors: the unsupported nature of the independence movement itself, and the Kurdish 
economy. Concurrently, the political environment for independence grew since 2003, while 
the economy became increasingly reliant upon transfers from the central government,  
foreign investment, and trade with its neighbours. These factors, which underlie the paradox 
of the Kurdish independence movement, are discussed.

Brief historical background and the political process preceding the unsupported 
independence referendum

The roots of Kurdish nationalism reach back to the late-nineteenth-century Ottoman period 
and resurged during the twentieth century due to several periods of sustained conflict. As 
the Middle East moved towards its current nation-states following the collapse of the 
Ottoman Empire after World War I, the Kurdish-populated territories were divided among 
four countries—Turkey, Iraq, Syria and Iran. This was a direct consequence of British and 
French colonization of Iraq and Syria respectively as well as the establishment of the new 
borders of modern Turkey with the Treaty of Lausanne in 1923. Kurdish nationalism7 devel-
oped as a reaction to the growing nationalism of the Arab, Turkish and Iranian states. Current 
Kurdish nationalist groups emerged as a response to repression from the states which they 

Figure 1. the paradox of Kurdish independence.

7M.M. Gunter, ‘the Contemporary roots of Kurdish nationalism in iraq’, Kufa Review, 2(1) (Winter 2013), pp. 29–49.
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populated; however, these movements have remained divided, meaning that a singular 
Kurdish nationalist movement has failed to form.8

Different Kurdish groups have competed to gain the support of the Kurds and thus the 
leadership of Kurdish nationalism, which seeks autonomy and/or aspires for an independent 
Kurdish state. Each Kurdish group with somewhat different ideological orientations adopted 
different tactics. The K.R.I.’s negotiated semiautonomous status with Iraq’s central govern-
ment came first in the 1970s; however, the oppressive nature of the regime prevailed.9

The Kurds of Iraq had suffered with instances such as the Halabja chemical attack on 16 
March 1988, which killed an estimated 5000 Kurdish civilians and injured thousands more.10 
In the 1990s, owing to the no-fly zone imposed on the northern parts of Iraq by the U.N. 
Security Council, the Kurds gained de facto autonomy and were partially saved from Saddam’s 
regime. However, due to historic divisions among the Kurds of Iraq, a civil war followed which 
lasted from 1994–1997. The civil war was between the Kurdistan Democratic Party (K.D.P.) 
under Masoud Barzani’s leadership and the Patriotic Union of Kurdistan (P.U.K.) under the 
leadership of Jalal Talabani. An estimated 3000 Kurds lost their lives and thousands were 
injured and displaced during this period.11 Since then, the K.R.I. has been divided into K.D.P.-
controlled regions in the northwest of the region and P.U.K.-controlled areas in the southern 
provinces.

After the fall of Saddam’s regime in 2003, a new constitution was adopted in October 
2005 by which the K.R.I. gained constitutional autonomy as a federal entity of Iraq. During 
this period, the K.R.I. adopted a parliamentary democracy which has had varying success 
from its inception. Since the civil war in the mid-1990s, the K.D.P. and P.U.K. were able to 
maintain their positions as the two primary powers in Kurdistan’s political scene. The K.R.I. 
remained separated between two governorate regions along party-controlled lines, with 
its Peshmerga forces also divided according to party. The constitutional autonomy gained 
in 2005 widely enabled these two parties, which formed the K.R.G., to self-rule, which worked 
relatively well for several years. However, in 2013, one year prior to sizable ISIS incursions 
into Iraq, the Gorran (‘Change’) Party entered the parliament and dethroned the P.U.K. as the 
second largest political party in power. The Gorran party ruptured the existing political land-
scape, splitting the P.U.K.’s voting base, which was centred in the P.U.K.-held areas of Kurdistan.

Inter-party controversies over the Presidential issue12 accumulated following the 
announcement of the 25 September independence referendum, which was eventually sup-
ported by both parties—namely the K.D.P. and P.U.K. Yet the independence referendum 
came with opposition from the Gorran Party and other smaller parties in the region, including 
widespread condemnation from Iran, Turkey, Baghdad and the U.S.13 The only foreign 

8see M. rubin, Kurdistan Rising? Considerations for Kurds, Their Neighbors, and the Region (american enterprise institute, 
2016), pp. 5–27 and some other parts of the book for various divisions among Kurds, Washington, dC.

9Middle east research and information Project, inc. (MeriP), ‘iraq and Kurdish autonomy’, MERIP Reports, no. 27 (april 1974), 
pp. 26–27, http://www.jstor.org/stable/3011338 (accessed 23 october 2017).

10see ‘iraqi Kurds Mark 25 Years since halabja Gas attack’, BBC News, 16 March 2013, http://www.bbc.com/news/world-
middle-east-21814734 (accessed 23 october 2017).

11see i. rogg and h. rimscha, ‘the Kurds as Parties to and Victims of Conflicts in iraq’, International Review of the Red Cross, 
89(868) (2007), pp. 828–829.

12see M. saadoun, ‘KrG speaker: independent Kurdish state Complex issue’, Al Monitor, 15 January 2017, http://www.al-mon-
itor.com/pulse/originals/2017/01/kurdish-parliament-speaker-iraq.html (accessed 23 october 2017).

13e.g. see M. salim, K. deYoung and t. el-Ghobashy, ‘tillerson says Kurdish independence referendum is illegitimate’, 
Washington Post, 29 september 2017, https://www.washingtonpost.com/world/middle_east/iraq-bans-flights-to-kurdish-
region-as-rift-grows-over-independence-bid/2017/09/29/860e326e-a532-11e7-b573-8ec86cdfe1ed_story.html (accessed 
24 october 2017).

http://www.jstor.org/stable/3011338
http://www.bbc.com/news/world-middle-east-21814734
http://www.bbc.com/news/world-middle-east-21814734
http://www.al-monitor.com/pulse/originals/2017/01/kurdish-parliament-speaker-iraq.html
http://www.al-monitor.com/pulse/originals/2017/01/kurdish-parliament-speaker-iraq.html
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advocate for the move was Israel, which Iran and Turkey subsequently used to discredit the 
vote.14 The Kurdish population rallied behind the K.D.P.-backed referendum, with only a 
meagre opposition voice being heard among the strong ‘yes’ campaign. The K.R.G.’s Electoral 
Commission declared that 92.7 per cent of the 3.3 million voters (72 per cent turnout) said 
yes to ‘independence’,15 which also included a strong ‘yes’ vote from the disputed region of 
Kirkuk.

The independence referendum, conducted with nationalistic aspirations, added further 
complexity at a time of internal political crisis in Iraq and the K.R.I. What made the independ-
ence referendum particularly dangerous for the K.R.I. was the reliance of its economy on 
Baghdad and neighbouring countries which directly opposed the independence move.

The K.R.I.’s economic dependence during the 2003–2014 economic growth period 
and the subsequent recession that continued into the post-referendum period

Contrary to the current economic situation in the K.R.I., the region’s economy was growing 
and the future seemed to be bright prior to 2014. In 2013, the size of the K.R.I.’s economy 
was estimated to be around $26.5 billion, and grew about 8 per cent that year, which was a 
sizable jump from its 2004 G.D.P. (gross domestic product) of around $3 billion. The K.R.I.’s 
per capita G.D.P. increased from an estimated $800 in 2002 to around $7000 in 2013.16 The 
economy especially boomed from 2011 to 2014.

In order to better understand the K.R.I.’s economic dependence on Baghdad and on neigh-
bouring countries, we should look at the sources of the K.R.I.’s economic growth that preceded 
its recent recession, which started in 2014 and continued into the post-referendum period. 
This section discusses the sources of the aforementioned economic growth and then the 
subsequent recession. It demonstrates that the sustainability of such an economic growth 
and a recovery from the recession require good relations with the Iraqi central government 
and neighbouring states, namely Turkey and Iran.

Central government transfers
The K.R.G. was receiving its 17 per cent constitutionally mandated budget share from the 
central government during this period. Central government transfers, as mandated in the 
Iraqi constitution, were one of the primary sources of revenue for the K.R.G. prior to 2014. 
In 2012 and 2013, about 80 per cent of the K.R.G.’s budget was from the central transfers, 
with the other 20 per cent of revenues coming from its own oil exports, taxes and fees  
collected locally.17 The central government transfers and increasing oil and gas revenues 

14G. dalay, ‘iraqi Kurdish independence referendum: the road ahead’, Aljazeera Centre for Studies, 24 october 2017, http://
studies.aljazeera.net/en/reports/2017/10/iraqi-kurdish-independence-referendum-road-171024102636556.html (accessed 
24 october 2017).

15see ‘iraqi Kurds decisively Back independence in referendum’, BBC News, 27 september 2017, http://www.bbc.com/news/
world-middle-east-41419633 (accessed 30 september 2017).

16Kurdistan review 2016, special issue, investin Group in Partnership with Kurdistan regional Government, June, p. 21, http://
investingroup.org/publications/ (accessed 23 october 2017).

17World Bank Group, The Kurdistan Region of Iraq: Assessing the Economic and Social Impact of the Syrian Conflict and 
ISIS (Washington, d.C.: World Bank, 2015), pp. 5, 19, 20, http://documents.worldbank.org/curated/en/579451468305943474/
the-Kurdistan-region-of-iraq-assessing-the-economic-and-social-impact-of-the-syrian-conflict-and-isis (accessed 26 
september 2017).

http://studies.aljazeera.net/en/reports/2017/10/iraqi-kurdish-independence-referendum-road-171024102636556.html
http://studies.aljazeera.net/en/reports/2017/10/iraqi-kurdish-independence-referendum-road-171024102636556.html
http://investingroup.org/publications/
http://investingroup.org/publications/
http://documents.worldbank.org/curated/en/579451468305943474/The-Kurdistan-region-of-Iraq-assessing-the-economic-and-social-impact-of-the-Syrian-conflict-and-ISIS
http://documents.worldbank.org/curated/en/579451468305943474/The-Kurdistan-region-of-Iraq-assessing-the-economic-and-social-impact-of-the-Syrian-conflict-and-ISIS
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enabled the K.R.G. to invest in much-needed infrastructure, demonstrated in 2013 with the 
K.R.G. allocating 37.5 per cent of its budget for projects and reconstruction.18

Relative security and peace
The pre-2014 expanding economy was also propped up by the relative peace and stability 
of the region and its inclusive democratic political institutions. During this period, relative 
to Baghdad and the south of Iraq, the K.R.I. was more peaceful and its political environment 
seemed to be more stable. On the global peace index, the K.R.I. ranked 115th whereas Iraq 
ranked 160th, and on the security and political stability index, the K.R.I. ranked 83rd whereas 
Iraq ranked 177th in 2013. The K.R.I. offered a better political and economic environment 
than Iraq until 2014, even though the financing conditions and infrastructure were better 
in the rest of Iraq than in the K.R.I.19

Foreign direct investment in the oil and construction sectors
The K.R.I.’s stable and inclusive political and economic institutions, favourable security situ-
ation, expanding infrastructure investments, potentially rich natural resources, and growing 
economy attracted foreign direct investment (F.D.I.) from many international companies. 
The K.R.G.’s relatively good relations, not only with Baghdad, but also with neighbouring 
countries, supported this positive investment environment. As a result, during the pre-2014 
period, the region was able to attract sizable F.D.I., especially from international oil and gas 
companies, which underpinned stable growth.20 The share of foreign investments and joint 
ventures in the total regional investment from 2006–2014 was 23.2 per cent. Among the 
K.R.I.’s three provinces, Erbil was particularly successful in receiving these investments. Home 
countries of the companies that made investments in the K.R.I. included Turkey, Iran, the 
U.K., the U.S., Spain, Canada, the U.A.E., Lebanon and Egypt.21 For example, Turkish companies 
operating in Iraq, including the K.R.I., increased from 485 in 2009 to 1500 in 2013, and more 
than half of all foreign companies registered by the K.R.G. were Turkish.22 Turkish companies 
were especially strong in the construction sector. In addition, there were about 30,000 work-
ers from Turkey in the K.R.I. in 2012.23

In the meantime, the K.R.I.’s oil sector grew and became one of the main sources of its 
economic growth. The K.R.I.’s own oil production reached 250,000 barrels a day in 2013 and 
then increased to nearly 600,000 barrels a day in 2017, before the independence referendum. 
There were 47 international oil companies from 17 different countries operating in the K.R.I. 
before 2014, with committed investments of approximately $10 billion in the energy sector.24 
Much of the economic growth was due to exploration and development of oil and gas 
resources, but some non-oil sectors, such as construction, real estate, agriculture and tourism, 
were also on the rise. By 2013, all three provinces of the K.R.I.—Erbil, Sulaimani and Dohuk—
were seen as among the most prosperous provinces of Iraq. Exploration of new oil and gas 
fields in the region increased hopes for greater economic prosperity and the region was 

18ibid., p. 21.
19ibid., p. 24.
20see ibid., pp. 24–26 for more detailed information about the f.d.i.
21ibid.
22C.B. fidan, ‘turkish Business in the Kurdistan region of iraq’, Turkish Policy Quarterly, 12(1) (Winter 2016), pp. 117–126.
23ibid., p. 123.
24World Bank Group, The Kurdistan Region of Iraq, p. 19; a. dziadosz, ‘the economic Case against an independent Kurdistan’, 

The Atlantic, 26 september 2017, https://www.theatlantic.com/international/archive/2017/09/kurdistan-barzani-iraq-tur-
key-blockade-oil/541149/ (accessed 1 october 2017).

https://www.theatlantic.com/international/archive/2017/09/kurdistan-barzani-iraq-turkey-blockade-oil/541149/
https://www.theatlantic.com/international/archive/2017/09/kurdistan-barzani-iraq-turkey-blockade-oil/541149/
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commonly referred to as ‘the next Dubai’25 as skyscrapers and prosperity rose in Erbil. The 
top four investment-receiving sectors were housing, industry, tourism and trade.26

Local entrepreneurship
A major challenge for the economy has been the move away from a reliance on the leasing 
of natural resources towards the diversification of the local economy through entrepreneur-
ship, agriculture and manufacturing.27 In parallel to the growth of F.D.I., local businesses and 
entrepreneurship began to grow, which started the much-needed diversification of the local 
economy away from oil and gas.28 In the early 2000s, the private sector in the K.R.I. was small 
and underdeveloped. The number of K.R.I.-registered firms reached 7440 in 2008, 13,216 in 
2011 and 20,994 in July 2014. Out of 20,994 registered firms, only 2822 of them were foreign 
firms, the rest being local firms.29

Oil sales through the Turkish pipeline and the cutting of funds from Baghdad
In 2013, a new oil pipeline was built from the K.R.I. to Turkey that connected to the existing 
Kirkuk–Ceyhan pipeline built in the early 1970s. The pipeline brought autonomous revenue 
to the K.R.G., but increased its dependence on Turkey and created additional tension between 
Erbil and Baghdad. As the K.R.G. started to export its own oil and international oil and gas 
companies discovered new fields in the region, Baghdad claimed that all oil exports must 
be made through the central government’s Ministry of Oil, and that the K.R.G. would receive 
its 17 per cent budget share from the total revenues of Iraq.30 However, the K.R.G. claimed 
that it had a constitutional right to explore and export its own oil, and the dispute resulted 
in Baghdad stopping central transfers to the K.R.G. in 2014. The yearly amount received was 
Iraqi Dinar (IQD) 14.3 trillion (nearly $12 billion) in 2013, which constituted about 80 per cent 
of the K.R.G.’s revenues that year; this dropped to IQD 1.1 trillion (less than $1 billion) in the 
first half of 2014, and stopped thereafter.31

The foregoing discussion shows that the K.R.I.’s pre-2014 economic growth was owing to 
the central government transfers, F.D.I. and the growth of local entrepreneurship, which are 
sensitive to regional security and political stability. Preserving the favourable investment 
environment required the K.R.G.’s settlement of its disputes with Baghdad, and a continuation 
of good relations with its neighbours. In the absence of the funds from the central govern-
ment, and due to its landlocked status, the majority of the oil trade in Kurdistan ran through 
the Turkish pipeline, providing a key source of revenue for the K.R.G. from 2014 to 2017. 
However, as a revenue source, it fell short of the previous transfer amount. The K.R.G. 

25for example see n. Woolf, ‘is Kurdistan the next dubai?’, The Guardian, 5 May 2010, https://www.theguardian.com/com-
mentisfree/2010/may/05/kurdistan-next-dubai-iraq (accessed 23 october 2017).

26World Bank Group, The Kurdistan Region of Iraq, p. 26.
27Kurdistan regional Government 2003, Kurdistan Region of Iraq 2020: A Vision for the Future, Ministry of Planning, Kurdistan 

regional Government, http://www.ekrg.org/files/pdf/KrG_2020_last_english.pdf (accessed 19 september 2017); World 
Bank Group, The Kurdistan Region of Iraq: Reforming the Economy for Shared Prosperity and Protecting the Vulnerable 
(Washington, d.C.: World Bank, 2016), http://documents.worldbank.org/curated/en/672671468196766598/Main-report 
(accessed 24 september 2017).

28see World Bank Group, The Kurdistan Region of Iraq, p. 22.
29ibid.
30for example see ed Butler, ‘iraqi Kurdistan’s Battle with Baghdad over oil revenues’, BBC News, 10 april 2015, http://www.

bbc.com/news/business-32220764 (accessed 24 october 2017).
31Mark deWeaver, ‘Kurdistan’s Great recession: from Boom to Bust in the rentier’, iraq report, institute of regional and 

international studies (iris), american university of iraq, sulaimani (auis), 2016, p. 5, http://auis.edu.krd/iris/sites/default/
files/Kurdistan's%20Great%20recession_0.pdf (accessed 27 september 2017); World Bank Group, The Kurdistan Region 
of Iraq, p. 5.

https://www.theguardian.com/commentisfree/2010/may/05/kurdistan-next-dubai-iraq
https://www.theguardian.com/commentisfree/2010/may/05/kurdistan-next-dubai-iraq
http://www.ekrg.org/files/pdf/KRG_2020_last_english.pdf
http://documents.worldbank.org/curated/en/672671468196766598/Main-report
http://www.bbc.com/news/business-32220764
http://www.bbc.com/news/business-32220764
http://auis.edu.krd/iris/sites/default/files/Kurdistan's%20Great%20Recession_0.pdf
http://auis.edu.krd/iris/sites/default/files/Kurdistan's%20Great%20Recession_0.pdf
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borrowed to an extent to close the revenue gap, but the decline of government revenues 
and the subsequent developments to be discussed led to a recession that continues today.

Reliance on imported goods from Turkey and Iran
Due to the Kurdish economy’s heavy dependence on oil and gas revenue, local production 
has remained weak during the economic boom, and the K.R.I. has relied on imports of con-
sumer goods from Turkey and Iran for its day-to-day life. According to some estimates, the 
K.R.I. imports about 80–90 per cent of goods needed in the region from the outside world.32 
Turkey has been the K.R.I.’s main trading partner and Iran has been the second largest.33 In 
2013, Turkey’s exports to Iraq totalled nearly $12 billion, and about $8 billion, or 67 per cent, 
was to the K.R.I.34 The region not only depends on Turkey and Iran for most of its imports, 
but the imports coming from other parts of the world come through these countries or 
through Iraq, given the current security situation in Syria.

The recession from 2014 to the present: its causes and the K.R.I.’s dependence on 
others for recovery
In recent times, weaknesses within the K.R.I.’s economy were overlooked because of years 
of economic prosperity until 2014, when the K.R.I.’s multi-year economic growth started to 
decline sharply. The region’s current economic situation is dire due to developments that 
concurrently happened since early 2014. In addition to the disputes with Baghdad and the 
loss of central transfers, the drop in crude oil prices from around $100 per barrel at the end 
of 2013 to $50 at the end of 2014 significantly reduced both Iraq’s and the K.R.G.’s revenues.35 
This showed the economy’s heavy reliance on one commodity and made it vulnerable to 
price fluctuations. But the K.R.G.’s biggest revenue loss occurred when Baghdad stopped 
the budget transfers to the region in 2014, as discussed earlier. In response, the K.R.G. 
increased its oil sales through the Turkish pipeline, valued at $1.3 billion in 2014, and the 
K.R.G.’s oil ministry borrowed around $3 billion, sometimes by selling future oil. The K.R.G. 
accumulated substantial domestic debt, but also started to accumulate some external debt, 
which had been almost zero in 2013.36 These temporary sources of income, although not 
meeting pre-2013 revenue levels, prevented the K.R.G. from spiralling into a deeper eco-
nomic collapse, and showed its reliance on the central government transfers. However, moves 
by the K.R.G. to trade its own oil and gas independently were what had brought an end to 
the central government transfers, cutting off one of the primary sources of K.R.G. finances 
in 2014 and afterwards.

A parallel development was the 2014 ISIS occupation of territories adjacent to the K.R.I., 
including Mosul, the second largest city of Iraq, and the security challenges it created for 
the region. The K.R.G. had to increase its defence spending when its revenues were simul-
taneously declining. Moreover, the region received over a million internally displaced people 
(I.D.P.s) fleeing from ISIS-occupied territories, as well as refugees from Syria. I.D.P.s and Syrian 
refugees not only increased the region’s population, but also the demand for public services 
and thus the K.R.G.’s expenditures. The K.R.G. needed an additional $846 million (3.5 per cent 

32dziadosz, ‘the economic Case against an independent Kurdistan’.
33World Bank Group, The Kurdistan Region of Iraq, p. 29.
34fidan, ‘turkish Business in the Kurdistan region of iraq’, p. 123.
35deWeaver, ‘Kurdistan’s Great recession’, p. 5.
36World Bank Group, The Kurdistan Region of Iraq, p. 21.
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of G.D.P.) in 2015 to pay for health, education, social safety nets and food security for I.D.P.s 
and refugees. However, due to the aforementioned factors, the K.R.G. started to have sub-
stantial budget deficits, reaching 14–15 per cent of G.D.P. in 2014 alone.37 The U.N. and some 
non-governmental organizations (N.G.O.s) operating in the region helped with the I.D.P.s 
and refugees to an extent. The K.R.I.’s private sector was also affected by the ISIS crisis, since 
the region was cut off from the markets of occupied territories and south Iraq, and the control 
of its transit routes fell under the terrorist organization. The new security challenges increased 
the operating costs of K.R.I. firms while decreasing their profitability. F.D.I. inflows, interna-
tional business travels and the expatriate staff working in the region also declined due to 
security concerns. The fight against ISIS also fragmented the local, national and regional 
markets, which negatively affected the overall business environment.38 These security chal-
lenges required coordinated efforts by the K.R.G. and Iraqi government with the support of 
the U.S. and the allied forces against ISIS.

According to the World Bank’s estimates, the K.R.I.’s economic growth declined 5 per cent 
in 2014 alone, as a result of the aforementioned shocks and the declining public and private 
expenditures.39 Due to the overwhelming budgetary challenges, the K.R.G. had to cut its 
public expenditures sharply across all areas. The contraction of public spending was the 
main instigator of the K.R.I.’s economic decline, as the public sector was the largest contrib-
utor to the region’s economy.40 Public and private expenditures decreased almost 60 per 
cent, reducing aggregate demand substantially.41 The most visible sign of the budget crisis 
was the repeated delays in payment of government salaries.42 In 2013, the K.R.G. allocated 
36.6 per cent of its budget for state sector salaries, and 13.9 per cent for social benefits, 
pensions and subsidies.43 Starting from 2014, the K.R.G. could not pay government employee 
salaries44 for many months. Before the referendum, government employees were paid a 
portion of their salaries, but only intermittently. The K.R.G. used to spend about $2.4 billion 
for subsidizing electricity, the water supply and agriculture;45 now much of these subsidies 
is also cut off. Thus, since 2014, the economy has not recovered and has sunk into a deeper 
recession. As the public faced hardship, consumption spending also sharply decreased. 
Almost all businesses that deal with consumers were impacted, as their sales dropped. 
Reflecting the worsening economic conditions, the poverty rate rose from 3 per cent in 2013 
to 12 per cent in 2015,46 due to economic decline and the influx of I.D.P.s and Syrian 
refugees.

The K.R.G.’s budget constraints also led to a sharp decrease in government capital invest-
ment, for which 37.5 per cent of the total budget was allocated in 2013. The security and 
budget crisis of 2014 led to a postponement of payments for governmental contracts with 
a total value of IQD 14.5 trillion, or $12.5 billion. Out of this total commitment, only IQD 6.4 
trillion was disbursed until 2015 and therefore an additional expense of IQD 244.4 billion as 

37ibid., p. 6.
38ibid., pp. 2, 5, 42.
39ibid., pp. 5, 30.
40M. salim et al., Calculating the Gross Regional Product of the Kurdistan Region—Iraq (erbil: Kurdistan regional 

Government, rand Corporation, 2016).
41World Bank Group, The Kurdistan Region of Iraq, p. 30.
42deWeaver, ‘Kurdistan’s Great recession’, p. 7.
43World Bank Group, The Kurdistan Region of Iraq, p. 21.
44the K.r.G. has a bloated bureaucracy, with one of the highest rates of government employees per capita. it employs nearly 

70 per cent of the work force; deWeaver, ‘Kurdistan’s Great recession’, p. 7.
45World Bank Group, The Kurdistan Region of Iraq, pp. 21, 22.
46deWeaver, ‘Kurdistan’s Great recession’, p. 4.
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late payment compensation was brought into the 2015 budget.47 The region still needs a 
significant amount of infrastructure investment; however, only the most urgent needs, such 
as water and sanitation, are prioritized for public investment. The construction sector was 
especially affected by the government’s inability to pay for work, and some small companies 
were bankrupted.48

The economic decline also led to a quick decline of private-sector investments. The K.R.I. 
Board of Investment approvals fell from a peak of $12.4 billion in 2013 to only $793 million 
in 2014 (first nine months).49 About 40 per cent of the $12.4 billion of investment projects 
were foreign or joint venture investments in 2013, but only about 5 per cent of investments 
were foreign or joint ventures in 2014. Additionally, many of the investment approvals of 
2013 could not be carried out during the budget crisis period. Oil explorations in the K.R.I. 
experienced a standstill, due to uncertainty about future cash flows.50 In May 2014 the gen-
eral manager of the Central Bank of Iraq branch in Erbil reported that banking sector activity 
was down by 25 per cent because of the delay in the budget transfer from Baghdad to Erbil.51 
Several banks faced a shortage of cash and a lack of liquidity and could not meet the demand 
for basic withdrawal of deposits. Public trust in the banks eroded further and weakened the 
whole financial system in the region. Property markets were also negatively affected, as 
property prices and rents fell sharply in the region. Work on major projects slowed down 
and planned developments were postponed or cancelled.52

Before the referendum, the K.R.I. was comparable to a rentier state in some ways. Its 
economy was widely supported by incomes generated from oil and gas in the form of  
royalties and fees.53,54 As with rentier states, its revenues come mostly from the control of 
natural resources, and the price of oil drives Iraq’s and the K.R.I.’s business cycles. But unlike 
the rentier states of the Gulf, the K.R.G.’s oil revenues are far from covering its expenditures, 
especially after oil prices dropped nearly 50 per cent during 2014. In most rentier states, 
these royalties remove the need for taxation, with oil and gas monies used to maintain all 
public services.

The K.R.I. is a small economy and its government has only limited revenue. Moreover, it 
does not have the fiscal and monetary tools to deal with the recession. It cannot follow an 
expansionary fiscal policy, since the government does not have income taxes to lower or a 
surplus budget or the borrowing abilities to increase its spending. Neither can it hope to 
solve its budget problems by raising taxes due to the limited scope of its tax base, even 
though it levied additional indirect taxes, such as surcharges on pre-paid phone cards and 
increasing people’s electricity bills, as it cut the subsidies. Moreover, the K.R.G. does not have 
an independent monetary unit to follow an expansionary monetary policy either. During 
this period, the Iraqi central government borrowed from the International Monetary Fund 
(I.M.F.) and expanded its defence and public spending and thus has not experienced the 
recession as severely as the K.R.I. has.

47World Bank Group, The Kurdistan Region of Iraq, p. 31.
48ibid, pp. 5, 21.
49deWeaver, ‘Kurdistan’s Great recession’, p. 15.
50ibid., p. 8.
51World Bank Group, The Kurdistan Region of Iraq, p. 43.
52deWeaver, ‘Kurdistan’s Great recession’, p. 9.
53M.M. Grey, ‘a theory of “late rentierism” in the arab states of the Gulf’, Centre for International and Regional Studies 

(CIRS) Occasional Papers, Georgetown university (2011).
54d. Bajalan and B. Wahab, Escaping the Rentier Model: Reforms in Iraq and the KRI (Centre for development and natural 

resources, the institute of regional and international studies at american university of iraq, sulaimani, 2016).
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Nonetheless, by the beginning of 2017, the economic and political horizons were showing 
signs of change. The price of oil was stabilizing around $50 per barrel after getting as low as 
$27 per barrel in February 2016.55 An alliance of troops had massed in greater Iraq in prepa-
ration for the expulsion of ISIS, including Iraqi army troops, Iraqi Special Forces, Shiite militias 
and Peshmerga, all under the guidance of U.S. military advisors. Thus, the K.R.G. and Iraqi 
central government cooperated for defeating ISIS, which created some hope for a resolution 
of other disputes between them. By September 2017 their cooperation resulted in the retak-
ing of Mosul and much of the western territories of Iraq which ISIS once held. Indications 
were that the political climate and the economic outlook were changing; this was however 
until the highly controversial and much-anticipated independence vote was confirmed for 
25 September 2017.

Post-referendum: the realization of the paradox and suffering of the Kurdish 
economy

What followed the referendum was a realization of the paradox of Kurdish independence, 
which saw Iran, Turkey and Baghdad suffocate the economic freedoms of the K.R.I. in 
response to the region’s efforts to gain governmental independence. Iraq’s P.M. Haider 
al-Abadi, supported by the Iraqi parliament, asked the K.R.G. to hand over control of its 
border crossings, international airports, and the disputed areas, while issuing arrest warrants 
for the Electoral Commissioners who oversaw the referendum and key senior figures in the 
K.R.G. When the K.R.G. refused to do so, Baghdad closed the airspace and began a military 
initiative which saw the retaking of Kirkuk and major sections of western Iraq, which P.M. 
al-Abadi said was to restore the pre-2014 borders.56 Since the referendum, the Iraqi army 
has retaken the Kirkuk oil fields, in addition to 44 other smaller oil fields in west Iraq. Unlike 
2014, when Kurdistan could partially substitute the loss of central transfers with local oil 
exports, recent events have removed the K.R.G.’s ability to fill this gap, making economic 
collapse a plausible short-term possibility for the K.R.I. This can only be reversed if the K.R.G. 
and Iraqi central government reach an agreement to settle their disputes, and neighbouring 
countries normalize their relations with the K.R.G.

As a landlocked region, Kurdish citizens are reliant on Iraq, Baghdad, Syria and Turkey for 
their economic and trade activity and for their exit and entry to Kurdistan. The air border 
with Iran was closed prior to the referendum, and the land border crossings with Iran were 
closed for trade in mid-October 2017, with further threats of travel constraints being made. 
The air blockade with Turkey went into place shortly after, and the Turkish government has 
threatened the closure of the land borders following the referendum. Baghdad is the main 
land border to the south, with the Iraqi constitution also stating that Baghdad should main-
tain control over the airports and land borders in Kurdistan.57 This is a right which the central 
government has sought to re-establish following the independence vote. With the exception 
of travelling through the unsecured state of Syria, the independence move has restricted 
access to travel and trade for Kurdish citizens. After the central government’s retaking of 

55see ‘Crude oil Prices - 70 Year historical Chart’, Macrotrends, 24 october 2017, http://www.macrotrends.net/1369/crude-
oil-price-history-chart (accessed 24 october 2017).

56see K.h. sowell, ‘abadi Presents Calm face after Kurdish Collapse’, The National, 18 october 2017, uae edition, https://
www.thenational.ae/world/mena/abadi-presents-calm-face-after-kurdish-collapse-1.668445 (accessed 24 october 2017).

57Washington Post, ‘full text of iraqi Constitution’, 12 october 2005, http://www.washingtonpost.com/wp-dyn/content/
article/2005/10/12/ar2005101201450.html (accessed 28 september 2017).
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Kirkuk and nearby regions, the K.R.G. and Baghdad agreed on a ceasefire on 27 November, 
and now there are signs of lifting such restrictions gradually, if the referendum is 
cancelled.

For Turkey, border crossings with the K.R.I. are the entry point for its trade with Iraq, but 
since the referendum both Turkey and Baghdad have proposed the possibility of rerouting 
these shipments through Iran to punish the K.R.G.58 Turkey and Iraq may also open another 
border crossing (Ovakoy) near Iraq’s Syrian border to bypass the K.R.I. for their trade, accord-
ing to Turkish and Iraqi media coverage during late October 2017.

A natural gas pipeline from the K.R.I. to Turkey was also projected to be built in order to 
export the region’s natural gas directly to Europe. It was intended to be connected to Turkey’s 
existing pipelines, two of which are currently under construction, in order to carry natural 
gas from Azerbaijan and Russia to Europe. However, this progress is now under threat 
post-referendum, with Baghdad taking well over 50 per cent of the oil reserves in Kurdistan, 
and the Turkish government agreeing to deal exclusively with Baghdad in regards to oil 
trading.

Additionally, the increased instability within the K.R.I. surrounding the unsupported inde-
pendence move has generated uncertainty for foreign investors. The increased instability 
places the K.R.I. at risk of losing its reputation for being a stable business environment within 
an unstable region.59 As previously discussed, the foreign investment figures prior to ISIS 
and the referendum showed the potential that the region had to attract foreign investment,60 
which is now under threat.

If the K.R.G. continues to ignore the reactions of regional and global powers and pushes 
toward an unsupported independence move, it will not be able to establish a viable economy 
on account of the factors discussed. A political secession would come with a heavy economic 
price and would reduce the freedoms of both businesses and citizens living in the region. 
Within the current environment, the economy and secession drive are in tension with one 
another, meaning that the factors underlying this tension need to be addressed in order to 
find an amicable path through the current stalemate.

Learning the lessons of an unsupported independence move: revision of 
assumptions

There is no quick fix for the current dilemma between the Kurdish economy and Kurdish 
independence. However, this tension does have two underlying assumptions, these being 
the factors which sustain the paradox over time.61 The first tension is the reliance of the 
Kurdish economy on regional powers, and the second is the unilateral opposition of regional 
powers to Kurdish independence (Figure 1). Without a revision of one or both of these 
assumptions, the tension between the economy and independence will continue.

58e. solomon, ‘iraqi Kurdistan faces economic fallout from independence Vote’, Financial Times, 28 september 2017, https://
www.ft.com/content/0d592a0a-a388-11e7-9e4f-7f5e6a7c98a2 (accessed 30 september 2017).

59ibid.
60World Bank Group, The Kurdistan Region of Iraq, p. 24. according to the World Bank 2015 report, ‘these reported capital 

investments are projections at the time of licensing. Project progress is monitored by the Board of investment on a regular 
basis. however, no detailed data on actual investments are available’ (p. 25).

61Benson, ‘organizations: a dialectical View’; seo and Creed, ‘institutional Contradictions’.
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Assumption #1: the Kurdish economy relies on regional powers

The rentier structure of the Kurdish economy combined with its landlocked status has 
increased the K.R.G.’s reliance on regional powers. The economy has operated in a way that 
the oil revenues generated through trade with regional powers have been used to bolster 
an already bloated public sector, shifting the Kurdish workforce away from the entrepre-
neurial and productive sectors of the economy.62 Instead of generating local products 
through agriculture and manufacturing, the region has relied on imports for all local con-
sumables, creating an economic system completely reliant on the ability to trade with its 
neighbours.63 The landlocked status of the K.R.I. means that this barrier will remain difficult 
to overcome. The lack of development of local production has meant that the ability of the 
region to sustain itself, let alone generate alternative export markets outside of oil and gas, 
remains weak.

A multistage reform process is required for the K.R.I. to achieve economic diversification, 
as detailed by the World Bank in 2011. These reforms include but are not limited to the 
facilitation of free business, promotion of entrepreneurship, establishment of an effective 
technical and vocational training system, and an increase in access to finance for small- and 
medium-sized enterprises (S.M.E.s). These reform priorities have been acknowledged for 
several years in Kurdistan;64 however, to date, meaningful reform has not been achieved. 
Structural reforms of the economic institutions will, at a minimum, foster a more self-reliant 
state which could partially stand up to regional blockades if independence was sought 
without regional support.

Assumption #2: regional powers do not support independence

The inability to gain regional support for secession ensures that any independence move-
ment will have economic consequences. The possibility for Kurdistan to gain support from 
at least one of its regional neighbours would drastically change the economy–independence 
tension, providing access to a seaport which would maintain the oil and gas trade in the 
region. To date, all regional powers have opposed secession, each for varying reasons. Among 
Iran, Turkey, Syria and Baghdad there remains a real concern of Israel and the U.S. gaining a 
foothold in an independent Kurdistan. To date, Kurdistan’s open alliance with the U.S. and 
preference towards Israel have driven these concerns, creating an immediate threat particu-
larly to Iran.65 Iran, Turkey and Syria also hold concerns about what an independent K.R.I. 
would mean for the larger Kurdish populations in their countries,66 and to date the K.R.G. 
has not found a way to alleviate these concerns. Baghdad faces more immediate economic 
threats with the long-term possibility of losing one-third of its oil reserves if the secession 
occurs.67 Modern-day Iraqi politics is also heavily influenced by Iran, meaning that Baghdad 

62J. Joseph and hassanli, ‘Managing the Kurdistan employment reforms: Positing social transition through a dialectical 
framework’, UKH Perspectives, 1 (univesity of Kurdistan hewler, erbil, iraq, 2017).

63deWeaver, ‘Kurdistan’s Great recession’; World Bank Group, The Kurdistan Region of Iraq.
64Kurdistan regional Government, Kurdistan Region of Iraq 2020.
65J. Khosravi, J. Kallhori and l. hamehmorad, ‘the Presence of israel in iraqi Kurdistan and its security Challenges for iran’s 

national security’, Journal of Politics and Law, 9(7) (2016), p. 169.
66M.M. Gunter, ‘iraq, syria, isis and the Kurds: Geostrategic Concerns for the u.s and turkey’, Middle East Policy, 22(1) (2015), 

pp. 102–111.
67a. nader et al., Regional Implications for an Independent Kurdistan (santa Monica, Ca: rand Corporation, 2016), http://
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is expected to share many Iranian concerns.68 The ability of Kurdish leaders to find ways to 
resolve these concerns could provide an avenue to pursue independence without causing 
economic catastrophe and loss of freedoms for its citizens.

Independence and the economy: a long-term view for paradoxical resolution

With secession generating strong emotive and ethical debate, the potential cost to the K.R.G., 
businesses and individuals cannot be overlooked. Prior to the independence referendum 
on 25 September 2017, little was known about what the consequences could be if  
independence was pursued without regional support. However, post-referendum events 
have shown that the pursuit of secession without the support of Iraq, Turkey, Iran, and to a 
lesser extent Syria, has the potential to result in the total economic collapse of the K.R.I. 
Knowing this, potential strategies for alleviating the tension between the economy and 
independence can be discussed.

In order to overcome the tension between the economy and independence, the main 
barriers must be addressed: the reliance of the K.R.I. economy on regional states, and the 
lack of regional support for independence. An economically independent K.R.I. has the 
potential to withstand economic sanctions, although the prospects for such a state would 
be grim. Subsequently, renewed efforts are needed to make meaningful gains in the diver-
sification of the K.R.I.’s economy. As discussed in a 2011 World Bank report, the shift of eco-
nomic structures in the K.R.I. requires complex and prolonged reform, and is in no way a 
short-term solution.

Gaining international support from at least one of the regional neighbours would provide 
an avenue for avoiding economic catastrophe; however, to date the K.R.G. has been unable 
to find a way to gain such support. Although many Kurds detest the thought of needing 
international support for secession, the legal and geo-political implications of their aspira-
tions demand it. With each of the regional powers holding varying concerns around Kurdish 
independence, the onus lies at the feet of the K.R.G. to find ways to negotiate through these 
positions, either by direct negotiations or through proxies such as the U.S. or European 
Union. Without such support, the paradoxical proposition of Kurdish independence will be 
sustained, and the Kurdish independence movement will continue to be linked to economic 
catastrophe and the loss of freedoms for its citizens.
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