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Introduction: the KRI’s Institutions and Economic Development 

 

The KRI’s economic growth has suffered in recent years, with factors such as oil prices, 

military incursions and refugee migration commonly cited. However with the ISIS presence in 

Iraq declining, and oil prices stabilising, few studies have examined the explanatory role that 

political and economic institutions play in the current economic crisis. There have been growing 

Economic Development literatures that point at the importance of having inclusive institutions 

for sustained economic growth.  Inclusive economic institutions create a level playing field for 

entrepreneurship and businesses, provide secure property rights, and enforce contracts. Inclusive 

political institutions create a democratic society where various groups and interests are 

represented and their demands are expressed through political mechanisms; which articulates, 

reconciles and turns such demands into policies. They prevent any single group’s domination and 

exploitation of others, solidify the rule of law, and provide sufficient enforcement and security 

along with providing essential public goods and services.  

In positioning the need for inclusive institutions, we explore how various public sector 

inefficiencies can occur due to shortcomings in bureaucratic systems. Public Choice economics 

literatures show that well organized groups within an exclusive institutional system can engage 

in damaging behaviours that serve the interests of some; and detract from the public good. Thus, 
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society’s resources are not used effectively unless well designed institutional constraints are 

established, and incentives for damaging political behaviour are eliminated or reduced. 

Therefore, a country or region’s institutions, starting from the constitution, need to be designed 

in a way that will bring checks and balances, enhance the accountability of bureaucrats and 

politicians, and bring transparency to public revenues and expenditure.  

Thus, the chapter details the region’s need to improve its political and economic 

institutions in order to foster an environment conducive to sustained economic growth, while 

creating a secure and healthy economic environment by improving relations with its neighbours 

and the Iraq central government.  

The KRI’s Political and Economic Institutions: Compatibility for Economic Development 

 

The origin of the two central political parties that have shaped the political and economic 

institutions of the KRI, the Kurdistan Democratic Party (KDP) and Patriotic Union of Kurdistan 

(PUK), date back to the Cold War era. Mulla Mustafa Barzani, who is the father of Masoud 

Barzani (KDP leader and KRG President until recent times), negotiated an autonomy accord with 

a then young Saddam Hussein and the Ba’athists in 1970, following a low level insurgency from 

1961 to 1970. However, as the Iraqi regime turned authoritarian under Saddam, the autonomy 

accord was not honoured and some Kurds aligned with another leader, Jalal Talabani, former 

President of Iraq and PUK leader, who passed in 2017. Over time, Iraqi Peshmerga fighters 

aligned themselves with either of these parties3, and the division of Peshmerga forces has 
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continued until today. The KRI along with the rest of Iraq experienced the Saddam regime under 

the Ba’athist party and its ideology, which was a mixture of socialism and Arab nationalism. In 

1988, the Iraqi Kurds suffered from Saddam’s chemical attack on Halabja shortly after the area 

fell to Iranian forces during the Iran-Iraq war, which resulted in around 5000 dead and thousands 

injured4.  

Following Saddam’s occupation of Kuwait in 1990, Iraq’s military was pushed back from 

Kuwait by an international force under US leadership in 1991. The UN Security Council 

imposed a “no fly zone” within Iraq, above the 36th parallel north and below the 33rd parallel 

toward the south to protect both the Kurdish and Shia populations. The official Kurdistan 

Regional Government (KRG) was established in 1992 with de facto autonomy, signalling the 

beginning of institutional formation in the KRI under the guise of conflict between the KDP and 

PUK. In 1994, this conflict turned into a civil war with thousands of casualties5. The civil war 

ended in 1997, and despite establishing the Ministry of Peshmerga Affairs by the KRG’s 

Kurdistan National Assembly (later becoming the Iraqi Kurdistan Parliament), the KRI territory 

and Peshmerga remained split. The KDP controlled Erbil and Dohuk in the North and the PUK 

controlled Sulaimani in the South6. These two parties continued to dominate regional politics 

until the 2013 parliamentary elections, when the Gorran (‘Change’) Party became the second 

largest party after the KDP, splitting the PUK base.  
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 Following the US invasion of Iraq in 2003, the political and economic institutions of 

Saddam’s regime underwent radical change. Until a new constitution was devised, Iraq operated 

under the Transitional Administrative Law (TAL). The Kurdish leadership actively participated 

in drafting the TAL and a new constitution and decided to stay within a new federal Iraq7. 

Following the adoption of a new Iraqi constitution in 2005, Iraq’s political system turned into a 

parliamentary system, representing the whole population, and the KRI became an autonomous 

federal region. Since 2005, the Shia Arab parties with their parliamentary majority have been 

controlling the executive branch headed by a Prime Minister. The Presidency, representing the 

state’s unity with symbolic powers, has been Kurdish and the first President of new Iraq was 

Jalal Talabani. The positions of the Speaker of the Iraqi Parliament and the Vice Presidency have 

been allocated to the Sunni Arabs. The Kurds are represented in Iraqi institutions and also have 

their own regional government institutions.   

Since forming the Iraqi parliament, there have been issues related to the division of 

power between the central government and the KRG, as well as issues concerning oil production, 

sales, and revenue sharing8. Issues concerning the internal borders of Iraq; namely the disputed 

territories, have not been settled between the Iraqi central government and the KRG. Currently, 

control of the disputed territories is split between the Peshmerga and Iraqi army. Following the 

September 25 independence vote, the central government retook swathes of disputed territory 

from the Peshmerga, including the strategic city of Kirkuk with its sizable oil reserves.  Both Iraq 

and the KRG have issues related to the practice of democracy, effectiveness of economic 
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institutions, efficiency of the public sector, and corruption, which has not only created internal 

issues within the respective electorates, but has affected relations between both parties.   

Nonetheless, after the US invasion of Iraq and adoption of the new constitution in 2005, 

both Iraq and the KRI have become more politically and economically inclusive, despite the 

persistent issues previously mentioned. In the following, this chapter describes inclusive political 

and economic processes that are conducive to economic development, while also pointing at 

various institutional shortcomings in the KRI. It also evaluates how the region’s move towards 

independence could harm its economic development prospects within Iraq and the neighbouring 

context.  

Necessity of Inclusive Economic and Political Institutions for Sustained Economic Growth 

 

Various scholars have questioned why some countries and regions are economically more 

developed than others. Some explanation pointed to geographical factors, whereas others 

ascribed such differences to cultural factors. Yet, some others thought that decision makers 

understanding; or lack of, good economic policies that promote economic development were the 

root cause. More recent literature on this topic, as exemplified by Daron Acemoglu and James A. 

Robinson’s Why Nations Fail (2012)9, disagree with such explanations and posit that differences 

in the countries’ political and economic institutions are the root causes of growth and prosperity 

variations among them.  

From this perspective, the existence of inclusive economic and political institutions; or 

lack thereof, determine countries’ long term economic growth and development. Inclusive 
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political institutions allow broad based participation by the population and pluralism in terms of 

the representation of different interest groups. Inclusive institutions place constraints on 

politicians and governmental decision makers, adopt the rule of law, distribute political powers 

and mechanise checks and balances among those powers. In order to have a peaceful and secure 

territory, and to have sufficient power to enforce the rule of law, a degree of political 

centralization and a powerful enough government are needed within this framework10. 

Inclusive economic institutions, supported by inclusive political institutions, provide 

secure property rights and law and order for economic activities. They require state provided 

public goods and services, regulations for the functioning of free markets, enforcement of 

contracts, openness to free entry of new businesses, and equal opportunities for the great 

majority of citizens by enabling them to access education and public services. Inclusive political 

and economic institutions therefore support one another11.  

Thus, inclusive economic and political institutions create strong incentives for economic 

activities. They encourage investment with well-enforced property rights, enable the efficient 

allocation of resources through free market activities, attract broad based participation in 

political and economic activities, and encourage new ideas and technological innovation which 

fosters the perpetual cycle of creative destruction12. William. Easterly’s The Elusive Quest for 

Growth: Economists' Adventures and Misadventures in the Tropics (2001)13 also emphasizes the 

 

10 Acemoglu, “Why Nations Fail,” 73-95. 

11 Acemoglu, “Why Nations Fail,” 73-95. 

12Acemoglu, “Why Nations Fail,” 73-95. 

13 William Easterly, The Elusive Quest for Growth: Economists' Adventures and Misadventures in the Tropics, 

(Cambridge, Mass: MIT Press, 2002). 
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role of a political and economic institutional environment in providing all economic actors 

incentives for higher levels of production, technological innovation and adaption, which fosters 

long term economic growth.  Douglass C. North, John J. Wallis, Barry R. Weingast’s Violence 

and Social Orders: A Conceptual Framework for Interpreting Recorded Hun History (2009)14 

assesses how societies historically moved from “limited access orders” to “open access orders,” 

and tells that the societies which moved to “open access orders” achieved sustainable long term 

economic growth.  The characteristic of “open access orders” are similar to Acemoglu &. 

Robinson’s description of inclusive institutions and the characteristics of “limited access orders” 

are similar to those termed extractive institutions.  

Extractive political institutions are authoritarian, concentrating political power in the 

hands of a few without constraints, without checks and balances, and with little enforcement of 

the rule of law. Extractive economic institutions are characterized by insecure property rights, 

barriers to entry for new businesses, unequal opportunities and a non-level playing field, 

regulations that harm functioning markets, and a lack of law and order. North, Wallis, & 

Weingast’s “limited access orders” are like Acemoglu &. Robinson’s extractive institutions, 

characterized by political and economic privileges, social hierarchies, unequal enforcement of 

laws and insecure property rights. Under the extractive institutions, power holders have a strong 

incentive to protect the institutions themselves because they do not want to lose their privileged 

political positions and their income sources; often in the form of monopolises, which exist at the 
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Framework for Interpreting Recorded Human History, (New York: Cambridge University Press, 2009).  



 8 

expense of the masses.  They fear creative destruction and loss of their economic and political 

gains and therefore resist any move toward inclusive institutions15.  

Some economic growth is possible under such authoritarian and extractive political and 

economic institutions, but it will not be sustainable in the long run due to lack of incentives, 

technological innovations, and creative destruction. Extractive institutions could allocate 

resources by the state authority and political elite from low productive activities to highly 

productive activities, as the Soviet Union did until the 1970s. Such reallocation could lead to 

some economic growth. When the authoritarian political elite is relatively secure in their 

positions, they allow inclusive economic institutions under their control, as China has been 

doing, and such inclusive economic institutions will lead to economic growth. The development 

continuum dictates that extractive political institutions will subsequently turn into inclusive ones, 

since inclusive economic institutions create political forces that cannot be controlled; 

alternatively, inclusive economic institutions will revert back to extractive ones again. In the 

long run, extractive and inclusive institutions are incompatible16. 

 

The KRI’s Political and Economic Institutions within the Iraqi Context  

 

Based on the previous section, we examine the KRI’s political institutions in terms of the 

following:  

1. Democratic level, broad based participation, and existence of pluralism;  
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2. Separation of powers, checks and balances, and constraints on political decision 

makers;  

3. Implementation of the rule of law;  

4. The government’s ability to enforce the law and create a peaceful and secure 

environment. 

Additionally, we evaluate the region’s economic institutions based on the following:  

1. Secure property rights and enforcement of contracts;  

2. Provision of law and order for the functioning of free markets and economic activities; 

3. Provision of public goods and services such as basic infrastructure;  

4. Free entry of new businesses;  

5. Equal opportunities that enable access to education and other public services; 

The KRI’s Political Institutions  

Democratic level: Broad based participation and existence of pluralism 

 

The current Iraqi democratic system, established with the 2005 constitution, allows political 

pluralism between competing parties. Several parliamentary elections have been held and the 

executive leadership, i.e. President, Prime Minister and its Cabinet have changed according to 

the election results. Thus, the country has improved in terms of developing a democratic 

framework since 2003. Despite its democratic institutions, there are issues with the workings of 

the system. The Iraqi Shi’a parties emerged as the new political elite and dominated the political 

scene, since the majority population in Iraq is Shi’a.  PM Nouri al-Maliki’s period witnessed 

some authoritarianism and arrests of some Sunni politicians. Sometimes, the new political elites 
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are accused of practicing “….ethnic and sectarian clientelism, while genuine political parties 

based on an alignment of ideological and national interest are still at an initial stage”17.   

As discussed earlier, the political institutions of the KRI were founded in the 1990s and 

further developed in the 2000s. Competition and occasional cooperation of the two parties, the 

KDP and the PUK, impacted how the political institutions of the region have formed. After the 

adoption of Iraqi constitution in 2005, the PUK leader, Jalal Talabani, became the first President 

of Iraq, whereas the KDP leader, Masoud Barzani, was elected to be the President of the KRI. 

Masoud Barzani reined as the most powerful political figure in the region until he resigned 

following the September 25, 2017 independence vote.  During his tenure as President, the 

region’s political system mimicked a semi-presidential system. Nonetheless, the KDP and the 

PUK disputed over the powers of the KRG presidency, and in 2006, they signed a Kurdistan 

Regional Government Unification Agreement, according to which a position of Prime Minister 

was also created to be rotated between both parties. Since then the KRG operated in a relatively 

unified manner, and in 2009 a draft KRI constitution was concluded but is yet to be ratified. 

Until the independence vote last year, the KRG was functioning much like a sovereign state 

government. It is currently composed of around twenty specialized ministries and a Department 

of Foreign Relations, including the Prime Minister and Deputy Prime Minister’s offices18. A 

 

17 Ibrahim Al-Marashi. “What Future for Iraq?” In After Mosul Re-Inventing Iraq, ed. Andrea Plebani (Milano: 

Ledizioni Ledi Publishing, 2017), 21.  

18 “Ministries and Departments,” Kurdistan Regional Government, accessed February 11, 2018, 

http://cabinet.gov.krd/p/page.aspx?l=12&s=030000&r=315&p=228&h=1.  
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Department of Foreign Relations was created in 2006 but headed by an official at the ministerial 

rank, titled as the head of the department, as to not irritate the Iraqi federal government19.  

 The draft constitution of the KRI also adopted democratic principles and consists of a bill 

of rights and protects ethnic and minority rights; thus supports pluralism20. Even though the 

KRI’s political scene has been dominated by the KDP and the PUK, until the rise of the Gorran 

Party in the 2013 parliamentary election, the KRI constitution and laws allow plurality and 

dozens of political parties are registered with the KRG’s Home Ministry21.  

Although the legal framework for pluralism is strong in the KRI, the practice of 

democracy showed signs of weakness. President Masoud Barzani was first elected as the 

president in 2005 and then was re-elected in 2009. His term was extended for two years by the 

KRI Parliament with the support of both the KDP and the PUK in 2013, due to the rise of ISIS 

and deterioration of the security situation. However, in August 2015, when Barzani sought 

another two year extension, this time the parliament rejected the request due to opposition from 

competing parties’; namely, the Gorran Party who became the second strongest political party 

behind the KDP following the 2013 elections. This resulted in the closure of the parliament, 

since the Speaker of the Parliament (a Gorran Party member) was refused entry into Erbil on 

October 12, 2015 by the KDP. In the meantime, President Barzani continued as President until 

 

19 Danilovich, "Aiming at Secession," 52 

20 Crispin Smith and Shadarevian Vartan, “Wilting in the Kurdish Sun: The Hopes and Fears of Religious 

Minorities in Northern Iraq,” United States Commission on International Religious Freedom, May, 2017, 8. 

21 Hemn N. Jameel, "A Case Study of Political Corruption in Conflict-Affected Societies: The Kurdistan Region of 

Iraq 2003-13" (PhD diss., University of Leicester, 2017), 97. 



 12 

after the September 25 independence vote22.  The parliament was briefly reopened prior to the 

referendum to confirm the vote, with the region’s parliamentary and presidential elections having 

been postponed to the summer of 2018, with exact dates yet to be confirmed.  

 On the positive side, the KRI has witnessed the emergence of civil society which has seen 

an increasing presence of NGO’s, emergence of various opposition groups, with citizens 

experiencing relative freedom in expressing the issues and problems they have. The media also 

holds relative freedom, but some major media outlets are affiliated with different political parties 

which undermines the media’s independence23. The media’s ability to report on sensitive issues, 

such as corruption, is limited. Even though the constitution protects freedom of press and 

freedom of expression, people can be prosecuted under different pretexts24. Furthermore, 

minority rights are strong in the region. While the majority of citizens in the KRI are Kurdish, 

there is a diverse array of ethnic, linguistic, and religious minorities. Parliamentary seats are 

reserved for the minorities in the KRI’s 111 member parliament25, while in general society, 

explicit discrimination is not commonly seen towards these groups. 

 

 

 
22 “KRG speaker: Independent Kurdish State Complex Issue,” Al Monitor, 15 January, 2017, http://www.al-

monitor.com/pulse/originals/2017/01/kurdish-parliament-speaker-iraq.html. 

23 Tawfiq R. Hamad, "Elections and Democracy in The Kurdistan Region of Iraq." (Master Diss., KDI School of 

Public Policy and Management, 2011), 1-2. 

24 Coralie Pring, "Kurdistan Region of Iraq: Overview of Corruption and Anti-Corruption," U4 Anti-Corruption 

Centre and Transparency International, July, 2015, 7-8, http://www.u4.no/publications/kurdistan-region-

of-iraq-overview-of-corruption-and-anti-corruption.  

25 Smith, “Wilting in the Kurdish Sun,” 8-9. 
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Separation of powers, checks and balances, and constraints on political decision makers 

 

In Iraq, executive power and legislative powers are merged as in all other parliamentary systems.  

Iraq’s Federal Supreme Court, which is the equivalent of a constitutional court, is the highest 

court and brings constraints on executive and legislative branches. In terms of the division of 

power between the KRG and the Iraqi central government: The KRG has legal authority over the 

region (with the exception of several enumerated powers reserved for the Iraqi parliament), but 

the central government is authorized in matters related to international relations and national 

security. One issue with the Iraqi constitution is that the powers of the regions; which currently 

represents only the KRI, and regular governorates outside the KRI are not fully distinguished. 

The KRG judicial system has authority over people in the KRI and its Judicial Council is 

independent from the KRG’s executive and legislative bodies. The Shura Council, which was 

established in 2008, arbitrates disputes between government agencies26.   

In the KRI setting, the KDP either had the parliamentary majority or has been the leading 

party so far. The KRI’s draft constitution separates the powers of Parliament, Presidency, Prime 

Minister and the judicial branch, with the Presidency being limited to two years27.  However, 

Masoud Barzani’s move to stay in power in 2015 against the will of the parliament undermined 

 

26Pring, "Kurdistan Region of Iraq,” 5 – 7.  

   Smith, “Wilting in the Kurdish Sun,” 8-9. 

27 David L. Philips and Nancy E. Soderberg, “Task Force Report: State-building in Iraqi Kurdistan”, Institute for the 

Study of Human Rights, October, 2015, 11, 

http://www.humanrightscolumbia.org/sites/default/files/pdf/pbhr_state_building_kurdistan.      
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the integrity of this framework, with the legality of him staying in power after August 2015 

being widely questioned28.  

Implementation of the rule of law 

 

Iraqi governments have had limited success in safeguarding the rule of law, “Reliance on 

kin and clan, the patronage system, and subtle patron-client transactions (wasta) have resulted in 

inevitable corruption”29. Widespread public demonstrations demanded reforms across legislative, 

executive, and judicial branches30. Incumbent Prime Minister Al-‘Abadi and previous Iraqi 

governments promised reforms but there have not been substantial progress in correcting the 

aforementioned problems31.  

 In the KRI, the rule of law has been strong compared with the rest of Iraq. Nonetheless, 

there are some weaknesses also. Smith and Shadarevian32 argue that the access that citizens have 

to justice widely depends on factors such as location, connections, ethnicity and religion. Human 

Rights Watch regarded the Kurdish court system as “under political influence and used to stifle 

dissent”33. The Office of the United Nations High Commissioner for Refugees (UNHCR) 

observed that courts are not seen as responsive and the local populous find little use of the courts, 

 
28 Ofra Bengio 2017, “The “Other Iraq” after Mosul,” in After Mosul Re-Inventing Iraq, ed. Andrea Plebani 

(Milano: Ledizioni Ledi Publishing, 2017), 78.  

29 Al-Marashi, “What Future for Iraq?” 22. 

30 “The Kurdistan region of Iraq - Reforming the Economy for Shared Prosperity and Protecting the Vulnerable,” 

World Bank Group, 2016, xi, http://documents.worldbank.org/curated/en/672671468196766598/in-report. 

31  Al-Marashi, “What Future for Iraq?” 22. 

32 Smith, “Wilting in the Kurdish Sun,” 9. 

33 Smith, “Wilting in the Kurdish Sun,” 9. 

http://documents.worldbank.org/curated/en/672671468196766598/Main-report
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or police, despite having a number of sound laws that meet international standards. Access to 

legal justice based on the rule of law is widely dependent on ethnic and religious affiliations, 

tribe, connections, whereas it is difficult for an individual to stand up for themselves34.  

Moreover, the weak bureaucracy coupled with the overall security situation in Iraq and the KRI 

have negatively affected the implementation of the rule of law.  

The government’s ability to enforce the law and create a peaceful and secure environment 

 

In recent years, with the rise of ISIS in 2014, the challenge to Iraq’s and the KRI’s 

economic development came from the deteriorated security situation, which led to the departure 

of many foreign companies and contributed to the decline of overall private investment in the 

region. Now that ISIS is defeated, the Iraqi central and KRG governments need to solve issues 

related to reintegration and reconstruction of the territory that was under ISIS control between 

2014 and 2017, and settle the issue of internal borders along the disputed territories35. The KRI 

territory is still separated between two governorate regions and the Peshmerga forces are divided 

along party lines.  So far, the KRG’s efforts to bring its Peshmerga forces under the Ministry of 

Peshmerga Affairs have not been successful.  All of the Asayish in the KRI remain under the 

control of the KDP and PUK36.  Such division, and the Peshmerga’s loyalty to the parties, rather 

than to the elected governments still threaten the internal security of the region and make it 

harder for the government to enforce the rule of law.  Long-lasting recession in the KRI also led 

to multiple protests, sometimes involving violence, even though they have been quelled for now.  

 

 

34 Smith, “Wilting in the Kurdish Sun,” 9. 

35Al-Marashi, “What Future for Iraq?” 22. 

36 Hadad, “The Iraqi Kurdish Security Apparatus,” 3. 
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The KRI’s Economic Institutions  

 

We can also evaluate the region’s economic institutions for the existence; or lack thereof, 

key criteria that foster economic development.  

Secure property rights and the rule of law 

 

Even though both the KRI’s and Iraqi laws protect property rights, legal infrastructure 

has been insufficient to support serious private investments. Moreover, legal protection of 

intellectual property is weak. Strengthening them will encourage creativity and 

entrepreneurship37. Protection of property rights and the enforcement of contracts require 

powerful enough state institutions that can provide security and the rule of law. Therefore, the 

weaknesses related to overall security and the implementation of the rule of law indicated in the 

previous sections affect Iraqi and Kurdish governments’ ability to ensure the security of property 

rights. Also the KRG needs to build more capacity to record properties, especially land. 

Sometimes, different people have claims over the same land. Therefore, proper land titling and 

government recorded sale processes are essential38. 

Provision of law and order for the functioning of free markets and for economic activities  

 

In the KRI, one problem with economic governance lies at the diffusion of 

responsibilities under different ministries; namely, the Ministry of Finance and the Economy, the 

Ministry of Planning, and the Ministry of Natural Resources. Also, a lack of a consolidated 

 

37 Aaron Bartnick, “Obstacles and Opportunities for Entrepreneurship in Iraq and the Kurdistan Region”, American 

University of Iraq, Sulaimani, 2017, 4-7.  

38    
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balance sheet for the KRG reduces it is ability to make affective economic policy planning.  

Differences in budgetary practices across the governorates of the KRI negatively affect the 

management of public finances39. Moreover, it is difficult to get complete and accurate data in 

the KRI, mainly due to weaknesses in the KRI’s statistics office.  Comprehensive and reliable 

statistics are essential for identifying problems and issues, tracking progresses, evaluating policy 

performance, and planning for the future40.  

In parts of Iraq where the government authority is weakened, different militia groups fill 

the vacuum, which led to increase of decentralized corruption, which is worse than centralized 

corruption in harming economic development. DeWeaver’s (2017)41 study is a good example of 

demonstrating the harms of decentralized corruption on concrete block manufacturers in Tuz 

Khurtu, a town at the internal border of the KRI and Iraq, where the governments’ authority has 

been weak, and therefore different militia groups filled the vacuum and each “taxed” these 

manufacturers to the detriment of the manufacturers42. 

Provision of public goods and services such as basic infrastructure 

 

Both Iraq and the KRI are oil dependent. 90% of Iraqi central government’s revenues 

come from oil, therefore, when the oil price declined dramatically (around 50%) in 2014, the 

country started to have double digit budget deficits. Such budget deficits affected Iraq’s 

 
39 Philips, “Task Force Report,” 9, 11. 

40 Shmuel Abramzon, Nicholas Burger, Peter Glick, Krishna B. Kumar, and Cheryl K. Montemayor, “Calculating 

the Gross Regional Product of the Kurdistan Region-Iraq,” Rand Corporation, 2016, xi, 

http://www.rand.org/pubs/research_reports/RR1405.html.  

41 Mark DeWeaver, “Decentralized Rent Seeking in Iraq’s Post-ISIS Economy: A Warning from the Concrete Block     

Industry”. American University of Iraq, Sulaimani, 2017. 

42 DeWeaver, “Decentralized Rent Seeking,” 4.  

http://www.rand.org/pubs/research_reports/RR1405.html
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investment spending, and detracted from its ability to provide public goods, which subsequently 

led to international borrowing43.  During the pre-2014 period, much of the KRG’s public 

expenditure was also financed by revenue transfers from Baghdad, which again comes from oil 

revenues, to which the KRG is constitutionally allowed a 17% share of the central budget. By 

2013, the KRG’s budget share reached to US$12 billion, which funded its budget for government 

employee salaries, capital expenditures and other investments in health and education. These 

funds were the most important source of the region’s real GDP growth which increased 8% in 

201344.  

The KRI has an estimated 45 billion barrels oil reserves and 100-200 trillion cubic feet of 

natural gas reserves. Oil and gas companies have been investing in the region since the 1990s.  

Since the fall of Saddam the region received $15 billion worth of investment in this sector. 

However, the right of the KRG to buy and sell oil has been a major source of dispute with the 

Iraqi central government, which wants all oil exports to be done through Iraq’s national oil 

company, the State Organization for Marketing of Oil (SOMO)45. This dispute influenced the 

decision of the central government to stop sending the region’s 17% budget share in 2014, 

however by this time, the KRG was already engaging in its own oil development activities. Thus, 

the KRG’s receipt from Baghdad declined from US$12 billion in 2013 to about US$1 billion in 

2014. Similarly, there were no fiscal transfers in 201546.  

 
43 “Report of the Task Force on the Future of Iraq: Achieving Long-Term Stability to Ensure the Defeat of ISIS,” 

Atlantic Council Rafik Hariri Center for the Middle East, May, 2017, 10. 

44 World Bank Group, “The Kurdistan Region of Iraq-2016,” 2.  

45 Pring, "Kurdistan Region of Iraq,” 4. 

46 World Bank Group, “The Kurdistan Region of Iraq-2016,” 2. 
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Thus, the KRI has been dependent on oil revenue either indirectly through the central 

transfers or directly through extraction and sale of its own oil and gas. Iraq’s (and oil rich 

regional countries’) non-oil revenues has been very low, and this is the same in the KRI47. For 

example, in 2015, the KRG’s revenue from taxes was only 4.7 percent of its total revenue48. 

However, the KRIs own oil and gas production at their current levels do not provide sufficient 

revenues to the KRG to accommodate for the loss of central government transfers, as the post-

2014 period continues to demonstrate. In addition, the sharp decline of oil prices further reduced 

the KRG’s own oil revenues after 201449. Such revenue decline not only substantially reduced 

public expenditure and services of the KRG, but also the region’s economy went into a deep 

recession.   

The security situation in Iraq also hampered the KRG’s ability to generate revenue and 

provide public services. In 2014, ISIS captured Mosul and became a serious threat to the KRI, 

until the group was defeated with the cooperation of the Iraqi military and the Peshmerga in 

2017. Moreover, the region received 1.8 million internally displaced people (IDPs) and Syrian 

refugees50. They brought additional public expenditure demands for the KRG, even though the 

UN and some NGOs provide support for the refugee camps in the region. To accommodate, the 
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KRG cut its public expenditures, restricted salaries, and attempted financial leverage through 

borrowing and use of its own oil and gas contracts51.  

Cuts in public spending have had a severe effect on the KRI, as the public sector has 

dominated the KRI’s economy, “The KRG public spending to GDP ratio is over 50 percent, 

compared to 61 percent for the whole Iraq. The KRG is the main employer with a share of more 

than 50 percent in total employment” 52. Therefore, public expenditure has been the primary 

driver of economic growth and the decline of it led to the decline of economic growth53. 

Adjusting the government expenditure of the KRG was not easy after 2014, due to large wage, 

social security, and defence spending demands 54. Such cuts discouraged foreign and domestic 

private investment and led to a sharp decline of its economy. Licensed investment projects 

decreased from $12.4 billion in 2013 to $4.4 billion in 2014 55. In total, public and private 

expenditures decreased about 60%, causing the economy’s aggregate demand to decrease 

sharply56.  One of the significant signs of the budget crisis was the repeated delays in payment of 

government salaries57.  The KRG’s budget constraints also led to a sharp decrease in capital 
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investment, for which 37.5% of the total budget was allocated in 201358. These measures 

increased poverty, and reduced consumption expenditure 59.   

Free entry of new businesses  
 

Generally speaking, the KRI welcomes new businesses, entrepreneurship, and foreign 

direct investment. The KRI had a better business environment than the rest of Iraq before 2014, 

and the KRI’s economy was growing fast. The region had a better security environment; its 

investment laws were thought to be superior to those in the rest of Iraq, infrastructure 

investments were growing, with roads and electricity generally considered better in the KRI60. 

The 2006 Kurdistan Investment Law was intended for encouraging investments and economic 

diversification and lowering financial barriers to entry for businesses 61, which up until 2014, was 

delivering on its objectives.  

Nonetheless, the business environment in the KRI could be further improved. Overall, the 

KRI offers a mostly favorable environment for foreign investors but a difficult environment for 

local small and medium enterprises (SMEs). The local environment for new SMEs appears to be 

challenging. Local capital formation is extremely important for long-term economic growth62, 

and a weak banking sector in the KRI 63 limits SME access to startup capital. The procedure of 

registering a new business and business incorporation process are costly and burdensome. The 
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government’s regulatory policies are not sufficient to support new business models, such as e-

commerce. Intellectual property rights are not properly protected, which discourages creativity 

and collaboration as discussed earlier 64.  

Even though an inclusive and efficient financial sector is critical for the development of 

the private sector, the KRG’s (and Iraq’s) financial institutions are not well developed and much 

of the economic activity depends on the cash economy. The KRI’s financial sector is dominated 

by a small number of state banks. Trust in the banking sector has been weakened due to frequent 

financial disruptions and instability in the region. The recent recession reduced the banks’ ability 

to attract further deposits. Low access to finance significantly affects small and medium-sized 

enterprises 65, subsequently depleting economic activity in the local economy. 

In addition to the factors mentioned above, some other business related issues can be 

considered: difficulty in acquiring land for a business, lengthy importing and exporting 

procedures, difficulty in attaining business related information, and the lack of international 

arbitration in investment disputes66.  Moreover, the issues of corruption play a role in the local 

economy; from civilians being charged arbitrary fees by state bureaucracy67, to clientelism in the 

allocation of public sector spending, all of which detract from the effective workings of the local 

economy.     
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Equal opportunities that enable access to education and other public services 

 

One in five Iraqis live below the poverty line. Widespread poverty reduces the legitimacy 

of the state and drives some toward extremist ideologies68. Both Iraq and the KRI consists of 

ethnically and religiously diverse populations, and underdevelopment of some regions and 

groups causes grievances and tensions 69.  

Despite high poverty rates, in the KRI access to primary, secondary and tertiary 

education is open and (generally) free for all citizens. Although the fiscal sustainability of this 

system has come into doubt during the financial crisis, citizens widely have access to basic 

education. Broader access to public services, and the performance of those services is variable. 

Although water and power are provided to the main cities, their quality and consistency are poor. 

Businesses in the region often struggle with ongoing power cuts, with SMEs who cannot afford 

generators suffering the most.  

Considering Contextual Factors for Economic Development: the Economic Wildcard of 

Unplanned Independence Maneuvers by the KRI 

 

Recent history has shown that economic stability in the KRI is widely dependent on the 

collaboration of neighbouring countries. The KRI has been a federal unit of Iraq since the 

adoption of Iraqi constitution in 2005. The region’s economic development prospects do not only 

depend on its institutions but also its economic and political relations with the rest of Iraq and its 

neighbours. One important issue that affects the KRI’s relations with Iraqi’s central government, 

Turkey, and Iran is its move toward independence, as evidenced by the September 25, 2017 

referendum. The KRG has been following “paradiplomacy” to gain international support for its 
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intended secession, and the Peshmerga’s fight against ISIS after 2014 gained more sympathy for 

that cause70. However, the movement towards further independence is strongly opposed not only 

by Baghdad but also, Turkey and Iran. This was demonstrated by the punitive measures deployed 

following the independence vote; such as, the closure of the Iranian border, closure of Kurdish 

airports by the central government, stoppages in trade with Iran, and the subsequent retaking of 

major oil and gas reserves in Kirkuk and other disputed territories by the central government. 

Such actions have plunged the region into further financial crisis, and demonstrate that 

unsupported succession manoeuvres can threaten full economic catastrophe in the KRI 71.  

 

The Intersection of the KRI’s Political and Economic Institutions 

 

Analysing the KRI’s political and economic institutions demonstrate that the essential 

building blocks of inclusivity and economic growth are present. However, the issues discussed 

hold much deeper challenges, as the interaction between both political and economic institutions 

not only enhances and exacerbates such challenges, but has broader downstream effects on the 

free market environment. This has been seen within the KRI, with the KRG long stating the 

importance of fostering a developed and diversified private sector72, however due to institutional 

issues left unresolved, the private sector remains weak 73. 
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Even though having a democracy and free market based on the rule of law and secure 

property rights are essential for a long term sustainable economy, Public Choice Economics 

literatures point at the pathologies of democracies and how governments could fail to cure the 

issues of free market capitalism. The free market fails to produce public goods, deal with 

externalities, prevent the emergence of monopolies, and solve the problems associate with 

asymmetric information. Some see government as a corrective device for free markets, but 

governments also have the capacity to be wasteful and inefficient in solving market failures and 

producing public goods 74.  

Within inclusive democratic political systems the citizen voters, politicians, and 

bureaucrats are the three key players and the political process involves a complex set of 

interrelationships among them. Governmental decisions and policies are the outcome of the 

interactions among the key actors through a particular political system. There is no guarantee 

that such outcomes efficiently contribute to a country’s long term economic growth75.  

Some of the citizen voters can organize into interest groups and use votes, lobbying, and 

campaign donations to demand public goods and policies that are in line with their personal or 

group objectives. There are multiple interest groups with conflicting demands in every society. 

Political institutions of the country aggregate, reconcile, and turn some of those demands or 

compromised versions of them into policies 76.  Thus, democratic political processes can be used 

by some small concentrated interest groups to promote their special interest at the expense of the 
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larger public. The easier it is to transfer income through the political process, combined with the 

availability of policies that provide substantial gains to concentrated and well organized interest 

groups, the more there will be “rent seeking” by special interests to enhance personal incomes. 

When government fails to link its expenditures with taxes and the more it engages in transfer 

activities, the more it attracts rent seeking activities that take away society’s resources from more 

productive activities77. Organizing and lobbying politicians is a wasteful use of society’s 

resources, since such activities do not produce something additional for the society, but transfer 

income from one group to the other. As a result, groups whose income declines because of rent 

seeking lose their incentives for higher levels of economic activity. If the rule of law is 

effectively used, then property rights are secure and cannot be taken away from some to benefit 

the others, subsequently reducing the effect of rent seeking activities78.  

In this political process, the politician’s motive is to win elections and stay in power, any 

other objectives they have can be achieved after winning the elections. Therefore, they may do 

things that would enhance their chance of winning elections and personal interests, but not 

necessarily promote long term economic growth 79. If positively responding to rent-seekers’ 

demands enhances the chances of politicians, they are likely to give in to their demands to 

promote their political interests. Politicians may also use their political and budgetary powers to 

“extract rents” from private companies or governmental contracts.    

Bureaucrats are public servants who are supposed to use government allocated budgets to 

produce public goods and services. They are the implementers of political decisions and policies, 
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thus, the day-to-day producers of public goods. However, bureaucrats seek larger budgets than 

the efficient production of public goods would require. The larger the budget allocated for the 

bureaucrats, the better are the opportunities for them to enhance their personal objectives such as 

power, prestige, higher salaries, and other benefits. However, this leads to a wasteful use of 

public resources80. 

We can look at the KRG institutions from these angles; namely: rent-seeking by interest 

groups and use of public resources for private gains; political decisions and policies used to win 

elections or stay in power (such as rent extraction); and, the wasteful and inefficient provision of 

public goods by the public sector. The following paragraphs discuss the KRI institutions from 

these perspectives, pointing to several systemic weaknesses in the public sector.  

Rent-seeking by interest groups and use of public resources for private gains 
 
 

In both Iraq and the KRI, public sectors are large and attract “rent-seeking” activities. In 

Iraq, politically well-connected businesses get government procurement contracts, which are 

controlled by governing political parties, and are then subcontracted to other companies at 

discounted rates81. Thus, getting such contracts is very attractive for business, and business 

owners divert time and effort into developing connections with powerful politicians and political 

parties. Participants earn money without producing new products and services, but in the process, 

public resources are wasted and public services are undersupplied.   

In the KRI, such practices are less common, but the KRG government grants sizable 

contracts to oil and gas companies. The 2007 Kurdistan Oil and Gas Law establishes the rules for 
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the oil and gas industry and the Kurdistan Regional Oil and Gas Council, created by that law, 

determines industry standards and commercial terms for procurement in partnership with the 

SOMO. The Council includes the KRG Prime Minister, the Deputy Prime Minister; the Minister 

of Natural Resources; the Minister of Finance and Economy, and the Minister of Planning. The 

actual contracts are issued by the KRG Ministry of Natural Resources (MNR), but the licensing 

process is not transparent and key information is not publicized82.  

Oil smuggling has been another issue in the KRI since the 1990s. There are many 

unlicensed refineries operating in the KRI which are, “… funding corrupt networks and diverting 

funds from public coffers” 83. Thus, there is a priority to ensure that oil and gas revenues are 

diverted back into the public sector for the provision of public goods and services84. 

Political interests, elections, and rent-extraction  

 

Corrupt bureaucrats and politicians can use their official powers to extract rents from the 

private sector, subsequently reducing the sectors incentive for higher levels of production. 

Corruption, coupled with a lack of transparency are common in countries with extractive 

industries, and this is also the case in Iraq and the KRI 85.  Powerful politicians and political 

parties that control government contracts are accused of enriching themselves by profit sharing 

with contractors86. Although levels of corruption in the KRI are lower than in Iraq, they are 
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considerably higher compared to neighboring countries87. Despite this, efforts have been made 

by the KRG to clean up corruption, with measures such as adopting the Good Governance and 

Transparency Strategy in 200988, and the ongoing implementation of biometric registration for 

public sector employees which is expected to end a long history of salary fraud in the public 

sector. 

Historically, public sector jobs have been used both as a lure and reward for political 

support for the major parties. Political and family connections play an important role in public 

sector hiring, while clientelism is reported to play an important role in hiring decisions within the 

ministries of the KRG. When asked what are the most important factors in recruitment in the 

civil service within their ministry, over a quarter of civil servants in the KRG cited political party 

affiliation (27%), nearly one in five (18%) said family and friendship networks and 6% said 

tribal affiliation 89. Jameel90claims that, “....the KRG has applied informal procedures to 

exclusively recruit members of the ruling parties to its institutions, offering them public positions 

and allocating them exceptional pensions.”  He further argues that  “….both parties [KDP and 

PUK] have established a substantial number of partisan and semi-partisan press networks, 

funded by the KRG, to deliver their political sentiments and attack their opponents”91.  

Wasteful and inefficient provision of public goods by the public sector  
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As discussed earlier, the public sector is large in Iraq and the KRI, and under current 

financial conditions in the KRI, the sector as a whole is at risk of financial collapse 92.  

Most new jobs were created in the public sector rather than the private in past years. 

Between 2007 and 2012, more than 80 percent of new jobs were in the public sector and the 

share of public sector employment increased to 53.5 percent in 201493. In Iraq and the KRG 

some claim that there are “ghost employees” who share half their wages with their supervisors 

and do not show up for work 94. Supervisors who benefit from such arrangements have a strong 

incentive to enlarge the employee body without actually producing their assigned tasks.  

 Recruitment to the civil service has rarely been merit-based in the KRG. The non-

standardized selection processes exacerbated the weaknesses of the KRG’s bureaucracy95.  In 

2011, a code of conduct for all civil servants was adopted by the KRG’s Council of Ministers 

with the purpose of reducing corruption and improving the quality of hiring. It emphasizes 

transparency and prevention of conflict of interest and includes anti-bribery provisions for all 

KRG officials 96.  

 Still, the KRG bureaucracy needs to be downsized and a more efficient production of 

public goods needs to be introduced. Some public services can be achieved though outsourcing 

and contracting, while some government production can also be privatized97.  
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Conclusions: Reconsidering Institutional and Contextual Factors for the KRI’s Economic 

Development  

 

This chapter has discussed the compatibility of the KRI’s political and economic 

institutions with its economic development prospects in the Iraqi context. The region has several 

strengths that are conducive to its economic development, such as its democratic political 

institutions and free market-oriented economic institutions. But, there are also various 

shortcomings that need to be improved to create a better institutional environment. The KRG 

government should continue with institutional reforms in order to ensure the long term stability 

of its inclusive political and economic institutions and for bringing transparency, accountability, 

and efficiency to its public sector. Inclusive institutions supported by a strengthened legal system 

will ensure equal opportunities for all businesses and the creation of an economic environment 

that promotes growth. Accompanied with better provision of basic public services such as 

utilities, health and education, the KRI could create a conducive environment for broader societal 

and economic development.  

The KRI’s deteriorated relations with Iraq and the neighboring countries along with the 

issues with its current political and economic institutions have led to a weakened economy in 

recent times.  For the KRI to achieve fast economic growth again under the current 

circumstances, the KRG needs to improve its relations with Baghdad through negotiated 

solutions and continue with enhancing its relations with the neighbouring countries as it was 

before the independence vote in September 2017. A secure and predictable environment will 

strengthen the foreign and domestic private investment environment; however this needs to be 
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done under the guise of support from powers surrounding the KRI and the effective management 

of sensitive issues such as independence. 

The KRI’s institutional weaknesses relate to the practice of democracy, law enforcement 

and the rule of law, provision of public goods, and law and order for ensuring the security of 

property rights and functioning of a market economy. The weaknesses of the institutional 

environment led to the development of norms around rent-seeking behaviors, political 

maneuvers, and an inefficient public sector.  Solutions to institutional weaknesses and to the 

problems of rent-seeking by private interest groups, politicians’ pursuance of self-interests, rent-

extraction, and wasteful and expanding bureaucracies lie in better constitutional designs and 

enforcement of the rule of law, as Public Choice scholars point to. Enhancements of the 

constitution and subsequent laws are the starting point for reshaping the endemic norms that are 

currently detracting from a productive economic environment in the KRI. Government powers 

need to be clearly divided into different branches of government, and with enumerated powers of 

each branch, checks and balances need to be established among them. The rules of politics need 

to be structured better and overall government authority needs to be under constitutional 

constraints 98.  

In the meantime, the KRG needs to reduce its oil dependency and downsize its public 

sector, while continuing with reforms that would support the expansion of the private sector and 

diversification of the economy. In order to support private sector development, the KRI’s 

financial sector requires reform which includes the transition away from a cash-based economy 
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to improve financial recording and transparency. The regulatory framework concerning 

businesses also requires strengthening to support a market based economy; with both foreign 

direction investment and domestic SMEs supported and protected. Special economic and 

industrial zones could also play a role in this initiative.  

To enable such measures, the transparency and accountability of the public sector 

requires improvement. Public sector balance sheets need to be consolidated, and economic data 

collection and planning should be enhanced. Corrupt officials need to be identified, and tried, to 

stem unproductive activities in the sector. Further legal enforcement is needed around the 

protection of property rights, enforcement of contracts, and general rule of law. Without such 

reforms, misuse of the public sector for rent-seeking and political manoeuvring will continue to 

the wider detriment of the KRI’s economy. The KRG’s deteriorated fiscal deficit requires 

immediate turnaround.  
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